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FOR IMMEDIATE RELEASE

September 18, 1978

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $2,200 million of 13-week Treasury bills and for $3,400 million
of 26-week Treasury bills, both series to be issued on September 21, 1978,

were accepted at the Federal Reserve Banks and Treasury today.

as follows:

RANGE OF ACCEPTED
COMPETITIVE BIDS:

13-week bills
maturing December 21, 1978

26-week bills
: maturing March 22, 1979

The details are

Discount Investment f Discount Investment
Price Rate Rate 1/ ° Price Rate Rate 1/
High 98.014 a/ 7.857% 8.13% : 95.971b/ 7.969% 8.42%
Low 98.002 7.904% 8.18% : 95.962 7.987% 8.44%
Average 98.007 7.884% 8.167 ! 95.966 7.979Y% 8.43Y%

a/ Excepting 1 tender of $10,000
b/ Excepting 1 tender of $10,000

Tenders at the low price for the 13-week bills were allotted 92%.
Tenders at the low price for the 26-week bills were allotted 50%.

TOTAL TENDERS RECEIVED AND ACCEPTED
BY FEDERAL RESERVE DISTRICTS AND TREASURY:

Accepted

: Received

Accepted

Location Received
Boston S 23,525,000
New York 3,347,880,000
Philadelphia 15,670,000
Cleveland 27,890,000
Richmond 25,190,000
Atlanta 24,290,000
Chicago 166,915,000
St. Louis 34,105,000
Minneapolis 4,795,000
Kansas City 37,970,000
Dallas 14,375,000
San Francisco 166,905,000
Treasury 5,040,000
TOTALS $3,894,550,000

$ 22,525,000
1,858,560,000
15,670,000
27,890,000
25,190,000
24,290,000
71,915,000
20,105,000
4,795,000
37,970,000
14,375,000
71,705,000

5,040,000

¢ 8 25,700,000

5,365, 380,000
7,990,000
99,145,000
24,420,000
14,680,000
316,300, 000
27,240,000
54,620,000
33,760,000
6,890, 000
205,145,000

7,875,000

$2,200,030,000c/: $6,189,145,000

¢/Includes $335,520,000 noncompetitive tenders from the public.
d/1ncludes $186,925,000 noncompetitive tenders from the public.

1/Equivalent coupon-issue yield.

R-1170

$ 10, 540,000
3,059,520,000
7,490,000
13,025,000
12,420,000
13,180,000
186, 300,000
11,240,000
27,620,000
16,080,000
4,890,000
30,145,090

7,875,000

$3,400,325, oood/
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REMARKS BY THE HONORABLE
BETTE B. ANDERSON ™
UNDER SECRETARY OF THE TREASURY N
BEFORE THE
SIXTH ANNUAL CONFERENCE -
NATIONAL ASSOCIATION OF FOREIGN-TRADE ZONES
HONOLULU, HAWAII

SEPTEMBER 18, 1978

RS

Governor Ariyoshi, Mr. Maxey, ladies and gentlemen:

One needs no special reason to be happy in Hawaii. However,
I am particularly pleased to be here with you today. I know how
deeply Senator Inouye regrets being unable to join you, and I am
grateful to him for asking me to speak in his place.

Hawaii and the U.S. Treasury Department's Customs Service,
which I have the honor to represent today, have something in
common. About the time that Customs was establishing America's
first source of revenue, King Ka-may-a-maya the First was welding
this magnificent chain of islands into a single, viable political
unit. And one of his first acts, after proclaiming the Kingdom
of Hawaii in 1795, was to decree that duties be imposed on all
shipping and on all goods landing here. His Customs Service, I
am told, was somewhat less formal than ours. His collectors were
paddled out to incoming ships in out-rigger canoes. Customs
duties were determined by the collector's mood at the moment.

Nevertheless, Customs revenues helped to finance Hawaii, just as
they did the mainland!

. Today's Hawaii seems a most appropriate setting for this
sixth annual conference of the NAFTZ, and not just because of its
scenic splendor.

Foreign Trade Zone Nine at Honolulu, and its sub-zone at
qu, provide the largest volume of merchandise movement in the
United States. During Fiscal 1977, Zone Nine received a total of
4,702 short tons valued at $13,549,233, and forwarded a total of
4,153 short tons valued at $12,152,015. The zone handled 204
different commodities from 36 countries of origin. It served
some 206 business firms, of which 97 occupied zone facilities on
a continuous basis. Sponsored by the state's Department of
Planning and Economic Development, the Honolulu zone consists of
more than 235,000 square feet of terminal space for warehousing,
exhibition, and processing. 1Its subzone is a petroleum refinery.
I understand the State of Hawaii, as grantee, is proceeding with
Plans to move the zone to the Diamond Head Terminal at Pier Two,
Honolulu Harbor, before the end of 1980.

The development and progress of the Hawaiian Foreign-Trade
Zone is consistent with the progress of these comprehensive
Special U.S. Customs Service facilities at ports of entry
ﬁgrﬁg%?out the United States.
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I would like to talk with you today about Treasury's role in
the FTZ concept.

In doing so, I feel rather like the survivor of the
Johnstown flood who made his mark in life lecturing about that
1889 debacle.

When he passed through the pearly gates, he asked St. Peter
if he might contribute his expertise to the occupants of heaven.
Obligingly, St. Peter prepared the celestial lecture hall, and
informed the speaker that he had a packed house. "However," St.
Peter Cautioned, just seconds before the speech was to begin, "I
think you ought to know that Noah is in the audience."

I am certain we have many Noahs in the audience today!

During the fiscal year 1977, FTZ activity involving 900
firms rose by 30 percent over the previous fiscal year. Existing
zones reported a total of $663 million in goods received,
compared with $507 million in fiscal 1976. Merchandise shipped
from FTZs amounted in value to $598 million, compared with $468
million in the previous fiscal year. Obviously, the advantages
of FTZs, including the prestige they lend to an industrial
development area, are apparent to you all.

For those of you who may not be familiar with the Customs
Service's role regarding FTZs, allow me to explain. Foreign-
trade zones are enclosed areas which are considered to lie
outside U.S. Customs territory. You might say they are the

domestic versions of what are known internationally as free-trade
zones.

As a matter of fact, they owe their origin to the free ports
that existed in Northern Europe in the medieval days of the
Hanseatic League. Cities participating in that historical
trading union had special status that placed them outside the
customs jurisdictions of their national governments. When these
Privileges were later withdrawn, sites known as "free-trade
zones" were established within port areas. But it wasn't until
1934 that the United States Congress authorized similar areas

within"this country. It chose to call them "foreign-trade
zones.

Our FTZs are located in or near U.S. Customs ports of entry,
and are operated as public utilities by qualified corporations
undgr Customs supervision. Authority for establishing these
rapidly proliferating facilities is granted by the Foreign-Trade
Zones Board, with Customs approval, under the Foreign-Trade Zone

Act of 1934. The board has its headquarters within the U.S.
Department of Commerce in Washington, D.C.

The advantage of foreign-trade zones are many. Chief among
them is the fact that foreign goods may enter their areas duty-
and quota-free for an unlimited period of time. These goods may



be stored, assembled, combined with domestic or other foreign
materials, used in manufacturing processes, or exhibited. .
Domestic merchandise moved into FTZs for export are considered to

be already exported for purposes of excise ggiirebates and
drawback. N X

\

Thus, FTZs encourage international commerce while prd?iding
jobs for American labor. )

Allow me to repeat -- formal U.S. Customs entry procedures
and payment of duties on imported merchandise are not required

unless and until that merchandise enters U.S. Customs territory
for domestic consumption.

When that is the case, the importer has the choice of paying
duties either on the original foreign materials -- in which case
he must file a request with Customs for "privileged" treatment --
or on the end product -- in which case the components or
materials used are "nonprivileged."

Most often, importers request privileged treatment, since
the Customs duty on the end product is higher than on its
components. Important exceptions include motorcycles,
typewriters, computers, and automobiles.

With more and more foreign firms electing to manufacture or
assemble their products in U.S. FTZs for American consumption,
these exceptions have raised an issue that the U.S. Customs
Service is now examining.

When these end products are produced, the present
appraisement practice requires that labor and overhead costs
incurred, and profit realized, be allocated between the
Privileged and nonprivileged components according to their
relative values. These allocated costs are then included in the

dutiable value of the article when it enters U.S. Customs
territory.

In response to a rulemaking petition from the National
Association of Foreign-Trade Zones, the U.S. Customs Service will
1ssue, in the near future, an advance notice of proposed
rulemaking soliciting comments regarding the advisability of
continuing the appraisement practice.

_Fiscgl 1977 saw nine more communities added to the ever-
growing list of foreign-trade zones. At the year's end, there

were foreign-trade zones at 28 U.S. ports in 22 states. Today,
35 port communities have active zones.

As costs of locating assembly and industrial operations in
the United States become increasingly favorable for firms engaged

in international trade, exports from U.S. FTZs are expected to
grow at an even greater rate.



World trade has multiplied almost ten-fold since the post-
world War II period. Figures for 1951 were around $76 billion.
By 1976 they were $800 billion. Probably the greatest
stimulation to international trade came from the Truman Doctrine,
the Four Point Program, the Marshall Plan, and the aid the United
States gave to Europe and the world in general following that
war. Here at home, United States trade has increased from $35
billion in 1960 to $270 billion in 1977. Estimates are that it
will increase to $300 billion by 1980.

Trade is no longer a matter of transferring raw materials
and basic commodities. Today it involves transnational shipments
of sophisticated and complex products and components. Where
slightly more than a decade ago U.S. Customs was collecting $1.5

billion in revenues annually, it now collects more than $7
billion.

Despite this tremendous growth in volume, Customs has, for
many vears, had to cope with antiquated laws which impede its
modernization and delay the introduction of automated procedures
designed to speed up commercial transactions.

The last major piece of legislation dealing with Customs
administrative reform was enacted more than twenty years ago.
Since that time the value of imports and the amount of duty
collected have increased five-fold. Entries have tripled, from
1.1 million in 1956 to 3.4 million in 1976. Entries processed
now average more than 2,600 per Customs import specialist per
year -- an increase of 94 percent over the past twenty years.

But today finds us at the threshold of a new and more
progressive era. The Customs Procedural Reform Bill -- the most
comprehensive overhaul of U.S. Customs laws in a generation --
has cleared a conference committee of the Senate and House of

Representatives, and is expected to win final Congressional
approval any day now.

For the FTZ user who imports foreign goods into the United

?tates, the bill, when enacted into law, presents many attractive
acets.

_ For instance, it will permit Customs to release goods to
lmporters immediately upon presentation of appropriate entry
documen;s. It will enable Customs to adopt a long-planned
automaglc merchandise-processing and revenue-collecting system
that will speed up delivery of merchandise to importers, reduce
Paperwork, cut the number of financial transactions, and provide
faster and more accurate statistical data.

Section 592 of the Tariff Act of 1930 will be amended to
remove the harsh initial penalty assessments now levied on
lmporters fO{ negligence, gross or simple, and to bar any penalty
for non-negligent clerical errors or mistakes of fact. It will
also place on the Government the burden of proof in fraud cases,
and give the courts a greater role in penalty rulings.



Those of you who import, or who deal with importers, will

know that the importing community -- including major U.S.
corporations -- have long protested the exorbitant penalties --
some of them in the millions -- imposed for relatively minor

entry errors, and the fact that normal judicial redress has been
denied those penalized.

Under the bill shortly to be enacted into law, the
Government will have to show proof of fraud through a
preponderance of the evidence, rather than through so-called,
"clear and convincing" evidence, as is now the case.

One of the major obstacles to Customs adoption of modern
merchandise-processing methods has been the requirement that each
importation be represented by a separate entry document
accompanied by payment of the estimated duties owed on the
merchandise when it comes into Customs territory. Each entry
must then be processed separately and a separate bill for
additional duties or refund checks for overpayment has to be
prepared and mailed to the importer. Obviously, this results in
an avalanche of paperwork, plus substantial administrative costs
and burdens on Customs, the importers, and the importers' agents,
the customhouse brokers.

The new Customs law will alleviate this situation by
permitting the separation of the entry and reporting process
from the duty-collection process. Importers could take delivery
of their importations by providing Customs with necessary
documents. Within a specified time, the importer will be
required to supply details of the importation and pay the duties.
The practical effect of this new procedure will be to compress
the many individual duty payments into single, weekly payments,

Provide immediate delivery of imported goods, and improve the
quality of import statistics.

The new Customs law would also enable Customs to introduce
full-scale implementation of its Automated Merchandise Processing
Sys?em, commonly referred to as AMPS. This computerized entry
filing system monitors information on entries, liquidations, and
duty collections. It produces data used for control of warehouse
lnventory, in-bond shipments, importers' accounts, and
merchandise quotas, thus simplifying importers' and Customs'

bookkeeping, and providing more accurate and reliable data to the
queau of the Census.

Many other facets of the Customs Procedural Reform Bill will
benefit importers using foreign-trade zone facilities. 1In fact,
the bill itself represents the culmination of cooperative efforts
of the Customs Service, the importing community, and Congress.

I might add that other provisions of the bill will delight
those of you who combine business with pleasure on your trips
abroad. The duty-free allowance on articles bought overseas will



increase with passage of the Customs Procedural Reform law to
$300 from foreign countries and $600 from insular possessions of
the United States.

The Customs Procedural Reform bill, when passed, will
further accelerate Customs' current efforts to establish
increased rapport between the Service and the importing
community.

One result of this intensified dialogue has been the
improved and streamlined procedures introduced by Customs for
handling "hot" quota entries. These are now moved through the
various Customhouse work stations at greater speeds than ever
before, allowing brokers more rapid and reliable feedback as to
the status of these important items.

Another vital subject under discussion at meetings between
Customs and the trading community is improved cash flow for
brokers, importers, and the Service itself.

Meetings between Customs officials and importers have led to
a new procedure for expediting the release of containerized
cargo. Containers are now examined at ground level and released
before the arrival of the importer's conveyance. Thus, demurrage
costs and handling expenses are reduced and the importers are
able to obtain their merchandise more quickly.

With advanced technology and modern management concepts, the

189-year-o0ld U.S. Customs Service is rapidly becoming a
computerized and cost-effective organization.

. During Fiscal 1977, Customs processed $150 billion worth of
lmported merchandise at a cost to the taxpayer of only $6 for
every $100 collected.

Clearly, the Treasury Department is keeping abreast with the
momentum of modern business. We want, as well, to keep in close

contact with the progress, and the problems, of the individuals
involved in commerce and trade.

. That is why we welcome opportunities such as this to meet
with representatives of trade associations.

I know I have profited from being with you today, and I hope
I have added something worthile to your meeting. It certainly

agshbeen a great pleasure for me to be here, and I thank you so
c L ]

0000



FOR RELEASE ON DELIVERY

EXPECTED AT 9:30 A.M.
September 19, 1978

TESTIMONY OF THE HONORABLE ROGER C. ALTMAN
ASSISTANT SECRETARY OF THE TREASURY
BEFORE THE SUBCOMMITTEE ON ENERGY AND
POWER OF THE HOUSE INTERSTATE AND
FOREIGN COMMERCE COMMITTEE

Mr. Chairman and Members of the Subcommittee:

I am pleased to present the views of the Treasury Department
on H.R. 13931, the "Pacific Northwest Electric Power Planning
and Conservation Act."

The Administration's general position on H.R. 13931 is
set forth in the testimony this morning of the representative
of the Department of Energy. I will comment in more detail
on the financial structure of the bill. Specifically, my
comments will be confined to the debt financing and tax
provisions of sections 6, 8, and 9 of H.R. 13931.

The Treasury's major concern with sections 6, 8, and 9
is that they would result in Federal guarantees of tax-exempt
obligations issued by state or local governments. That is,

--Section 6(b) would authorize the Bonneville Power
Administration (BPA) to contract to purchase electric
power resources from non-Federal entities, which
would include state and local governments. Thus,
private holders of state and local bonds issued
to construct electric power facilities could be
guaranteed that the Federal government would
provide the funds to pay off the bonds.



--Section 6(f) would authorize BPA to enter into
agreements with such entities "to fund or secure
debt incurred in the investigation and initial
development of such resources."

--Section 8 would amend section 13 of the Federal
Columbia River Transmission System Act (which
currently contains limited authority for BPA
to borrow from Treasury to finance the construction
of the BPA transmission system) to authorize
unlimited authority for BPA to borrow from
Treasury to finance contracts and agreements
entered into under sections 6(b) and 6(f). Thus,
private holders of bonds secured by such
contracts and agreements could be assured that
Treasury funds would be available to the extent
required to make timely payment of principal and
interest on the bonds.

--Section 9(e) would confer on the BPA Administrator
authority to exempt from Federal income taxes
the interest on obligations issued by state or
10cal governments to finance construction of
facilities for production of electric power
for purchase by BPA. Thus, the Federal guarantees
provided under sections 6 and 8 could be extended
to tax-exempt debt.

The Administrator is authorized under section 9(e) to
designate tax-exempt status if he determines that the electrical
energy acquired from the facility "will not be utilized over
the life of the project in whole or in major part by a person
who is not an exempt person." The term "exempt person" is
defined by the Internal Revenue Code to mean generally a
state or local governmental unit or a tax-exempt organization.

The effect of section 9(e) is to amend the Internal
Revenue Code indirectly by permitting tax-exempt financing
of municipal electric utilities which construct generating
facilities to supply power to BPA. 1In the absence of this
section, if H.R. 13931 were to become law, the revised
structure of BPA financing would deny availability of such
tax-exempt financing.



This denial arises because the Federal tax laws
providing and interpreting tax-exempt interest generally
preclude the grant of tax-exempt interest coupled with
the backing of Federal credit. BPA is a Federal agency,
and under H.R. 13931 BPA would support bonds issued by
municipal electric utilities selling to BPA under an
arrangement where BPA agreement to purchase the power
supported the credit behind the bonds. Under current
tax rules, this arrangement would preclude the grant of
tax-exempt status to those bonds.

It is important to understand why tax exemption and
Federal backing should not be granted to the same obligations.
The prohibition against Federal backing of tax-exempt
obligations is a longstanding policy of great importance.
Placing the credit of the United States behind an obligation
that is exempt from Federal taxation creates a security
that is superior to direct obligations issued by the
U.S. Treasury. Thus, the existence of Federally-backed
tax-exempt obligations could create serious Federal debt
management problems. In addition, Federal guarantee of
tax-exempt obligations creates a security that is superior
to all other tax-exempt securities issued by state and
local governments. This adds to pressures on tax-exempt
markets and consequently tends to increase the borrowing
costs of schools, roads, hospitals, and other essential
public facilities.

It is generally recognized that tax exemption of
municipal bonds is an inefficient means of public financing,
because the revenue loss to the Federal Treasury dgreatly
exceeds the interest savings to the municipal borrower.
Consequently, it is much more efficient to finance Federal
programs with taxable bonds. Accordingly, the Public Debt
Act of 1941 prohibits the exemption of interest on Treasury
or Federal agency debt from Federal income taxes. Consistent
with the spirit of that Act, Congress has generally determined
in recent years that Federal guarantees should not be used
to finance Federal programs indirectly with tax-exempt bonds.
Attached to my statement is a list of 15 statutes enacted

since 1970 which prohibit Federal guarantees of tax-exempt
obligations.



Recently, Congress rejected this double benefit -- both
the tax exemption and the Federal guarantee -- in the case
of the New York City Financial Assistance Act. The Congress
determined that it was inappropriate to provide New York City
with this double benefit, even in connection with a program
necessary to insure the City's financial survival.

It should also be noted that this is not the first time
that an issue involving BPA has arisen in connection with
the rules of tax-exempt interest that relate to Federal
guarantees. In 1972, a Treasury regulation interpreting
the provision in question was issued with generous grand-
fathering rules specifically protecting BPA's plans at
that time. Special consideration was given to BPA since
it had relied on a proposed regulation that would have taken
the opposite position. The princ¢iple enunciated in the
Treasury regqulation represents sound policy, and should not
be overruled.

We would also like to direct your attention to other
more technical problems raised by section 9(e). As previously
mentioned, this section would permit the Administrator of
BPA to designate which bonds are to be accorded tax-exempt
status. We would much prefer to rely on more traditional
means for determining tax-exempt status of debt instruments.
Ordinarily, rules for determining tax-exempt status are
specified by statute and regulations. It is compliance
with such rules, and not the designation of any particular
individual, that determines tax exemption. This allows the
Federal tax laws to be administered in a uniform manner
by the Internal Revenue Service.

We would also note that section 9(e), should it become
law, would be a highly technical provision upon which great
reliance will be placed for guidance. Therefore, considerable
attention must be devoted to minimizing ambiguity and
uncertainty. For example, it is unclear whose "debt
obligations" are meant tc be covered, in what manner
obligations are not to be "affected", what "resources"
are included and how they are "constructed", and so on.
Precise statutory language is extremely important to
provide guidance to bond issuers and to allow for ease of
administration.



I would like to turn now to the interest rate provisions
of section 8 of H.R. 13931.

Under section 13 of the Federal Columbia River Transmission
System Act of 1974, BPA borrowings from Treasury are to bear
interest rates comparable to rates prevailing in the market
for "similar bonds". The Treasury has determined under the
1974 Act that the interest rate on BPA's long-term borrowings
from the Treasury will be based on current market rates on the
highest quality (triple-A) utility bonds.

Section 8 of the bill would amend section 13 of the Act
to put a ceiling on the interest rate on BPA borrowings
from the Secretary of the Treasury equal to the rate that
would be charged if BPA borrowed from the Federal Financing
Bank (FFB). The FFB is an agency established within the
Treasuryv by the Federal Financing Bank Act of 1973. Currently
the FFB lends to other Federal agencies at an interest rate
one-eighth of one percent above the Treasury's own market
borrowing rate.

Consequently the FFB rate is generally somewhat lower than
the triple-A utility bond rate, and section 8 of the bill
would result in some reduction in BPA's cost of borrowing.

For example, if BPA had borrowed from the Treasury last

week the interest rate, would have been about 8-5/8 percent

on the basis of triple-A utility bond rates and about 8-1/2
percent based on the FFB rate. This spread of 1/8 of one
percent between the triple~A rate and the FFB rate is somewhat
smaller than normal at this time in part because of the
current relatively light volume of corporate bond issues.

A more normal spread might be about 1/4 of one percent or
slightly more.

The Administration is opposed to section 8 of H.R. 13931
and supports the concept in the 1974 Act that BPA financing
should be on a basis comparable to the private utility
industry. However, to avoid confusion as to the inter-
pretation of the 1974 Act the Administration has recommended
that section 13 of the Act be amended to tie the interest
charged BPA to market yields for triple-A rated non-
Government utility bonds. This would be consistent
with our current practice, and the Treasury Department
urges adoption of this recommendation.



I should also note that the interest rate language
proposed in section 8 of H.R. 13931 is unclear.  While
setting the FFB rate as a ceiling, it would require the
Treasury "to provide for a rate comparable to the rates
prevailing in the market for similar bonds issued by
Government corporations...". The bill does not indicate
which Government corporations' bonds should be used for
comparison. Also, trading is thin and price quotations are
often unreliable in the securities market on marketable bonds
that were issued by Federal agencies prior to the establish-
ment of the FFB. In any event, those rates would be likely
to be higher than the FFB rate. 1In addition, BPA bonds
would be unique in that the legislation would also require
the Secretary of the Treasury to take into account "financing
practices of the utility industry" when setting the terms
and conditions on the BPA loans. Utility industry practices
include setting the redemption value of the bonds on
specified call dates when the loan is made rather than
pricing them at market value on the redemption date, which
is the FFB's usual requirement.

Finally, in keeping with the provisions of the
Congressional Budget Act of 1974, the Administration
believes that the authorization of unlimited authority
for BPA to borrow from the Treasury under section 8 of
the bill should be amended to authorize borrowing in
such amounts as may be provided from time to time in
appropriation acts.

In summary, Mr. Chairman, the provisions of sections 6,
8, and 9 of H.R. 13931 as presently drafted would result
in very inefficient financing, and the Treasury Department
recommends against the enactment of those provisions.

I would be happy to try to answer any questions.

0o0



Statutes which preclude Federal guarantees of
tax-exempt obligations

Loans for meodernization and construction of hospitals and other medical
facilities; P.L. 91-296, June 30, 1970, 42 U.S.C. 291j-7(e). 1/2/3/

New Community debentures; P.L. 91-609, December 31, 1970, 42 U.S.C.
4514. 2/3/

Water and waste facility loans sold out of the Agricultural Credit
Insurance Fund; P.L. 91-617, December 31, 1970, 7 U.S.C. 1926(a) (1).

2/3/

Farm Credit Administration member institution guarantees; P.L. 92-181,
December 10, 1971, 12 U.S.C. 2204. -

Academic facilities loan insurance, P.L. 92-318, June 23, 1972,
20 U.S.C. 1132c¢c-5.

Washington Metropoclitan Area Transit Authority obligations; P.L. 92-349
July 13, 1972, D.C. Code 1-1441 note. 2/3/

: Loans sold out of the Rural Development Insurance Fund; P.L. 92-419,
August 30, 1972, 7 U.s.C. 1929a(h). 2/

Vocational rehabilitation facilities mortgages; P.L. 93-112,
September 26, 1973, 29 U.S.C. 773 (c).

National Railroad Passenger Corporation guaranteed obligations;
P.L. 93-146, November 3, 1973, 45 U.S.C. 602(g).

Loan guarantees for initial operating costs of health maintenance
organizations; P.L. 93-222, December 29, 1973, 42 U.S.C. 300e-(c)(3).2/

Loan guarantees to assist the economic development of Indians and
Indian organizations; P.L. 93-262, April 12, 1974, 25 U.S.C. 1451.

State housing finance and State development agency obligations;
section 802 of P.L. 93-383, August 22, 1974, 42 U.S.C. 1440. 2/3/

Guarantees of obligations issued by coastal State and local governments
to finance projects associated with the development of Outer
Continental Shelf energy resources; section 7 of P.L. 94-370,

July 26, 1976, 16 U.S.C. l456a. 2/3/

Guarantees of Virgin Islands Bonds; P.L. 94-392, August 19, 1976,
48 U.s.C. 1574(a). 2/

Loan'guarantee program for acquisition of property (urban resnewal):
section 108 of P.L. 93-383 as amended by P.L. 95-128, Octcber 12, 1977,
42 U.s.C. 5308. 2/3/

Superceded by P.L. 93-641, January 4, 1975, 42 U.S.C. 300q.
Statutes which authorize guarantees of taxable municipal obligaticns.

Sta;utes which authorize interest subsidies on guaranteed taxable
municipals. —_—
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FOR RELEASE AT 4:00 P.M. September 19, 1978

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling
approximately $5,700 million, to be issued September 28, 1978.
This offering will not provide new cash for the Treasury as the
maturing bills are outstanding in the amount of $5,709 million.
The two series offered are as follows:

91-day bills (to maturity date) for approximately $2,300
million, representing an additional amount of bills dated
June 29, 1978, and to mature December 28, 1978 (CUSIP No.
912793 v2 9), originally issued in the amount of $3,403 million,
the additional and original bills to be freely interchangeable.

182-day bills for approximately $3,400 million to be dated
September 28, 1978, and to mature March 29, 1979 (CUSIP No. T

912793 X6 8).

Both series of bills will be issued for cash and in
exchange for Treasury bills maturing September 28, 1978.
Federal Reserve Banks, for themselves and as agents of foreign
and international monetary authorities, presently hold $3,532
million of the maturing bills. These accounts may exchange bills
they hold for the bills now being offered at the welghted average
prices of accepted competitive tenders.

The bills will be issued on a discount basis under competitive
and noncompetitive bidding, and at maturity their par amount will
be payable without interest. Except for definitive bills in the
$100,000 denomination, which will be available only to investors
who are able to show that they are required by law or regulation
to hold securities in physical form, both series of bills will be
issued entirely in book-entry form in a minimum amount of $10,000
and in any higher $5,000 multiple, on the records either of the
Federal Reserve Banks and Branches, or of the Department of the
Treasury. \

Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington,
D. C. 20226, up to 1:30 p.m., Eastern Daylight Saving time,
Monday, September 25, 1978. F rm PD 4632-2 (for 26-week
series) or Form PD 4632-3 (for l3-week series) should be used
to submit tenders for bills to be maintained on the book-entry
records of the Department of the Treasury.
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. Each tender must be for a minimum of $10,000. Tenders
over $10,000 must be in multiples of $5,000. In the case of
competitive tenders the price offered must be expressed on
the basis of 100, with not more than three decimals, e.g.,
99.925. Fractions may not be used.

Banking institutions and dealers who make primary
markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and
borrowings on such securities may submit tenders for account
of customers, if the names of the customers and the amount
for each customer are furnished. Others are only permitted
to submit tenders for their own account.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury. A
cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual
issue price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the
book-entry records of Federal Reserve Banks and Branches, or for
bills issued in bearer form, where authorized. A deposit of 2
percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.

Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids.
Competitive bidders will be advised of the acceptance or
rejection of their tenders. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all
tenders, in whole or in part, and the Secretary's action
shall be final. Subject to these reservations, noncompetitive
tenders for each issue for $500,000 or less without stated price
from any one bidder will be accepted .in full at the weighted
average price (in three decimals) of accepted competitive bids

for the respective issues.

Settlement for accepted tenders for bills to be main-
tained on the book-entry records of Federal Reserve Banks
and Branches, and bills issued in bearer form must be made
or completed at the Federal Reserve Bank or Branch or at the
Bureau of the Public Debt on September 28, 1978, in cash or
other immediately available funls or in Treasury bills maturing
September 28, 1978. Cash adjustments will be made for
differences between the par value of the maturing bills
accepted in exchange and the issue price of the new bills,
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Under Sections 454(b) and 1221(5) of the Internal Revenue
Code of 1954 the amount of discount at which these bills are
sold is considered to accrue when the bills are sold, redeemed
or otherwise disposed of, and the bills are excluded from
consideration as capital assets. Accordingly, the owner of these
bills (other than life insurance companies) must include in his
or her Federal income tax return, as ordinary gain or loss, the
difference between the price paid for the bills, whether on
original issue or on subsequent purchase, and the amount actually
received either upon sale or redemption at maturity during the
taxable year for which the return is made.

Department of the Treasury Circulars, No. 418 (current
revision), Public Debt Series - Nos. 26-76 and 27-76, and this
notice, prescribe the terms of these Treasury bills and govern
the conditions of their issue. Copies of the circulars and
tender forms may be obtained from any Federal Reserve Bank or
Branch, or from the Bureau of the Public Debt.



FOR IMMEDIATE RELEASE Contact: Alvin Hattal

September 19, 1978 Phone: (202) 566-8381

TREASURY DEPARTMENT ANNOUNCES
FINAL COUNTERVAILING DUTY
DETERMINATION ON ELECTRICAL
SOUND EQUIPMENT AND ELECTRONIC
MUSICAL INSTRUMENTS FROM JAPAN

The Treasury Department today announced its final
determination that exports of electrical sound equipment
and electronic musical instruments do not receive benefits
from the Government of Japan that constitute bounties or
grants under the Countervailing Duty Law.

The Countervailing Duty Law requires the Secretary of
the Treasury to collect an additional duty equal to any
"bounty or grant" (subsidy) paid on merchandise exported to
the United States.

The only program alleged to be a subsidy relates to
the forgiveness of the Japanese commodity tax on exports.
Treasury has held consistently that the non-excessive
rebate or remission of such indirect taxes, which are
directly related to an exported product, does not constitute
a bounty or grant. Treasury's position was recently
sustained by the Supreme Court in the Zenith case.

. Evidence developed during the investigation showed no
indication that the forgiveness of the Japanese commodity
tax upon export was excessive or otherwise operated in such
a way as to be considered a subsidy.

_ Notice of this determination appears in the Federal
Register on September 19, 1978.

Imports of this merchandise from Japan were valued at
approximately $100 million during the first half of 1977.
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FOR RELEASE AT 4:00 P.M. September 19, 1978

TREASURY TO AUCTION $1,500 MILLION OF 15-YEAR 1-MONTH BONDS

The Department of the Treasury will auction $1,500
million of 15-year l-month bonds to raise new cash.
Additional amounts of the bonds may be issued to Federal
Reserve Banks as agents of foreign and international
monetary authorities at the average price of accepted
competitive tenders.

Details about the new security are given in the
attached highlights of the offering and in the official
offering circular.

o0o

Attachment
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HIGHLIGHTS OF TREASURY

OFFERING TO THE PUBLIC

OF 15-YEAR 1-MONTH BONDS
TO BE ISSUED OCTOBER 10, 1978

Amount Offered: .
TO the public..I'......COQ..OI......

Description of Security:
Term and type of security..c.ecece..
Series and CUSIP designation........

Maturity date- ® & & ¢ o o & & 0 0 0 0 0 . ® & & 6 0 6 0
Call date. ® & © 0 0 ¢ & & & 0 0 0 0 O O OO 0O s 0 0 0
Interest coupon rat€..eeecececcccccses

Investment yield...ceeeeeeecccceocen
Premium Or diSCOUNt ..ccecevccccococscsos

Interest payment dateS...cececeeccos

Minimum denomination available......

Terms of Sale:
Method Of sale..cceeceeceecseccnsces
Accrued interest payable by
INVEStOr i ceeeeeccavsoscosscosssnsnccscos
Preferred allotment..ccceceececcocens

DePOSit requirement © ®© & & o & & & ®» 6 & & ¢ O 6 00
Deposit guarantee by designated
institutions...“.I.....'Q..........

Key Dates:
Deadline for receipt of tenders.....

Settlement date (final payment due)
a) cash or Federal funds.......
b) check drawn on bank
within FRB district where
submitted..ceceeeccccccncsse
c) check drawn on bank outside
FRB district where
submitted..ccececececscsnscncs

Delivery date for coupon securities.

September 19, 1978
$1,500 million

15-year l1l-month bonds

Bonds of 1993

(CUSIP No. 912810 CD 8)
November 15, 1993

No provision L

To be determined based on
the average of accepted bids

To be determined at auction
To be determined after auction

May 15 and November 15
(first payment on May 15, 1979)

$1,000

Yield auction

None

Noncompetitive bid for
$1,000,000 or less

5% of face amount
Acceptable

Wednesday, September 27, 1978,
by 1:30 p.m., EDST

Tuesday, October 10, 1978
Thursday, October 5, 1978

Wednesday, October 4, 1978

Tuesday, October 10, 1978
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oneTREASURY 4[4

FOR RELEASE UPON DELIVERY

EXPECTED AT 9:30 A.M.
THURSDAY, SEPTEMBER 21, 1978

STATEMENT OF THE HONORABLE DANIEL H. BRILL
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY
BEFORE THE
SUBCOMMITTEE ON COMMERCE, CONSUMER, AND MONETARY AFFAIRS
OF THE HOUSE COMMITTEE ON GOVERNMENT OPERATIONS
Mr. Chairman and Members of this distinguished Committee:
It is a pleasure for me to testify today regarding
the survey of foreign portfolio investment the Department
of the. Treasury will be conducting under the International
Investment Survey Act of 1976. We welcome your interest
in this survey and hope we can respond adequately to the

thoughtful questions you have raised.

BACKGROUND

On October 11, 1976, the President signed into law
the International Investment Survey Act of 1976 (the Act),
which regquires the collection and analyses of data relating
to international investment and its effect upon the national
security, commerce, employment, inflation, general welfare,
and foreign policy of the United States. In Section 2 of

Executive Order 11961 dated January 19, 1977, the President
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designated the Secretary of the Treasury as the federal
executive responsible for collecting the required data
on portfolio investment. The Act regquires a benchmark
survey of foreign portfolio investment in the United
States be conducted at least once every five years.
(The last such survey was conducted in 1975, and the
results submitted to the Congress in 1976.) In addition,
a survey of United States portfolio investment abroad is
required to be completed not later than five years after.
the date of enactment of the Act--October 1981.

The Department of the Treasury has for some time
been eﬁgaged in consultation with the two Congressional
committees which have legislative jurisdiction over the
Act--the Senate Committee on Commerce, Science and Trans-
portation, and the House Committee on International Relations.
These consultations, covering Treasury's data collection and
analysis programs mandated by the Act, were initiated by
the previous administration and are being continued by this
Administration.

I cannot discuss or comment on the substance of these
Congressional consultations as regards the previous
administration, since I have only seen copies of certain

correspondence which occurred during that time. However,
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shortly after my arrival I became aware of, and
concerned with, Treasury's obligations under the Act
and began discussions with the appropriate committee
members and staff to insure that our Congressional man-
q§te would be carried out in a responsible manner,

As a result of these discussions, we agreed that
the first order of business was to get underway on a
survey of foreign portfolio investment in the United
States. Taking into account several factors, such as
the specific time of the year when respondents are able
to provide the information requested, the length of time
it takés to develop questionnaires and to process and
analyze the data, and the requirement to complete the
entire process within a five-year period, it was agreed
that our planning would be directed at conducting the
"inward" survey, i.e., the survey of investment in the U.S.
by year-end 1978.

This agreement has dominated our planning and prepara-
tion this year. Our objective has been to have the
questionnaire in respondents' hands early in the autumn of
this year in order to permit them to prepare their data
assembly procedures before the reporting date. If is the

experience of all who have participated in large surveys
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such as this that ex post recreation of the required
data is an expensive and faulty approach. Our intent
has been to afford respondents a minimum of two months
before the "as of" date to insure that their planning
will permit full and accurate reporting in all the
necessary detail.

It is important that the data to be collected refer
to an aécepted balance sheet reporting date, specifically
to a year-end date. This will enable respondents to
gather the most complete detail, and it will provide data
that can be compared to other economic information of
similar timing. If we should miss the year-end 1978 date,
therefore, it is likely that the survey would be delayed
by a full year, and raises serious question as to the
likelihood of conforming to the other reporting requirements
under the Act.

In addition to the planning for the "inward" survey,
we have agreed to conduct an extensive study of alternatives
for conducting the required survey of United States port-
folio investment abroad, i.e., the "outward" survey. It is
some 35 vears since the last full survey of U.S. portfolio
investment abroad, and in conducting such a survey now we

are entering relatively uncharted waters. Before embarking
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on a full-scale venture, we have recommended--and the
relevant Congressional committees have concurred--that
we conduct feasibility studies using alternative
approaches to determine the most efficient ways of
collecting the desired informatiogi We have scheduled
this exploratory work for 1979, when the staff working
on the "inward" survey will have completed the bulk of
the preliminary work on that survey and would be free to
turn to the design of collection alternatives for the
outward survey. We will report to the Congress on the
results of this pilot work and on the feasibility of
pursuing the problem on a full scale, This scheduling
will reduce the cost to the government and still permit
adhering to the overall time schedule imposed by the Act.
The analysis of our experimental efforts will be presented
to both Congressional committees before year-end 1979.

THE 1978 SURVEY

The Act defines portfolio investment to be any inter-
national investment which is not direct (83.(11)]. The Act
also requires the President to conduct a comprehensive
benchmark survey of foreign portfolio investment in the
United States at least once every five years and which shall

(among other things and to the extent he determines necessary
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and feasible), determine the magnitude and aggregate
value of foreign portfolio investment, form of invest-
ments, types of investors, nationality of investors and
recorded residence of foreign private holders, diversi-
fication of holdings by economic sector, and holders of
record [&4(c) (1)].

The Act also states that it is the intent of the
Congress that information collected from the public under
the Act be obtained with a minimum of burden on business
and other respondents and with no unnecessary duplication
of effort, consistent with the national interest in
obtaining comprehensive and reliable information on inter-
national investment [82(b)]. It further goes on to state
that in collecting information under this Act, the President
shall give due regard to the costs incurred by persons
supplying information, as well as the costs incurred by
the government, and shall insure that the information
collected is only in such detail as is necessary to fulfill
the stated purposes for which the information is being
collected [84(b)].

It is very clear this legislation requires that a
balance between costs, burden to the public, and the need

for information must be fully considered in any data
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collection program carried out pursuant to the Act.
We consider this to be a sound principle, with which
we are in complete agreement, and we submit that our
survey design appropriately takes into account these
conéiderations.

Coverage

We basically considered three approaches to coverage
of the survey implied by three variant definitions of
"portfolio investment", These definitions are (1) the
market definition, essentially stocks and bonds; (2) the
balance of payments definition, which covers other long-
term debt in addition to stocks and bonds (essentially
the coverage of the 1974 survey of foreign portfolio
investment); and (3) the definition contained in the Act,
which added shoft—term items such as bank loans and deposits,
short-term corporate claims and liabilities, and Treasury
bills and certificates.

The monthly and quarterly data collected by the
Treasury International Capital (TIC) surveys provide infor-
mation on levels outstanding for all financial instruments
except stocks and bonds and certain obscure financial items.
The TIC reports give us generally good figures on the levels

of foreign portfolio investment, except for securities. This
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conclusion is based on the 1974 survey results and

is discussed in chapter seven of that report, "Adequacy
of Current Statistical Reporting Requirements". In the
case of securities, we have monthly reports on transaction
flows, but not on levels of foreign investment,

We took great care in obtaining advice and comments
from a wide variety of persons who are knowledgeable on
the subject matter, the needs for specific data, and the
costs of collecting these data. The persons consulted
included representatives of academia, labor, and business,
in addition to the Congress, Federal executive user agencies,
and the prospective respondents.

Based on comments received from all sources consulted,
we elected to collect in this survey only information on
levels of foreigners' securities market holdings--stocks
and bonds--and to supplement these reports with data on
ownership of other financial instruments collected in the
existing monthly and quarterly TIC surveys. We believe
this approach meets the analytic requirements of most
potential users of the data, and at the same time results
on a minimum burden to the public -and a significant cost

savings to the Federal Government.
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Consultations and clearance

I would like to review our consultations outside of
Treasury both before and during the clearance process for
this survey.

Congressional. I mentioned earlier in this testimony

that we have extensive contact with the two Congressional
committees having legislative jurisdiction over the pro-
grams under the Act.

For the record, I would like to have included at this point
in my testimony the following items: (1) a copy of my August 15,
1977 letter to Senator Inouye, Chairman of thegMerchant
Marine-énd Tourism Subcommittee of the Senate Commitee on
Commerce, Science and Transportation; (2) a copy of
Senator Inouye's September 7, 1977 letter to me; (3) a copy
of my September 20, 1977 letter to Senator Inouye; (4) a
copy of Senator Inouye's October 14, 1977 letter to me;
(5) my November 15, 1977 letter to Senator Inoﬁye; (6) a
copy of my February 7, 1978 letter to Representative
Bingham, Chairman of the Subcommittee on International
Economic Policy and Trade of the House Committee on Inter-
national Relations; (7) a copy of Deputy Assistant Secretary
Karlik's April 19, 1978 testimony before Senator Inouye's

subcommittee; and (8) a copy of Deputy Assistant Secretary

Karlik's April 25, 1978 testimony before Representative
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Bingham's subcommittee. These documents serve as a
summary of our discussions and resulting agreements
with these two committees.

Academia, labor and business. Treasury requested

the advice and assistance, on an informal basis, from
fourteen distinguished individuals who have an interest

in portfolio investment and the survey results. For the
record, I wish to have included at this point in my testi-
mony & list of these individuals.

These international investment experts were consulted
during the survey design phase and two meetings were held;
one Jaﬁuary 23, 1978 and another May 8, 1978. This sub-
committee has received copies of agenda and minutes cf
these meetings.

Respective respondents. Following OMB's revised

guidelines for the clearance of statistical surveys, a
notice of proposed forms and instructions was published

in the Federal Register on June 13, 1978. The notice invited

public comments on the proposed regulations, instructions,
and forms to be received by Treasury on or before July 14,
1978. 1In addition to the notice published in the Federal
Register, 91 business firms and organizations were directly

contacted by the survey staff soliciting their comments.
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These firms were sent copies of the proposed regulations,
forms, and instructions on June 9, 1978. ‘Also, a public
hearing was held by Treasury on July 10, 1978. Copies

of all documents and written comments developed during
this process have also been made available to this sub-
committee.

Executive agencies. The survey was reviewed, in

detail, by the Interagency Committee on International
Investment Statistics, a special ad hoc Treasury review
task force, and the Commerce Department's Office of

Federal Statistical Policy and Standards. 1In addition the
survey:§as submitted for review and clearance to the Office
of Management and Budget (OMB). OMB granted approval for
conducting the survey on August 9, 1978.

Draft copies of the survey forms and instructions were
sent to members of the Interagency Committee on International
Investment Statistics on May 1, 1978, and were discussed at
a meeting of members on May 11, 1978. Several comments,
suggestions, and recommendations were received during that
meeting and . incorporated into the proposed draft published

in the Federal Register for public comment. Members of the

committee were sent a revised draft, together with a

memorandum cutlining the changes, and inviting further
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comment on June 5, 1978. All comments and recommendations
received were given serious consideration and, in fact,
actually resulted in seven redrafts of the forms and
instructions during the period from March 31, 1978 to
July 20, 1978. —
We feel that the resulting product--a survey limited
to foreign portfolio investment in securities--is consistent
with the spirit of the Act, satisfies most users of the
statistical data, limits the cost to the Federal Government,
and avoids an unreasonable burden on the reporting public.
We also went beyond the minimum requirements for obtaining
the clearance of a statistical survey through contacting at
an early stage numerous experts and prospective respondents,
covering a broad spectrum of interests, and fully consider-
ing their needs, burden, advice, and opinions.

Survey schedule

The survey forms and instructions are réady to be
printed. 1In accordance with this subcommittee's request,
we have delayed printing of the form. But this delay cannot
extend for more than a few days without jeopardizing our
commitment to the aforementioned Congressional committees to
deliver a completed report on foreign portfolio investment

in the United States before the end of 1980.
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In order to process and analyze the survey data,
integrate and analyze the Tic data, and prepare a
meaningful report, the survey reports must be mailed to
potential respondents prior to the reporting date. This
point was repeatedly made to us during and after the
comment period. On the basis of our experience with the
previous survey in 1974, checking the reports filed by
respondents for internal consistency, correcting errors,
and compiling the data will take about a year. The current
schedule calls for: (1) October 15, 1978--mailout of forms;
(2) December 31, 1978--survey as of date; (3) March 31,
1979--due date for reports to be filed; (4) March 31,
1980~--completion of data base; (5) April - November 1980--
analysis of survey data and integration of TIC data; and

(6) November 1980--final report to Congress.



SPECIFIC QUESTIONS RAISED BY THIS SUBCOMMITTEE

In accordance with the request of this subcommittee that
my prepared statement reply to the questions raised in your
August 18 letter of invitation, I offer the following answers.
Your letter categorized the questions into six groupings: (1)
survey coverage; (2) the use of TIC data; (3) survey design
and implementation; (4) public comments; (5) the Commerce
Department request for an additional follow=-up survey; and
(6) survey management. Our answers (A) to the quesfions (Q)
are grouped accordingly.

Survey coverage

l.(Qj In the past, two of the three sensitive investments
having possible major national interest implications, which
were considered by the Committee on Foreign Investment in the
United States, involved foreign investment in the energy
sector. It will be difficult, if not impossible, to develop
a policy régarding any foreign investment in the energy sector
without knowing the extent of fractional interests in energy
resources, including coal.

Particularly controversial and in need of analysis are
foreign investment in other limited resources such as timber
and land. Yet the survey specifically exempts real estate

and limited and general partnership interests.



On what basis are these exclusions made?

(A) These exclusions (from the 1974 basis) were made by
adhering to the basic philosophy previously detailed--that
if the costs of collection were high, the survey should not
gather information which could not be fully justified on the
basis of its usefulness.

In the 1974 survey, conducted only four years ago, the
inclusion of these items and others accounted for approximately
$285 million, or 1 percent, of the nearly $25 billion of total
foreign holdings in U. S. equity issues, and about 4 tenths
of 1 percent of the total long-term portfolio investment of
$67 billion. The 1974 survey provided about 12 percent more
data than it would have if that survey had been limited to
current coverage, at an estimated additional cost to the
Government of 15 to 25 percent and untold costs to the survey
respondents. The inclusion of these items helped contribute
to the heavy burden of reporting by respondents, as was
indicated to us during our comment period two months ago.

Also, since all but $285 million of the 12 percent gain
reflected in 1974 is currently collected quarterly by the TIC
system, collecting this additional amount of data certainly
should require a clear justification of need on behalf of
Federal user agencies. We feel the clearance process provided

that opportunity, and to the best of our knowledge there are
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Not only would these data be expensive to collect, but
they would appear to be of scant policy interests because
the management control would remain with the U. S. residents

holding the majority interests.

2.(Q) How much portfolio equity investment (in dollars)
will likely not be covered because of these exclusions?

(A) Based on all the above mentioned considerations,
consultations with outside experts, and the lack of evidence
to the contrary, we estimate the relative importance of these
investments have not increased significantly during the past
four years.

It is not possible to estimate the expected dollar

value as of December 31, 1978.

3.(Q) Who supported or favored these exclusions and for
what reasons?

(A) Generally speaking, all of those contacted during
the consultation phase of the survey previously mentioned--
Congressional subcommittees, Federal user agencies, survey
reporters, Interagency Committee on International Investment,
Office of Federal Statistical Policy and Standards, and,
ultimately, the Office of Management and Budget. The reason
was essentially that the prospective utility of additional
data did not justify the cost to the Government and to

respondents of collecting it.



4. (Q) Were any discussions with persons involved with
foreign investment in the real estate area to determine the
extent of portfolio investment therein, such as mortgages,
limited partnerships, syndications, etc? And if so, when
did these occur, who was involved, and what was said and
transpired?

(A) No discussions were held dealing specifically
with the items in your questions.

We are aware of the increased interest in foreign
investment in real estate. However, foreign investment in
real estate is not primarily a portfolio investment issue.
These investments are probably more important in magnitude
and from é policy st#ﬁdpoint, as direct investment, where the
foreigner has control over the real estate assets. For
example, a foreigner may acquire real estate holdings through
shares in a United States corporation. If this corporation
is owned to the extent of 10 percent or more by the foreigner,
the real estate holdings would be direct investment. The
Commerce Department monitors direct investment in real estate.
The Agriculture Department has responsibility under 24(d) of
the Act to study the feasibility of establishing data collection
systems to monitor foreign investment in agricultural, rural,
and urban real property, including the feasibility of

establishing a nationwide multipurpose land data system.
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5.(Q) How much would it cost to process the survey to
include the proposed exclusions?
(A) As stated above, the cost to both the Government
and survey respondents would be very high.
We eiz;mate to survey portfolio investment as
broadly defined in the Act (both inward and outward surveys)
would increase the actual costs to the Government by almost

$2.5 million over the next 3 years or a 43% increase.

6.(Q) While it may be true that portfolio investment in
certain types of equity interests in non-corporate business
entities may be minor compared to the total of other equity
investments, it still may be significant, especially at the
present.

(A) We have no evidence that the items to which you
refer to have become more significant in relative terms since

1974, as regards foreign portfolio investment. As I mentioned

above, the total amount of these investments in 1974 was $285
million. Furthermore, of that figure, $217 million, or 76%,
was held by United States citizens residing abroad.

In 1974, their inclusion was justified since it
had been 33 years since the last survey. At present, the

prospective benefits do not seem to justify the additional

cost.
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Use of TIC data

7.(Q) How will the TIC data be integrated into the final

results?

(A) The final report to Congress will contain statistical
data derived from both the survey and the TIC reporting system,
as well as analyses of foreign portfolio investment in the United
States using the broad definition contained in.the Act. The
TIC data will be integrated with the survey results in order
to have comprehensive information and resulting analysis of
total foreign portfolio investment by country of investor, type

of investment, type of foreign holder, etc.

8.(Q) At what point in time will data be used from the TIC
forms?
(A) TIC data, as of December 31, 1978, will be integrated

into the final report to Congress.

9.(Q) How will the linkage between the TIC reports and
survey reporters be handled?

(A) The existing TIC data base and the survey data base
will be linked by reporter name and identification numbers by
computer.

The design of the survey data base is taking this
consideration into account.
10.(Q) Since the definitions of "securities" in the B and

C forms and the proposed survey are somewhat different, how
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will the écssibility of over-reporting be handled? Will the
B and C forms contain special instructions to advise of this
possibility or what other steps will be taken?

(A) The instructions to the TIC B and C reporters
(current and proposed) specifically exclude the reporting
of long-term securities, i.e., those having no contractual
maturity (stock, for example) or a maturity of more than one
year from the date of issuance. Therefore, the possibility
does not exist of over-reporting of securities among the B
and C forms and the proposed survey. |

11.(Q) How will the same possibility with respect to the

S form be handled?

(k) There is no substantive difference between the
definition of securities in TIC Form S and the proposed

survey definition.

12.(Q) Which specific information on the TIC forms will
be integrated into the final report on the benchmark survey?
(A) All data collected on the TIC forms will be
integrated into the final report on foreign portfolio
investment as of December 31, 1978. The particular tabular
designs used for presenting these data, as well as for the
survey, are currently being analyzed. The final decisions

on actual presentation of these data is scheduled to be made

in a few months.
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13. (Q) What revisions are being made on the C forms and
how do these relate to the problems discussed by the informal
advisory panel in its January 23, 1978 meeting by Dirck Keyser
in his March 31, 1978 memo to Deputy Assistant Secretary Karlik?
(A) Several major problems exist in the current nonbanking
forms. For one, Form C-1/2 contains no detail on types of
liabilities, and the asset side shows separate detail only on
foreign currency deposits. Consequently, while the data can be
used for calculation of gross capital movements, the forms provide
no clue as to what kinds of items are contained in the figures.
At the same time, Form C-1/2 contains scme detail that is no
longer needed, such as a breakdown of every country line between
short- and long-term items on the basis of their original
maturity, and a breakdown of all short-term items between
those payable in dollars and those payable in foreign currencies.
Form C-3 requires the reporting of dollar and foreign currency
deposits and investments in a number of foreign countries in
a degree of detail which is not presently needed.
The principal features of the proposed new Treasury
nonbanking forms are:
l) Separation of the financial liabilities and
claims of reporting firms from their commercial

liabilities and claims.
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2) Adoption of time remaining to maturity as the
basis of the maturity analysis of claims and
liabilities, instead of the present original
maturity basis.

3) Simplification of the monthly form to require
only a single figure.

4) Reduction of the reporting burden by:

a) raising the level of the reporting
exemption of the monthly form from
$2 million to $10 million and
allowing the application of the
current $2 million exemption level
on the quarterly form to financial
and commercial items separately;

b) elimination of geographical detail
on the monthly form;

c) substantial reduction in maturity
analysis detail by requiring a
maturity breakdown of grand totals
only rather than country by country
as presently required.

The changes in the structure of the forms - particularly

the separate information on different types of liabilities and
claims - will greatly improve the value of the reports for

analysis of internationl financial developments and the data
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will relate more usefully to information reported by banks in

the United States on other TIC forms.

14. (Q) Have the C forms reporters been matched with a
list of exporters, as suggested by Dr. Bryant?
(A) This is being investigated. A list of exporters
has been obtained. Our preliminary findings indicate that

this may be impracticable.

15.(Q) How will borrowing by an American entity from a
foreign entity be reported? Under the TIC forms (and, if so,
where)? Answer this gquestion both as to American affiliates
of foreign parent and American entities with no foreign
affiliation?

(A) Borrowing by an American entity from a foreign
entity will be covered in the survey if the U. S. company
issued long-term securities. Of course, borrowings by a
U. S. company from its foreign parent, and/or the affiliated
foreign group, is considered direct investment and reported
to the Commerce Department. Foreign portfolio borrowings,
other than through the issuance of long-term securities are
reported on the TIC Forms B and C as follows:

a. B-Forms. U. S. banks (including agencies, branches
and banking subsidiaries of foreign-based institutions) who
borrow U. S. dollars from a foreign entity report such amounts
on menthly Form BL-1 in either column 3, 6, 7, or 10 depending

upon the type of foreign creditor; i.e., foreign official
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institution, foreign unaffiliated bank, own foreign office,
or private nonbank foreigns.

If denominated .in a currency other than U. S. dollars,
foreign borrowings from U. S. banks are reportable on quarterly
Form BQ-2, column 1 "Banks' Own Liabilities to Foreigners."

b. C-Forms.

l. Form C-1/2: Currently U. S. nonbanking concerns
(including U. S. affiliates of foreign-based firms report

their borrowings from unaffiliated foreign residents in

either column 1, 2, or 4, depending on the short- or long-term
nature of the indebtedness, and whether the loan is payable
in U. S. dollars or a foreign currency.

2. Proposed Form CQ-1l. U. S. nonbanks will report

their borrowings from unaffiliated foreigners as a financial

liability on quarterly Form CQ-1l, column 1, if payable in
U. S. dollars, or in column 2, if payable in a foreign currency.

U. S. nonbanks' borrowings from affiliated foreigners

are direct investment liabilities and are not reportable on
TIC C-Series forms. They are, however, reported on the

Department of Commerce's direct investment forms, BE-605 or

BE-606.
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Survey design and implementation

16.(Q) 1Is there any possibility of duplicative reporting
of the very same securities by more than two holders of record
or a holder of record and an issuer? If so, what steps are
being taken to prevent that?

(A) No. Two or more U.S. holders of record may
report foreign ownership of the same security issue, and
possibly even by the same foreign owner, but this will only
occur because two or more of their foreign accounts contained
investments in the same security or because a given foreign
owner could have an account with two or more U.S. holders
of record. But this is not a duplication of the same data.

Also, because o0f changes in the FPI-1 design from that
used in 1974 (i.e., accounting for all shares outstanding,
accounting for the number of shares held by direct investors,
and other clarifying items), it is very unlikely that a U.S.
issuer would report the same investment data that will properly
be reported by a U.S. holder of record. However, if it
does occur, the data processing edit checks will recognize
the report as being out of balance. In such cases, the

discrepancies will be resolved.

17.(Q) How is the mailing list being developed?

(A) A mailing list of names and addresses is being
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compiled utilizing data from the Internal .Revenue Service
based on the survey thresholds, and is being supplemented
with other source material such as, the 1974 respondent file,

the Nominee List published by the American Society of

Corporate Secretaries, lists of companies traded on major

stock exchanges, etc.

18. (Q) Will the Treasury Department be able to cover
the entire universe? If not how much will be missed?
(A) Yes. A report, Form FPI-1l, is required to
be filed by every U.S. issuer of securities which, as of
the latest available closing date of its accounting records,
had total consolidated assets of more than $50 million
unless it is a bank. A bank is required to file if its total

consolidated assets exceeded $100 million. In addition,

any firm falling below these exemption levels will be required
to file if it had knowledge of foreign-ownership, or is
contacted by Treasury informing it there was foreign ownership,
in its securities and its total consolidated assets were
$2 million or more. Any firm with less than $2 million of
assets is éxempt from filing.

A report, FPI-2, is also required from every United States
person acting as a holder of record of domestic securities

on behalf of foreign persons. Any U.S. holder of record
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will be exempt from filing a report if the combined market

value of investments in domestic securities for all its
foreign customers were $50 thousand or less as of December 31,
1978.

This, effectively, will give the universe of foreign
portfolio investment in domestic securities as of December 31,
1978. The $2 million issuer and $50 thousand holder of
record are insignificant, statistically speaking, and their

exclusion is certainly prudent and proper.

19. (Q) What steps have been taken to make potential

reporteré awafe of the duty to file a survey form?

(A) In addition to mailing forms and instructions
to all companies on the mailing list (approximately 10,000)
the following publicity actions will be carried out to
inform potential respondents: (1) press release; (2) publica-
tion in Federal Register; (3) special mailings to trade
association (i.e., American Bankers Association); and
(4) special mailings to professional groups for publication

in their journals (i.e., American Institute of Certified

Public Accountants).

20. (Q) How were the thresholds of $50 million (for
non-bank businesses) and $100 million (for bank businesses)

arrived at? How may business enterprises, who would
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otherwise be reporters, will be excluded because of these
thresholds? What is the estimated total amount of such
excluded investment? What industries and sectors of the
economy, what types of investment, and what nationalities

—

of investors are involved?
(A) The $50 million and $100 million thresholds

were arrived at through analysis of 1974 survey results and
consultation with both the Treasury ad hoc survey task force
and the Interagency Committee on International Investment
Statistics. Let me explain what these thresholds mean with
regard to the reporting requirements of the survey.

In 1974 the similar thresholds were $20 million and
$50 million, respectively. However, 72 percent of all
foreign investment in voting stock was accounted for by
businesses with $1 billion of assets and 97 percent by
businesses with assets of $50 million or more. Only 3 percent
of the value of foreign investment in voting stock was
accounted for by businesses with assets between $1 million
(the exemption level) and $49 million. Similar results occurred
when we tested the distribution of foreign investment in debt.

Given inflation since 1974, we decided upon a $2 million
exXemption level. But we could not justify a requirement
that every issuer with assets of $2 million or more should

file regardless of evidence of foreign investment. Therefore,
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we elected to require every issuer who had $50 million (if
a non-bank) and $100 million (if a bank) regardless of
evidence of foreign ownership to file; and businesses with
assets below these thresholds, but over $2 million, to file
only if (l{—;hey had evidence of foreign-ownership, or
(2) they are contacted by Treasury informing them of foreign
ownership in their securities. This is consistent with our
goal to keep down the cost of the survey to both business
and Government while maintaining the quality and timeliness
of data collected in the survey.

No respondent who would otherwise be required to report
in the survey will be excluded by the $50 million and

$100 million thresholds.

21. (Q) The survey expressly excludes reporting of
assets in U.S. trusts created by foreign individuals. The
reason given is that this information is not contained on
the TIC-S form. This reason seems completely irrelevant.
Indicate the dollar amount of securities which will be
omitted by this, the probable types of securities, the
industries or sectors of the economy which will be unrepre-
sented, and other facts which you considered in this exclusion.

(A) First, I would like to point out that the trusts

Ccreated by foreign governments or corporations will be included.
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These we believe to constitute the bulk of foreign trusts
with significant holdings in domestic securities.

Second, we feel that using this survey to obtain an
investment position for the items we currently only collect
flow data - TIC Forms - in order to check and calibrate
these data is relevant.

The issue of the treatment of United States trusts in
the survey was discussed informally with individuals from
Federal user agencies and others during the design stage
of the survey. For the May 11, 1978 meeting with members
of the Interagency Committee on International Investment
Statistics, we placed the item on the agenda for particular
attention. The consensus was to treat trusts exactly the
way they are handled in the TIC S Form.

After the May 11, 1978 meeting, the survey forms and
instructions were re-drafted to take into account this
consensus decision. In our May 24, 1978 transmittal of the
forms and instructions to the committee, we noted that as
a result of the May 1l meeting the survey now treated trusts
using the Form S approach. We have not received any further
comments regarding this issue.

We do not know the dollar amount of securities, the

Probable types, or the industries or sectors of the economy

which will be omitted.
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Public comments

22. (Q) Why are reports being required of business’
entities falling above the threshold amounts when they have
no evidence of foreign owners (after a verification of
addresses)? What purposes are served by this?

(A) We certainly are not after verification of
addresses.

This reguirement is based on aﬁailable evidence (the
1974 survey results) and general knowledge that the largest
United States corporations are more apt to have foreign

portfoliq investment in their securities than are small

corporations. Also, these corporations may not have evidence
of foreign ownership in their securities as such; investment
may be held by United States holders of record on behalf

of foreigners.

Certain information (asset size, industry, market value,
etc.) can only be reported by issuers, and these data are
needed for all companies which have foreign investment,
irrespective of whether they are aware of said investment.
Therefore, the alternative would be to have U.S. issuers
file only if foreigners directly owned their securities.
Then, if a U.S. holder of record reported security issues

it held in an "exempted" U.S. issuer on behalf of foreigners,
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the U.S.. issuer would be informed by Treasury that, in fact,
foreign ownership was present and a report must be filed.
(This is the approach we will use for companies with assets
greater than $2 million but less than $50 million).

The problem with using this approach for all United States
issuers, given the high probability of having to reguest
filing by most large companies, is that it would drag out
the completion date, since all FPI-2 reports would have to
be filed and processed before certain large U.S. issuers
could be informed that they owe a report to Treasury. The
more timely the final data, the more useful it is for

analysis and policy making.

23. (Q) Regarding the reporting distinction between
U.S. citizens residing abroad and foreign citizens residing
abroad. What will the Treasury Department require of
reporters in the way of reasonable efforts?

(A) Part I, DEFINITIONS, of the survey instructions

contains the following definitions:

"Foreign, when used in a geographic sense, means
that which is situated outside the United States or which
belongs to or is characteristic of a country other than
the United States.™

"Person, means any individual, branch, partnership,

associated groups, association, estate, trust, corporation,
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or other organization (whether or not organized under the
laws of any State), and any government (including a foreign
government, the United States Government, a State or local
government, and any agency, corporation, financial institu-
tion, or other entity or instrumentality thereof, including
a government-sponsored agency)."

"Foreign person, means any person resident outside

the United States 'or subject to the jurisdiction of a
country other than the United States."

Therefore, it is clear that an individual United States
citizen permanently residing abroad is a foreign person
for purposes of this survey.

In addition, Part IV of the survey instructions,
CLARIFICATION OF COVERAGE AND SPECIFIC SITUATIONS, states
in Section C, NATIONALITY OF FOREIGN INDIVIDUALS, that
Schedules A and B of Form FPI-1 and Schedule C of Form FPI-2
require a breakdown of individual holders of securities
residing abroad to indicate whether the individuals are
United States citizens residing abroad or foreign nationals
residing abroad. This section further states that "all
reasonable efforts should be made by reporters to determine
whether or not the individual foreign resident is a United
States national. 1In the absence of any contrary information,

the reporter can estimate whether or not the individual is a
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United States national by determining whether the individual
holds a United States Social Security number."

We certainly recognize that the mere fact an individual
has such a number assigned to him does not guarantee he is
a United States citizen. We also realize that stockholder
records of certain issuers of securities may contain a more
precise indication of United States citizenship. In those
cases, we want the reporter to use that information to break
down holdings by foreign individuals. But, in order not
to require an undue burden on the reporter, and fully
considering the analytical requirements placed on this
breakdown of the data, we feel the Social Security Number
test is sufficient and readily available.

We feel "a reasonable effort" may vary in certain
reporting situations. Any reporter who has difficulty
applying these specific guidelines, as spelled-out in the
instructions, will receive adequate guidance from the survey

staff.

24. (Q) Will a mailing address check or a "residence"
check be sufficient? If not, what records will have to be
kept? If an address check is sufficient, should that not

be clarified? And, more importantly, is an address check

the best way to handle this?
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(A) No, a mailing address check is not sufficient.
Since all "foreign individuals residing abroad" will have
foreign addresses, these checks could not be considered

reasonable estimates of United States citizenship.

25. (Q) Should reporters be required to maintain
_information in their records about nationality?

(A) As stated in our answer to question 23, the
concept of foreigners used in the survey, and in the balance
of payments, is one of residency rather than citizenship.

It may be of interest analytically, to know how many of
'the indi;iduals are U.S. citizens and in which foreign
countries they reside. But beyond that--for example, to
know how many French citizen investors reside in Italy--

we can see little value in collecting such data, especially

if it requires special record keeping by United States

businesses through the issuance of regulations.

26. (Q) Is there duplication of effort as regards the
SEC monitoring, by way of its 134 and 13g forms, recently
revised under the Domestic and Foreign Investment Disclosure
Act of 1977, for disclosure of both future and past acquisi-
tions by foreign investors? Would it be possible to exempt
issuers from filing information on issues of securities

where the foreign ownership was more than 5 percent by
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any one individual or association of individuals and instead
obtain-this informa£ion from the SEC?
(A) No.

The SEC requires, by way of its 134 and 13g forms,
disclosure of beneficial ownership (both domestic and
foreign) whenever a person (natural or corporate) acquires
5 percent or more of the voting equity securities of a
business subject to SEC regulations. Such businesses must
have its securities listed on a major exchange, have more
than 500 shareholders, and $1 million in assets. These
reports céllect very little statistical data since that
was not their intended purpose.

134 asks for name of issuer; name of person filing
report; title of class of security; CUSIP number; address
and telephone number, and the date of event which required

the form to be filed.

The proposed 13g will collect name and address of issuer;
name, address, and citizenship of person filing report; CUSIP
number of security; breaks down into eight categories the type
of holder (broker-dealer, bank, investment advisory, employee
benefit plan, parent holding company, insurance company, investment
company, and group); the number of shares owned; the percent cwned;

the number of shares in which the owner (1) has sole voting power,
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(2) -shared voting power, (3) sole power to dispose of
securities, and (4) shared power to dispose of securities;
and other qualitative information.

According to our analysis, only a limited number of
items appear to be collected by the SEC which we also will
be collecting for those companies required to complete
forms under both regulations. These items are: name and
address; CUSIP number of voting security; number of shares
owned; and possibly one cell on Schedule A of Form FPI-1l.

For those cases where a listed company with over 500
shareholders is required to file both forms we could exempt
them from filing the one cell on Schedule A of Form FPI-1,
but we would still need the name and address and the CUSIP

number.

27. (Q) What information does the SEC not obtain

which the survey would obtain and vice versa?

(A) The information the SEC does not obtain which
the survey does obtain is every item on Form FPI-1 except
name and address, the appropriate number of shares entered
in one cell of one column of Part II of Form FPI-1l, and
possibly one cell in Schedule A of Form FPI-1. All other

data items collected in the survey are not collected by

SEC.
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The information the SEC obtains which the survey does
not is information on past criminal proceedings, citizenship

of investor, source of funds, purpose of transactions, and

other items of a similar nature.

28. (Q) What would be the extent of duplication if
the SEC data is not used? (Make your best estimate.)
(A) In those limited cases where a survey reporter
must also file a SEC Form 13d or 1l3g, we estimate the extent

of duplication, expressed in terms of reporter burden, not

to exceed 10 minutes.

29. (Q) Were any of the public comments included in the
final survey? If so, which changes were made as a result of
comments?

(A) Yes, all comments were given full and careful
consideration, and were incorporated into the forms and
instructions wherever justified and whenever possible.

Most of the public comments received pertained
to concerns about burden, proposed due date, and clarifying
the instructions and report forms for conducting the sﬁrvey.
Several comments requested changes in definitions contained
in the Act which could not be considered. Also, certain
comments were received requesting special treatment for

specific reporting situations, which will be more efficiently
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handled on a case-by-case basis during the survey through
administrative action rather than by further complicating
the survey regulations, forms, or instructions. For
example, grouping of certain like securities which may be
difficult to report separately under specific conditions.
Major substantive changes made to the forms and
instructions as a result of public comment were:

l. The instruction that a report is required from
every U.S. issuer whose assets exceed $2 million and who
has evidence of foreign ownership was changed to read "and
who has knowledge of foreign ownership of its securities or
who is iﬁformed by Treasury that there is foreign ownership
of its securities.”

2. The proposed March 1, 1979 due date was changed to
March 31, 1979.

3. The term "foreign direct investor" was changed, for
purposes of this survey, to "foreign parent" in order to
avoid apparent confusion as evidenced by many comments,

4. The fact that we do not require a breakdown by type
and country of foreign holder for bearer securities was re-
inforced in both instructions and forms design.

5. Common and comingled trust fund interesés were added

to exclusions of equity interest recuired to be reported,



-40-

6. Limited the requirement for holders of record
to enter issue codes on Schedule C of Form FPI-2 to only
those issues of private securities for which there is no
CUSIP number and all public securities, irrespective of
CUSIP numbers,

7. Modified the method for reporting business activity
of the respondent to just a single code and percent of
activity if the primary code accounts for at least 50 per-
cent, If the primary code accounts for less than 50 percent
a secondary code and percent is required.

8. Added two voluntary questions concerning reporter
burden, expressed in terms of manhours and direct dollar
costs expended by respondent in order to complete this manda-
tory survey.

Commerce Department request for follow-up survey

30. (Q) Apparently, there are some serious discrepancies
in balance of payments data, and such a- follow-up survey
might help detect problems with the coverage of the TIC-Form S,
The portfolio project office thought that the costs of a
follow-up would be prohibitive. What would the specific cost
be if there were a limited sample, presumably sampling the
fewest number of reporters necessary for such a follow-up?

(A) I am not sure what the apparent serious discrep-

ancies in balance of payments data are that a follow-up survey

would help correct. BEA's memorandum of May 25, 1978 states
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that the change between investment position in 1974 and
1978 will be caused by portfolio turnover, 1In order to
better assessthe S Form coverage, they feel four years

is too long a time span to be able to accurately identify
and isolate the effect of portfolio turnover,.

It was the opinion*of the Interagency Committee on
International Investment Statistics that this issue had no
bearing on the review of the 1978 survey. The issue stated
in BEA's memorandum needs to be further developed and dis-
cussed within the committee to determine expected benefits,
estimated costs, statistical plans for using these data to
evaluate 'S Form coverage, and a full explanation as to why
the five-year span between surveys, as provided for in the
Act, is not frequent enough.

Our present option is that conducting a second survey
in 1979 as BEA suggested, would produce only minor benefits

in comparison with the costs incurred.

31.(Q) Would the costs depend on when the follow—-up

occurred?

(A) Yes.

Survey management

32.(Q) It appears the survey is confronted with severe
managerial problems. Office space has not been provided and

although employees were to be hired the first of October in
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order (1) for the survey to be sent out in mid-October,
(2) for programming to begin at that time, and (3) for
processing to start after the first of the year, it appears
that this will not be done. Would you explain during your
testimony why these problems have not been resolved and
what steps have been taken in the interim to resolve them?
(A) Anytime a large project is started, especially
one requiring office space, furniture, telephones, personnel,
and all other administrative support items not already in
place, an unusual amount of effort must be expended in
getting these matters resolved soon enough so as to not
interfere with the project objectives and deadlines. This
project is no exception,

The memoranda from Mr. Maley pointing out possible

delays in completing initial administrative matters according
to schedules and the possible implications to the survey if
these delays do in fact occur, are not unusual or unexpected.
Mr. Maley's memoranda requesting assistance in assuring these
matters would indeed not slide past the scheduled dates and
jeopardize the project's objectives were quite proper. 1In
fact, he would have been remiss if he had not alerted me to
these potential problems.

As of today, every project deadline has been met, The

office space problem has been resolved. Also, the hiring of
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personnel is moving along and if it does not occur on
October 1, as originally planned, it will be happening
shortly thereafter; at least soon enough so as not to

jeopardize the project's original objectives.

Closing statement

I hope I have provided the subcommittee with the
information needed to properly assess our plans for data
collection and analysis to fulfill our responsibilitigs.

I hope all of your substantive questions regarding the

1978 survey have been answered satisfactorily. While we
delayed printing of the survey forms pending these hearings
as you requested, we now plan to proceed with our original
survey schedule. Any further delays would make it impossible

for us to fulfill our commitments to the Congress.
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FQR IMMEDIATE RELEASE Contact: Robert E. Nipp
September 19, 1978 202/566-5328

TREASURY ANNOUNCES RESULTS
OF GOLD AUCTION

The Department of the Treasury announced that 300,000
ounces of fine gold were sold today to 6 successful bidders
at prices from $212.56 to $213.21 per ounce, yielding an
average price of $212.76 per ounce.

Gross proceeds from this sale were $63.8 million. Of
the proceeds, $12.7 million will be used to retire Gold
Certificates held by Federal Reserve banks. The remaining
$51.1 million will be deposited into the Treasury as a
miscellaneous receipt.

These sales were made as the fifth in a series of
monthly auctions being conducted by the General Services
Administration on behalf of the Department of the Treasury.
The next auction, at which another 300,000 ounces will be
offered, will be held on October 17.

A total of 59 bids were submitted by 15 bidders for a
total amount of 771,600 ounces at prices ranging from
$205.00 to $213.21 per ounce.

The General Services Administration will release
additional information, including the list of successful

bidders and the amounts of gold awarded to each, after those
bidders have been notified that their bids have been accepted.

B-1177




FOR IMMEDIATE RELEASE September 20, 1978

RESULTS OF AUCTION OF 2-YEAR NOTES

The Department of the Treasury has accepted $2,685 million of
$5,125 million of tenders received from the public for the 2-year
notes, Series T-1980, auctioned today.

The range of accepted competitive bids was as follows:

Lowest yield  8.59%L/
Highest yield 8.66%
Average yield 8.65%

The interest rate on the notes will be 8-5/8%. At the 8-5/8% rate,
the above yields result in the following prices:

Low-yield price 100.063
High-yield price 99.937 ’
Average-yield price 99.955

The $2,685 million of accepted tenders includes $595 million of
noncompetitive tenders and $1,865 million of competitive tenders from
private investors, including 32% of the amount of notes bid for at
the high yield. It also includes $225 million of tenders at the
average price from Federal Reserve Banks as agents for foreign and
international monetary authorities in exchange for maturing securities.

In addition to the $2,685 million of tenders accepted in the
auction process, $511 million of tenders were accepted at the average
price from Government accounts and Federal Reserve Banks for their own
account in exchange for securities maturing September 30, 1978, and $670
million of tenders were accepted at the average price from Federal

Reserve Banks as agents for foreign and international monetary authorities
for new cash.

1/ Excepting 7 tenders totaling $170,000

B-1178
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FOR IMMEDIATE RELEASE September 20, 1978

CORRECTION OF TREASURY'S WEEKLY
BILL OFFERING OF SEPTEMBER 19, 1978

The weekly bill offering of September 19 reported
that Federal Reserve Banks, for themselves and as agents
of foreign and international monetary authorities hold
$3,532 million of bills, which are eligible in exchange
for the bills to be auctioned Monday, September 25.

The correct amount held by those accounts is $2,980 million.

o0o
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partmentof the TREASURY

,D.C.20220  TELEPHONE 5662041

FOR RELEASE ON DELIVERY
EXPECTED AT 10:00 A.M.
SEPTEMBER 21, 1978

STATEMENT OF THE HONORABLE ROBERT H. MUNDHEIM
GENERAL COUNSEL OF THE TREASURY
BEFORE THE
SUBCOMMITTEE ON TRADE
HOUSE WAYS & MEANS COMMITTEE

Mr. Chairman, Commissioner Chasen and I welcome this
opportunity to appear before this committee to discuss the
Treasury Department experience with the assessment of duties
pursuant to findings of dumping under the Antidumping Act.
Both of us have now had a year of experience with the assess-
ment procedures, and believe we have gained some insight into
the strengths and weaknesses of the process. We would like
to share some of that experience with you, focusing on the
procedures through which the Act is now being administered
and the implications that general trends in U.S. international
trade and other factors may have for the future.

The major purpose of the Antidumping Act is to stop
dumping by depriving those who dump of the competitive
advantgges that they are seeking. The most common of those
competitive advantages are relatively short-run phenomena.

A manufacturer may be attempting to establish or expand its
share of a U.S. market, or it may be attempting to minimize
short-run losses by selling products in the U.S. market

below their full costs of production. A credible antidumping
program must accordingly promise a relatively swift and sure

neutralization of such efforts. The Antidumping Act accomplishes

that goal by raising the importer's cost back to what it would

have been without the dumping by imposing a special duty on the
merchandise.

B-1180
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If the Antidumping Act is administered quickly and effectively,
foreign manufacturers will see the futlllty of continued dumping and
adjust their prices to eliminate margins. As a result, the amount
of dumping duty assessed will be minimal.

Of course this relatively undramatic result takes some of the
luster from an agency's enforcement effort. It is natural to measure
success by the duties collected, rather than by the unknown amount of
dumping deterred. If unresisted, such pressures lead an administrato
to shift enforcement dollars toward those types of activities that
yield more visible results and a measurable monetary return on
expenditures.

On the other hand, if the antidumping duties are not collected
promptly, the foreign manufacturer may believe that it can achieve
the short-run objectives I have described. While it may have to
contend with disgruntled 1mporters at some later date when anti-
dumping duties are assessed, that may seem a cheap price to pay for
the substantial short-term advantages. Worse, if assessment and
collection of duties continue to be long delayed, forelgn manu-
facturers and importers may begin to entertain serious doubts about
whether any duties will be collected at all.

While I do not think that our enforcement system has lost its
creditability, I am compelled to report that we have much work to
do to restore 1t to a high level. As this committee well knows,
in one major case, 1nvolv1ng television receivers from Japan, we
are more than five years behind in assessing dumping duties, and
more than six years in collecting them,

~ The problem is more severe than a review of individual case
backlogs will reveal. The antidumping program is grow1ng, and
growing at an 1ncrea51ng rate. When the Trade Act of 1974 became
effective, early in 1975, Customs was 1nvest1gat1ng, administering,
or monitoring, approximately 75 cases. By July of 1978, that
number was up to 129, an increase of 72 percent. The rate at
which new cases are being filed has almost tripled since 1976,
to over 40 per year (see annex). Customs is currently charged
with maintaining ongoing lists of dumping duties on numerous
grades, types, and models of products of each of 450 manufacturers.
Every model revision and price chamge must be reflected on those
lists.

Moreover, our assessment of the future of the Nation's inter-
national trade patterns leads us to believe that Customs' antidumping
responsibilities are going to become more complex and demanding at 2
far faster rate than the growth of its case load indicates. For one
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thing, U.S. imports are shifting toward finished consumer products
and technologically complex manufactured goods. Computation of
dumping duties on such goods requires much more time and resqurces
than did the calculation of dumping duties on the simpler goods

that they are displacing. Consumer goods such as television receivers,
commonly have myriad minor differences aimed at exploiting taste
preferences within a particular market. Similarly, sophisticated
equipment like large power transformers commonly differ in many
respects simply because they are custom built from extremely complex
arrangements of parts. At present, Customs adjusts for each of these
cost and marketing differences, often down to the penny.

A second factor relates to the increasing importance of multi-
national business complexes in U.S. trade. Some increased workload
results because these organizations engage in production techniques
which include shipping unfinished goods among affiliates in different
countries for further work. But the far more significant difficulty
that the multi-national business complex presents stems from the
frequent export of goods to the United States through one or more
related U.S. importers. This requires that we accumulate and verify
data through the more complicated procedures that must be used to

avoid relying on prices that are not the result of arms'~length
bargaining.

U.S. trade is also beginning to include products from
countries with state-controlled economies. Under the provisions
of section 205(c) (1) of the Antidumping Act, we are required to
substitute data from companies in a free market country, which
may have no interest in the matter, for the sales and cost infor-
mation that we would normally obtain from the exporter.

' A fourth factor in complicating Customs' task relates to the
increasing reliance in dqumping petitions on allegations that foreign
manufacturers have been selling products below their costs of pro-
duction. Under the provisions of section 205(b) of the Trade Act

of 1974, we are required to exclude such sales from our determination
gf home market prices. The theoretical and computational problems
involved in making "cost of production" determinations can be enormous.
Customg is asked to accomplish this task across cultural barriers, for
commodities such as carbon steel plate which comes in at least twelve
gauges and sizes and is but one of-'a thousand varieties of steel
produced by a manufacturer, which happens to produce many other
products besides steel. I need not belabor the difficulty of finding
the full co§t of one such product, particularly when some of the manu-
facturers with which we deal do business in economies that lack the

recordkeeping sophistication that we and a handful of our trading
pPartners have developed.
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In short, Customs' dumping duty assessment program is now
beset with large and growing backlogs; faces an accelerating
expansion in numbers of new cases; and faces larger and more
complex problems within each case as a result of shifts in our
trade patterns. In the light of that background, you will
understand why elimination of the backlog and bringing the
assessment program to a current status cannot be accomplished
easily or quickly. .

We have tried to find ways to deal with these problems.
We responded to the allegations of massive dumping of steel
in the United States by instituting a trigger price mechanism
under the Antidumping Act. When we concluded that incomplete
and unreliable data was delaying the Japanese television case,
we moved toward alternative sourcés for the necessary infor-
mation.

But in taking these innovative steps, we have discovered
that we must take account of another increased burden: the
virtual certainty that we will be forced to defend each new
approach in litigation. You know that we were successful in
defending the trigger price mechanism in the District Court.
However, Court tests of our ideas divert substantial resources
to battles that do not increase the number of master lists pre-
pared or decrease the backlogs that we face.

I would now like to share with you a number of ideas that
we are considering for improving our efforts. We have identified
three important systemic problems in our current administration
of the Act's provisions on assessment of duties, and we are moving
to develop techniques for eliminating or controlling them.

First, our procedures are not well designed to motivate
importers -- and, through them, foreign manufacturers -- to
move promptly to comply with our requests for complete, reliable,
and responsive information.

Second, we need to improve our methods for handling the
increasing amounts of data that we are required to process .as
imports become individually more sophisticated and collectively
more varied.

Third, we need to develop special duty assessment procedures
to take realistic account of the fact that antidumping cases differ
from the ordinary Customs' process. Our need for comparative
economic data effectively injects 'the manufacturer as an additional
participant in the antidumping assessment process, despite the fact
that the interests of the manufacturer and the importer are generally
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aligned. The result, at the moment, is that these parties obtain
two, redundant opportunities to submit evidence during the admin-
istrative process, and then a third opportunity when the importer
exercises its right to a trial de novo in the Customs Court.

We have the authority to take a number of important steps
toward correction of these problems. I would like to describe
what we are doing, or planning to do, in each of those areas.

1. Securing the-Full‘Coopera%ion of the Importer and the Foreign

The first problem that I mentioned is the importers' and
manufacturers' lack of incentive to move promptly to provide
Customs with complete, reliable, and responsive information.

We are now considering action on two fronts to revise our pro-
cedures so that those parties will perceive that it is in their
own interest to cooperate fully. '

First, it appears that a significant disincentive to prompt,
willing cooperation today is the importer's ability to retain and
make interest-free use of the potential duties during the pendency
of the assessment process. Delay in assessment and collection

reduces the effective cost for which the importer is ultimately
liable.

We believe that we have the authority to remedy this situation,
by requiring that the importer deposit estimated dumping duties on
its merchandise at the time of entry. We are now preparing proposed
regulations for public comment that would require that estimated
dumping duties be deposited beginning when a finding of dumping is
published. While we will not propose to require such deposits prior
to that formal publication, or to foreclose equitable relief when
exlgent circumstances can be shown, the proposed regulations will

therwise cover all entering merchandise subject to a dumping
finding.

This approach should reverse present incentives. Importers
apd manufacturers will want to submit information speedily. They
will want to provide it in a format which facilitates Customs'

analysis of it. 1In that way, they ‘will speed the day when any
overpayment of the duties can be returned.

The other way in which we promose to alter the current pro-
ceduyeg to eliminate the incentives to delay is to establish and
Eub11c1ze'a uniform administrative practice of resorting to the

best available information" when an importer or exporter fails
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to respond to our requests for data in a timely and complete
fashion. That policy is currently articulated in our regulations,
but is not enforced in practice with sufficient vigor to produce
convincing results. Much of the difficulty involved in the tele-
vision case, for example, related to late, incomplete, and defective
submissions of information by the manufacturers.

We believe that this approach is fully justified, so long as
fair response periods are set and Customs' questionnaires are
reasonably clear and precise. The Commissioner intends to ensure
that those standards are met.

Together, these revisions in our current practices should go
some way to alleviate our problems with the manufacturers' and
importers' responsiveness. We, in turn, plan to take measures,
including staff realignment, to enable us to process that infor-
mation promptly upon its receipt, determine the dumping duties
owed, and make any necessary refunds or supplemental collections.

2. Improving Information Processing Techniques

The second problem that I identified relates to the growing
amount of data that Customs is receiving as a result of changes
in merchandise, and changes in marketing practices. In order to
cope with these changes, we are evaluating whether we can improve
our ability to use data selectively in two respects.

First, we are considering the feasibility of revising our
practice of making dumping findings on a country-by-country basis,
and then performing detailed dumping margin calculations on the
merchandise of every manufacturer within that political unit. We
have the authority to be more flexible, and we believe that dumping
may be more efficiently attacked by a judicious exercise of that
flexibility.

One way in which we can use that flexibility is to focus our
resources on fewer manufacturers. This type of selectivity might
be useful, for example, in the case of roller chain from Japan,
in which Customs is maintaining master dumping duty lists on
approximately 93 manufacturers and exporters, despite the fact
that during the less-than-fair-value investigation, Customs
determined that over 80 percent of the imports into the U.S.
originated with only five of those companies.

There are several ways in which we could proceed with this
approach. We already limit our investigation at the less-than-
fair-value stage to the larger manufacturers (with the limitation
that we cover manufacturers accounting for at least 60 percent of
the exports to the U.S.). We might also narrow the scope of the
dumping finding, focusing on those manufacturers that export the
largest volumes of merchandise to the United States.
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On the other hand, that approach has limitations that we
will have to consider rather carefully. Evasion, through resale
in the home market, is one difficulty, because adding a company
to the dumping finding would require completion of an entirely
new investigation by both Treasury and the ITC. A similar problem
would arise if an excluded manufacturer began to expand its U.S.
market for other reasons.

These problems suggest the advisability of exploring another
alternative: the development of a more sophisticated way of making
and modifying our dumping findings. We may, for example, consider
whether, in addition to modifying or revoking a finding to exclude
a manufacturer, as our regulations now provide, we might conditionally
suspend application of it to relatively insignificant exporters. That
type of revision might provide us both the ability to concentrate our
enforcement efforts where the problems lie, and the flexibility to
monitor the rest of the manufacturers subject to a finding and move
promptly to correct any problems.

The other way in which we are considering attempting to deal
with the profusion of data that we are encountering relates to the
calculation process itself. The direct consequence of increases
in the complexity of both a product and the marketing system through
which it moves is an increase in the number of adjustments we are
asked to make. The report of the General Accounting Office that
you have recently received documents some of the complexity and
detail of the adjustments that Customs makes.

I am persuaded that the Antidumping Act will be far more
effective if we can develop methods for fairly avoiding expenditure
of resources on the numerous minute claims that are presented.

?his is a difficult area, however, because whether an adjustment
is of significant size depends in large part on whether Customs

requi;es that the manufacturer subdivide its claims and justify
them in more detail.

One approach that we have been considering would involve the
gstgb;lshment of broad categories of adjustments, into which
individual claims would be presumptively placed. Then, unless

the glaims within a general category reached some threshhold size,
we might disallow them.

Another approach would involve increased reliance upon techniques
of sampling and averaging to avoid processing all of certain classes
of data. Customs does some of that now when it allocates advertising
Or warranty costs among products subject to a dumping finding. (There
1S no reason that a manufacturer's efforts to differentiate its
products from others in order to appeal to consumer preferences

should inexorably require further investigation and computation
by the Customs Service.)
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3. Eliminating Redundant Proceedings

The third problem that I mentioned relates to the unique
nature of the duty assessment process in the dumping area.
Unlike the ordinary assessment, the amount of a dumping assess-
ment depends on information about the home market activities of
the manufacturer of the product -- information that is known in
detail only within that company. Before it can assess dumping
duties, Customs must either obtain that information or develop
appropriate substitute data.

The result of this process is that the manufacturer and the
importer, who have both an identity of interest on the question
of the amount of dumping duty owed and only a single source of
relevant information between them, are now getting three separate
chances to make their case on assessment. That is, they have
three completely separate opportunities not only to argue the
merits of their case, but also three opportunities to submit
evidence. The first occurs when we ask the manufacturer for
data and, perhaps inevitably, become involved in the process
of defining our terms and arguing about relevance. The second
occurs when the importer protests the assessment, and submits
supporting evidence. The third occurs when the importer goes
to the Customs Court to challenge our denial of its protest
and submits evidence, in a trial de novo.

We think that sensible administration counsels that we move
as far as we can toward the concept of a single administrative
proceeding, in which, absent persuasive evidence of excusable
neglect or surprise, there is only one opportunity to submit
evidence. Such a process would not only eliminate duplication
of effort, it would also preclude tactical manipulation of the
process through such actions as holding evidence in reserve in
the hope that the resulting ambiguity may be resolved favorably
to the importer.

We believe that the sensible way to move toward such a
unitary system at this time is to press to have the information
presented fully and completely at the first opportunity -- when
the information is being gathered for purposes of assessment.

In support of this approach we may be able to move toward more
systemmatic efforts to include the importer at that stage, coupled
with tighter restrictions on what may be added to that body of
information during the subsequent protest process.

Our suggestion relates to elimination of redundancies in
the administrative process, and does not address the guestion
of duplication of effort between the administrative system and
the Customs Court. We would like to gather some experience with
that approach before addressing the appropriate jurisdiction of
the Customs Court.
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FOR IMMEDIATE RELEASE Contact: George G. Ross
September 22, 1978 202/566-2356

UNITED STATES/UNITED KINGDOM TAX OFFICIALS
MEET TO RESUME TREATY DISCUSSIONS

The Treasury Department today announced that tax

officials of the United States Treasury and the
United Kingdom Inland Revenue met in London on
September 18-20, 1978, to resume discussions on
the US/UK income tax treaty. Results of the dis-

cussions will be reported to the respective

governments.
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3 ~ TELEPHONE 566-2041
FOR IMMEDIATE RELEASE Contact: Alvin M. Hattal
September 21, 1978 202/566-8381

STATEMENT OF THE HONORABLE ROBERT H. MUNDHEIM
GENERAL COUNSEL OF THE TREASURY
BEFORE THE
SUBCOMMITTEE ON TRADE
HOUSE WAYS & MEANS COMMITTEE
ON

ANTIDUMPING PROCEEDING INVOLVING COLOR AND
MONOCHROME TELEVISION RECEIVERS FROM JAPAN

Mr. Chairman, and Members of the Committee:

I know that this Committee has a particular interest in
the progress of our assessment of duties in the Japanese tele-
vision dumping case. I would like to take an opportunity now
to report our progress to you.

On March 31st of this year Treasury announced the assess-
ment of antidumping duties on all Japanese television receivers
imported prior to June 30, 1973. The Customs Service resorted
to the "best evidence available" in conducting that liquidation
because the information that had been submitted to it by the
Japanese manufacturers was incomplete and unreliable. The sub-
stitute evidence that Customs used included information generated
in connection with the administration of the Japanese Commodity
Tax. Because resort to best available evidence was unusual, we
wanted to evaluate the propriety of our approach in the concrete
context of the March 31st liquidation before making a decision
on the treatment of the rest of the backlog in that case.

The Customs Service has now conducted that evaluation, and
prepgred recommendations. As part of that effort, Customs has
Obtained evidence and opinions from the Japanese manufacturers,
the U.S. importers, the U.S. television industry, the Government
of Japan, and independent experts.

Customs has made a number of recommendations on how it

gioposes to proceed. Treasury concurs in those recommendations.
ey are:

(1)  the Customs Service will move promptly to assess
another portion of the backlog, including all televisions
lmported up to January 1975;

B-1182
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(2) the Customs Service will thereafter assess the
remainder of the backlog as rapidly as its ability to process
the full case permits;

(3) the Customs Service will continue to rely on alternative
sources of evidence, including information derived fror the admin-
istration of the Commodity Tax, to compute the dumping duties due
on the television receivers of any manufacturer that has failed to
submit complete and reliable informaticn tc Customs on a timely
basis;

(4) the Customs Service has determined that, for the
period July 1973 to January 1975, only one manufacturer has
submitted complete and reliable information to Customs on a
timely basis;

(5) 1in using alternative sources of evidence, the Customs
Service will further refine the approach that it used in the
March 31, 1978, liquidation, by incorporating Commodity Tax
information actually reported by the manufacturer to the Japanese
Government whenever that information has been made available to
the Customs Service on a timely basis in response to its requests;

(6) the Customs Service has concluded that the claims for
adjustments for differences in costs of production and circum-
stances of sale submitted by the manufacturers during the
July 1973 to January 1975 period are not reliable and should
not be allowed in computing the dumping duties;

(7) the Customs Service will inform in writing the importers
that are assessed dumping duties on the basis of alternative
evidence in this case of that fact, the Customs Service's basis
for this treatment, and the Customs Service's willingness to
consider, in conjunction with the filing of protests, claims
for adjustments if, but only if, those claims are supported
by more persuasive evidence than the manufacturers previously
submitted to the Customs Service;

(8) the Customs Service will consider evidence of adjustment
claims as sufficiently persuasive only if that evidence is pre-
pared with express references to manufacturers' documentation
and @s accompanied by a suitable undertaking promptly to supply
consistent supporting documentation from purchasers and suppliers
of the manufacturer where Customs so requests, and only if all
docu@entation is subject to satisfactory field verification.
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(9) the Customs Service will promptly notify the importers
that were assessed dumping duties on the basis of alternative
evidence on March 31 that they may have the same opportunity to
submit more persuasive evidence promptly in support of their
previously filed protests.

(10) the Customs Service will begin collection procedures
for each assessment immediately after it occurs, and 