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THE WHITE +HOUSE
WASHINGTON

5/11/79

Stu Eizenstat
Frank Moore
Zbig Brzezinski
Jim McIntyre
Frank Press

The attached was returned in
the President's outbox today
and is forwarded to you for
your information. The signed
transmittal hasbeen given to
Bob Linder for appropzrr-.ate
handling.

Rick Hutcheson

cc: Bob Linder
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EXECUTIVE OFFICE OF Tl-_IE PRESIDENT //,ﬂ - 74,0
OFFICE OF MANAGEMENT AND BUDGET ’

WASHINGTON, D.C. 20503 W //
May 11, 1979 Agfz ”‘L%fj/

SIGNATURE &
MEMORANDUM FOR THE PRESIDENT

FROM: James T. McIntyre, Jr§£)¢¢z~/

SUBJECT: Proposed 1980 Budget Amendment for National Aeronautics
and Space Administration (NASA)

Attached for your approval is a package containing a request for a 1980
budget amendment for $220 million for the Space Shuttle Program. A
recent Agency review of the Space Shuttle Program has indicated further
schedule delays and increased funding requirements caused by technical
problems, program changes, contract cost increases and deferrals from
previous years. Probable schedule problems include delay of the first
flight from the currently scheduled date of November 1979 to the first
quarter of 1980, and delays in the deliveries of the follow-on orbiters.
To meet essential civil and military schedule requirements, additional
funding will be required in fiscal years 1980 through 1983. In our
opinion the transmittal of the proposed 1980 budget amendment is necessary
at this time. A final report on the Space Shuttle budget and schedule
situation will be submitted to us by September 1. Additional funding
requirements beyond 1980 will not be known until NASA submits its report.

The recent Space Shuttle problems have caused concern in the Congress,
both in relation to the credibility of the Administration's budgets and
the Program's ability to meet critical national requirements. The
attached letter from Dr. Frosch to Senator Cannon outlines specific
steps planned or initiated by NASA to strengthen management of the

Program. We expect further findings and recommendations in Dr. Frosch's
September 1 report.

RECOMMENDATION

That you sign the letter transmitting this request to the Congress no
later than Friday, May 11.

Attachments

Electrostatic Copy Made
for Preservation Purposes
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THE WHITE HOUSE

WASHINGTON

fhe Speakef of
the House of Representatives
Sir: | |
| I ask the Congress to consider an.amendment to the request for
appropriations for the fiscal year 1980 in the amount of $220,000,000

for the Vat1ona1 Aeronautics and Space Administration.

The details of this proposa] are set forth in the enclosed letter
from the Director of the Office of Management and Budget. I concur with
his comments and observations.

Respectfu]]y,"
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THE WHITE HOUSE %ﬁl’}
WASHINGTON /

May 11, 1979 /

MR. PRESIDENT
[,/M"‘M CONGRESSMAN WAXMAN
{/ ,‘A TRIED TO REACH YOU

OP ﬁf" LAST NIGHT. FRANK

Xe'p‘ '! RETURN HIS CALL.

711&

.{ PHIL

6”(]0: lo SAA |
kT

"1 RECOMMENDS THAT YOU

. Electrostatic Copy Made
~ for Preservation Purposes
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THE WHITE HOUSE _f

WASHINGTON

CONGRESSIONAL TELEPHONE CALL

TO: Speaker Tip O'Neill

DATE: As soon as possible

RECOMMENDED BY: Frank Moore _///;fjéz

PURPOSE: To ask O'Neill to organize a major effort to get

the Murphy bill on the Panama Canal Implementing
Legislation passed by the House without amendment

BACKGROUND: If the Panama Canal Legislation is to pass
without disabling amendments, the House leadership
will have to take an active lead in rounding up
votes. When extraordinary efforts are required to
maintain discipline on the Democratic side, the
Speaker normally establishes a task force of issue
leaders who keep the troops in line. Thus far, the
Speaker has not been eager to make this effort on
behalf of the Panama Implementing Legislation. We
feel that a call from you is needed.

TOPICS OF

DISCUSSION: As per your recent meeting with House Members,
you should emphasize the vital importance of this
legislation while showing your awareness of the
political burden Members have to carry. O'Neill
has been following the legislative battle from afar,
so you may wish to inform him that we are supporting
the Murphy bill, albeit with some serious reserva-
tions. Murphy has agreed to oppose all amendments
and, since George Hansen's anti-treaty forces will

have the bulk of them, we enthusiastically support
that strateqgy.

DATE OF i}
SUBMISSION:  May 10, 1979 Electrostatic Copy Made

for Preservation Purposes
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THE WHITE HOUSE T
WASHINGTON ' i

5/11/79 i
Jim McIntyre ;

The attached was returned in
the President's outbox today
and is forwarded to you for
appropriate handling.

. Rick Hutéheson
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cc: The Vice President ' s
Stu Eizenstat

Frank Moore

Jack Watson

Anne Wexler

Charlie Schultze

~Alfred Kahn
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IMMEDIATE ACTION REQUESTED
(testimony scheduled for Monday)

EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET o
WASHINGTON, D.C. 20503

MAY 11 1979

MEMORANDUM FOR: THE PRESIDENT

FROM: James T. McIntyre, Jr

SUBJECT: Alternatives for Restricting Current Use of
Mortgage Revenue Bonds for Single- Famlly
Housing

In the 1980 budget, we indicated concern about the growing
use of tax-exempt mortgage revenue bonds to provide subsi-
dized financing for single-family homes for middle- and upper
middle-income families. Congressman Ullman has recently
introduced a bill, with bipartisan support from the key
banking and housing subcommittee chairmen and ranking
minority Members, to eliminate the use of tax-exempt bonds
for single-family housing (except for some isolated veterans
programs) and to restrict the use of tax-exempt bonds to only
low- and moderate-income multifamily rental housing.

All parties agree that the current situation is unacceptable.
The growth potential for single-family mortgage revenue bonds
and the resulting loss of Treasury revenues is substantial.
Even conservative estimates of this growth indicate that the
annual tax loss would increase from about $200 million in
1980 to $500 million in 1981, and to almost $2.5 billion in
1984. Treasury believes the annual tax losses could range up
to five times those amounts. Because these tax-exempt bonds
have an expected life or term of 12 years, each annual issue
commits the Federal Government to future annual tax losses
over the life of the bond. These committed future tax
losses, comparable to a direct expenditure commitment of
budget authority, will increase from $4.4 billion in 1980 to
$15.3 billion in 1984, assuming conservative growth estimates
(see attached table). In addition to this severe impact on
the budget deficit, these bonds will also significantly
increase tax-exempt interest rates, thereby driving up State
and local government borrowing costs for traditional public
purpose projects.

Although the principal issue addressed by the Ullman bill is
the elimination of single-family mortgage revenue bonds, the
bill also raises two secondary issues concerning a veterans
exemption and additional restrictions on use of tax-exempt
financing for multifamily housing. There is no major
disagreement on relaxing the current Ullman restrictions on

multifamily housing to permit the use of tax-exempt bonds for
mixed income housing. However, there is serious disagreement

Electrostatic Copy Made
for Preservation Purposes




about the veterans exemption and this issue is separately
discussed at the end of the decision memorandum. Frank Moore

will provide you a separate political assessment of these
issues.

Alternatives

There are four basic alternatives for changing the currently
unacceptable situation. These are described in detail in the
attached paper FFAB- &), along with the Treasury and HUD
positions. The specific recommendations of senior White
House staff are included at -Fab—B-

Alternative #1 - Eliminate the use of tak—exempt mortgage
revenue bonds for single-family housing. rf,} oMl - CERA, Kalh

Alternative #2 - Restrict the use of single-family mort-
gage revenue bonds.

Alternative #3 - Eliminate the use of single-family mort-
gage revenue bonds, but substitute a targeted, HUD direct
expenditure program.

Alternative #4 - Indicate genéraivsupport for eliminating
these single-family bonds, but express a w1111ngness to
develop a tightly restrlcted alternatlve.

Recommendations

1. Treasury Position - Treasury recommends eliminating
the use of tax-exempt mortgage revenue bonds for single-

family housing (Alternative #1) and supporting the Ullman
bill -because these bonds:

. Are enormousiy expensive, and the resulting tax
loss will seriously impede efforts to balance the budget.

. Will exacerbate inflation problems by artificially
increasing the demand for housing and, more importantly, by
further insulating the housing sector, thereby reduce the
ability of monetary policy to dampen inflation.

. Are a "back door" uncontrollable subsidy, since
they are subject to neither the Administration's nor the
congressional budget control process.

. Are an inefficient means to provide housing subsi-
dies, since the revenue loss to the Treasury exceeds the
amount of the subsidy to the issuer of the bond.

Electrostatic Copy Made
for Preservation Purposes
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Treasury also believes there is political support for elimi-
nating these bonds (as demonstrated by the support for the
Ullman bill) and that attempts to target these bonds will not
be successful. In any event, targeted use of these bonds
would:

. Add significantly to the budget deficit (at a
minimum, $232 million in 1981, increasing to almost $1.4
billion by 1984).

« Remain an uncontrollable, "back door" and ineffi-
cient housing subsidy.

. Not significantly increase city tax bases, since
much of this subsidy is 1likely to go to current residents or
those intending to relocate in the area anyway.

OMB, CEA, and Fred Kahn concur with the Treasury
recommendation.

2. HUD Position - HUD recommends introducing an alterna-
tive to restrict the use of single-family tax-exempt bonds
(1) to middle- and upper middle-income families in selected
urban areas, and (2) to low- and moderate-income families in
other distressed urban areas. HUD believes this alternative
would:

. Be a natural extension of our urban policy to
encourage revitalization of our urban areas;

. Permit a useful local initiative to continue to be
used, consistent with Administration priorities;

. Help build city tax bases by attracting higher
income families to distressed urban areas;

. Help those moderate- and lower middle-income
families who are currently being priced out of the housing
market;

. Reduce the current inequitable distribution of tax
benefits to homeowners by providing an additional housing tax
subsidy to low- and moderate-income families; and

. Be supported by State housing agencies, the invest-
ment banking community, civil rights groups, and other hous-
ing groups expected to strongly oppose the Ullman bill.



Esther Peterson concurs with the HUD recommendation.

3. Direct expenditure substitute - eliminating these
bonds but substituting a targeted, HUD direct expenditure
program would be (a) far less costly than either the current
situation or Alternative #2, (b) controllable and more effi-
cient than the tax-exempt bond subsidy, and (c) more palat-
able politically than Alternative #1.

OMB could support this alternative if it is shown to be
politically necessary. However, on programmatic grounds,
there is no good reason to provide costly new homeownership
subsidies to moderate, middle-, and upper middle-income
families, since:

. This is inconsistent with our previous housing
budget decisions, which provide much higher priority for
housing assistance targeted to inadequately housed low-income
families;

. The Federal Government has already committed
substantial direct expenditure, tax exemption, and credit
resources to housing.

. ‘Low- and moderate-income families remain active
homebuyers despite housing price increases. They accounted
for more than 40 percent of all homebuyers in most recent
survey data.

OMB also strongly believes that anticipated congressional
opposition to a new direct expenditure homeownership
assistance program is not an adequate reason to propose
additional tax subsidies for homeownership. Any such "back
door" proposals would undermine the integrity of the budget
process and the Administration's commitment to efficiency in
Government through zero-based budgeting and program
evaluation.

4y, DPS position - DPS recommends that the Administration
strongly support the concept of eliminating these bonds for
unrestricted single-family use, but indicate a willingness to
work with Congress to establish a very narrowly defined pro-
gram that would serve only low-income and moderate-income
families and would intend to have a limited budget impact.
DPS also believes that we should state that, if such a
narrowly defined program cannot be agreed to, the Administra-
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tion would support total elimination of these single-family
bonds. DPS believes this compromise alternative would:

. Permit the Administration to acknowledge the
currently unacceptable budget, tax, fiscal, and housing
policy impacts of unrestricted single-family housing bonds.

. Maintain flexibility to negotiate more restricted
use of these single-family bonds that is limited to an
appropriate target population and does not have the adverse
budget, tax, fiscal, and housing policy impacts inherent in
the current situation or the HUD position.

. Avoid alienating a large, politically significant,
constituency for little practical reason, since the Ullman
bill is not likely to pass.

OMB believes this alternative would:

. Indicate the Administration's inability to develop
a specific proposal on this issue, as promised in the 1980
budget.

. Continue to rely on an inefficient, expensive, and
uncontrollable "back door" subsidy mechanism to provide
additional homeownership assistance, rather than develop a
coherent, controllable direct expenditure program.

. Undermine the efforts of key House leaders to shut
off this expensive and unwarranted use of Federal resources
without specifically satisfying those groups advocating
continued use.

. Be ineffective and inappropriate in the current
situation. Given a specific congressional proposal (the
Ullman bill) and the Administration's promise in the 1980
budget to submit a specific legislative proposal on this
issue, it is now essential for the Administration to make up
its mind and establish a specific position. Starting from a
firm position would strengthen the Administration's position
in any subsequent negotiations with Congress.

. Be inconsistent with current housing policies,
which have targeted housing assistance to inadequately
housed, low-income families.

Jack Watson, Anne Wexler, and the Vice President concur with
the DPS recommendation.

Decision
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/ Alternative #1 - Eliminate bonds
(Treasury, OMB, CEA, Fred Kahn ég?f//
recommend)

Alternative #2 - Restrict bonds
(HUD, Esther Peterson recommend)

Alternative #3

Substitute direct expenditure program
____ Alternative #4 Support elimination, but indicate
willingness to accept stringent
restrictions (more narrowly defined
than Alternative #2). (DPS, Jack
Watson, Anne Wexler, and the Vice
President recommend)

See me/arrange meeting

(Mike Blumenthal, Charlie Schultze, Fred Kahn, and I would
like to meet with you personally if you have any reservations
about Alternative #1.)

Veterans Housing

The Ullman bill permits continued use of tax-exempt, general
obligation bonds for single-family veterans housing. Four
States currently have such programs and Oregon is the
largest. Total bonds for veterans housing issued in 1978
amounted to $1 billion; the tax loss was about $100 million.

Treasury believes the veterans exemption should not be
opposed because:

. The potential budget and fiscal policy threat is
limited, since general obligation bonds requlre States to
pledge thelr full faith and credit. .

. These small State programs have been in operation

at a low level for many years and no major increase is
anticipated.

. The program is very important to Congressmah
Ullman.

DPS believes that we should oppose ﬁhe veterans exemption
provision of the Ullman bill because:

Electrostatic Copy Made
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. It is inequitable to continue this subsidy only for
veterans, and

. A serious budget threat could emerge, since there
is nothing to stop the remaining States from developing a
veterans program.

OMB believes Treasury's assessment of ‘the limited potential
budget threat is accurate, and DPS is correct that there is
no substantive reason to support the veterans exemption. In
OMB's view, this decision is essentially a political one.

Decision

// Oppose veterans exemptioh /;7///

Do not oppose veterans exemption

9 4L M/,fé Y .
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Budget Impact¥*
(Dollars in Billions)

1980 1981 1982 1983__ 1984
BA O B O B 0 B 0 BE 0
Current policy: (b.8) .2 (6.6) .5 (9.4) 1.0 (12.4) 1.6 (15.3) 2.5
Alt. #1 (eliminate
bondS) e e 0 000000 00 _———— O - O - O —— 0 -—— e O
Alt. #2 (target
bOﬂdS)-.......... (3.0) 01 (u.u) 02 (6.”) 05 (8.6) 09 (1006) lou
Alt. #3 (direct
spending .
Substitute**). e o 0 -_- m—m—— 3075 ol 3.75 03 3075 ou 3075 05

Alt.

‘#u..ooo...l..

No cost estimates available

¥ Annual tax losses are shown as outlays; budget authority estimates in parentheses reflect
the annual tax losses over the expected life of the bonds from the bonds issued in that
year. These are minimum tax loss estimates. Treasury believes losses would be substan-
tially greater for both current policy and Alternative #2.

¥*%¥ Does not reflect any reduction in BA required due to recapture provision; carryover

balances are assumed to fund program in 1980.

JusWYORIYY
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THE WHITE HOUSE

WASHINGTON

May 11, 1979

MEMORANDUM FOR: THE PRESIDENT

FROM: STU EIZENSTAT -é,.
RALPH SCHLOSSTEI

SUBJECT: Use of Tax-Exempt Bonds to.Finance
Housing

The attached memorandum from Jim McIntyre discusses the growing
use of tax-exempt bonds to finance. single-family and multi-
family housing. Jim's memorandum briefly describes the major
options for addressing single-~family mortgage bonds. This
memorandum provides my recommendations on the three key issues
-- the use of tax-exempts for multi-family housing, Veterans
housing and single-family housing.

Multi-Family Housing:

We concur with OMB, Treasury and HUD. that multi-family housing
should remain eligible for tax-exempt financing. Treasury's
testimony before the Ways and Means Committee should express
the Administration's concern that the limitations on multi-
family housing in the Ullman bill are too restrictive. Ullman
and Conable already agree with this position and intend to
amend their own bill to reflect it.

Veterans Housing:

The Ullman bill continues tax-exemption for Veterans housing
programs that are financed through general-obligation bonds
(backed by the "full faith and credit" of the State or locality).
There currently are four such programs (Oregon, Texas, Wisconsin
and California). They account for approximately $1 billion of
tax-exempt bonds annually, almost half of which are issued by
Oregon. While this provision is politically important to Cong.
Ullman, we believe that it is so inequitable substantively that
we should oppose it in our testimony. We have the following
concerns:

‘0 The potential budget liability from these programs is
very large. With only four States participating, the
volume of Veteran's bonds already is $1 billion annually.
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If Veteran's housing is the only housing eligible for
tax—-exemption, it is likely that all fifty States

would soon develop Veterans programs, creating a serious
budget threat.

o There is no rational justification for selecting Veterans
for special assistance, particularly when we are taking
this same aid away from non-Veterans with much lower
incomes. (The Veterans programs, for the most part,
have no serious income limitations.) In fact, Veterans
already receive substantial housing subsidies through
the VA housing programs.

o It is unwise to encourage States and cities to put their
"full faith and credit" behind these housing bonds for
two reasons. First, using general obligation bonds to
finance housing will raise borrowing costs on other
general obligation bonds that are issued for more legitimate
public purposes. Second, the distressed cities and States
with the weakest credit ratings (i.e. Detroit, Newark,
N.Y., Cleveland, Philadelphia, .etc.) will be unable to
participate in the program because their credit is not
strong enough to support additional general obligation
bonds. The programs permitted by the Ullman bill, in
effect, could be used only by the wealthiest States and
cities.

o We cannot, in good faith, tell the cities that we want
to sharply limit their low-income housing programs, and
- simultaneously allow. to continue substantial programs
that help Veterans, regardless of income.

Single-Family Housing:

We share OMB's and Treasury's concern- about the. growing use

of tax-exempt bonds for single-family housing. .We agree that
these programs constitute a significant threat to our budget
deficit and, therefore, must be sharply limited.  We also agree
that some States and localities have abused these programs (by
providing low-interest mortgages to upper-— 1ncome households)
and that these abusés must be eliminated.

We are concerned, however, ‘that the Ullman bill goes too fiar

by ellmlnatlng some State and.local housing programs that serve
true public purposes. Some of these programs provide assistance
only to low-income and moderate-income families. These programs
generally focus on distressed urban and rural areas, where private
mortgage credit may not otherwise be available in sufficient
amounts .
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A good example is the State Hou51ng Finance Agency in Georgia,
which you established when you were Governor. This agency has
financed approximately $100 million of single-family housing
bonds in the last two years. These bonds have financed single-
family homes for low-income and moderate-income families that.
otherwise could not-afford a home. Eighty-five percent of the
families assisted were first-time homebuYers - They had an
average income of approx1mately $12,000 and thé average size
of a mortgage was $33,000. Most of these homes were financed
in rural areas, where multi-family housing simply is not
appropriate. The Ullman- bill would totally ‘éliminate this
program and: others like it.

The Stdtes and cities that run these limited single- family
programs agree that the abuses of tax-exempt houSing bonds must
be eliminated. They also believe very strongly that these tax-
exempt bonds, when limited appropriately, are an invaluable tool
for providing housing to low-income and moderate-income families.
Many of these officials have expressed this view quite strongly
to the Vice President, Anne Wexler, Jack Watson, me and others
within the last week. They are strongly opposed to the Ullman
bill. In fact, with the exception of the budget, no other issue
has generated as much reaction in the last year from State and
local officials as the Ullman bill

On the other hand, Congressman Ullman is way out front on thlS
issue. He has put his polltical prestige behind this bill and
would be offended if we proposed a specific alternative at this
time. Virtually everyone, including Ullman, agrees that the
Ullman bill is too restrictive to pass Congress. It is, in
effect, an initial negotiating position.

Since there are some tax-exempt single- family housing programs
that serve legltimate public purposes, ‘since there is extremely
strong and legitimate opposition to the Ullman bill from- key

parts of our constituency and since the Ullman bill is not

likely to pass in its current form, we believe that our testimony
on single-family hoiusing should be somewhat more general. We
suggest that Treasury make the "following pOints in their testimony:

o The Adminlstration ‘agrees that limitations should ‘be
placed on 'single-family tax-exempt housing bonds. We
believe, however, that there are somé single-family
housing programs that serve valid publlc purposes,
,lncludlng .

.1) providing housing to low-income and moderate-income
families that otherwise could not afford to purchase
a home; '
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2) providing mortgage financing to these households

in distressed urban and rural areas where private
financing is scarce.

" The Administration .would like to work with the

Committee to design a single-family program that serves
these»purpdses and that:

1) _llmlts sharply the 1mpact on the Federal budget
deficit;

2) 1limits the program to families that really need
help in buying a single-family house; and

3) limits the program primarily to areas within a
State where mortgage credit .is scarce.

However, we would not support the use of tax-exemption
for single-family housing unless it was very narrowly

defined and had a very limited budget impact. If such
a limited program cannot be supported by the Commlttee,

‘'we would strongly support elimination of the use of

tax-exempts for single-family hou31ng entirely.

This approach has several key advantages:

e}

It expresees,our strong support for limiting single-

‘family tax-exempt bonds, but allows us to support a

program that meets narrowly defined public purposes and
has a very limited budget effect. 1If such a program
cannot be agreed to, we should make it clear that we
will support total elimination of: these programs. (This
will maintain negotiating leverage for the Administration
and for Ullman.)

It eliminates the unacceptable,"budget tax,fiscal and
housing policy impact of unrestrlcted single-family
housing bonds or the HUD position.

It avoids alienating a major part of our constituency
(State and local officials, housing interests, State
housing agencies, etc.) on an issue about which they
feel very strongly. This is'particularly important
since virtually everyone ‘agrees that the Ullman bill
will not pass the Congress as written.  There simply

is no reason for us to take.a formal p051tlon alienating
our constituency when the negitlatlons have just begun
and the Ullman position is not likely to prievail.
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The Vice President, Jack Watson and Anne Wexler support this
compromise position.  Treasury feels that we should not go
this far at this time.

Summary of Recommendations:

We recommend that you-ask Treasury to testify as follows before
the Ways and Means Committee:

1)

2)

3)

permit use of tax-exemption for mixed-income
multi-family housing;

oppose ‘the Veteran’s.housing-programs; and

express support for the general thrust of the

‘Ullman bill -- that the use of tax-exempt

financing for single-family housing must be
curtailed. Point out, however, that there
are some State and local housing programs
that serve legitimate public purposes.
Suggest that we want to work with the
Committee to permit continuation of tax-
exempt financing of single-family housing
for these programs under narrowly defined
and very limited circumstances.



BLUMENTHAL "\
MEMO




THE SECRETARY OF THE TREASURY
WASHINGTON 20220

May 10, 1979

MEMORANDUM FOR THE PRESIDENT

Subject:: Mortgage Subsidy Bends

Chairman Al Ullman of the House Ways and Means
Committee introduced legislation that would generally pro-
hibit the use of tax-exempt bonds for mortgages on single-
family houses. The bill would, however, continue to allow
tax-exempt bonds to finance low and moderate income rental
housing.

The Ullman bill has influential bipartisan support. It
has been co-sponsored by Congressmen Conable (Ranking
Minority Member of the House Ways and Means Committee),
Reuss (Chairman of the House Banking, Finance & Urban
Affairs Committee), Ashlez (a member of the Banklng Com-
mittee and Chairman of its Subcommittee on Housing), and
Stanton (Rankihg Minority Member of both the Banklng Com-
mittee and the Subcommittee on Housing). If we join in
supporting this bill it has a good chance of being passed.

Chairman Ullman has gone out on a limb with a sound
legislative position and has asked for our support. It
would be in our interest to give it to him.

On the merits, we believe the Ullman bill warrants our
full support for the following reasons:

° Mortgage subsidy bonds are enormously expensive.
Unless the Ullman bill'is passed, we stand to lose
between $500 million and $1.6 billion in 1981 (depend-
ing on the volume of bonds), and as much as $11.2 .
billion in 1984.

If we are to balance the budget and control inflation,
just as we have cut back spendlng,_we must conserve
revenues.

These bonds will make our income tax system more unfair

by providing an enormous new tax shelter for the wealthy.

The rich will be able to shelter billions of dollars

more of their income by buying these bonds. We cer-

tainly should not make it any easier for the rich to -
avoid paying taxes.




- ° These bonds are inflationary, not only because they add

to the budget deficit, but also because they insulate
housing from fiscal and monetary policies designed to
control inflation. They not only provide increased
credit. to housing, but do so at below market rates.

The market for tax-exempt bonds will be swamped.. This
will drive up the cost of financing schools, roads, and
other traditional government projects.

Capital formation will be retarded as capital is drawn
into housing at the expense of productlve plant and
equipment.

Some argue that it would be politically: expedient to

back away from the Ullman bill and suggest a vaguely defined
use of these bonds to help middle class families buy homes
and revitalize depressed areas. We do not agree.

o

.We_will appear indecisive unless we (1) support the

Ullman bill, or (2) make our own proposal. Any other
course of action will look weak and uncertain.

Narrow. geographic targeting will never get through
Congress. Congressmen are understandably reluctant to .
support. a program that excludes their jurisdictions.

If we propose geographic targeting, we undoubtedly will
have an enormously expensive and wide open program
shoved down our throats. - :

Even if 1t could get through Congress, a limited
program would be very expensive. A program limited to
families with less than 95 percent of local median
income who purchase homes in distressed areas would
cost between $400 million and $900 mllllon in 1981, and
as much as $5.6 billion in 1984.

These bonds have been condemned for a Variety of
reasons by such diverse editorial opinion as The
Washington Post, The Wall Street Journal and The New
York Times. If we back away from the Ullman bill, we
will be severely criticized by the press.

There is no way for us to satisfy state and local -
officials. In no event would the states be willing to
accept a limit of less than 80 percent of local median
income, and even this would cost between $500 million
and $1.1 billion in 1981, and as much as $6.1 billion
in 1984.




©° The public will never believe we are serious about :

inflation if we are willing to tolerate a new multi-
billion dollar program of housing sub51d1es for the
middle class.

Some argue that if properly limited, mortgage subsidy

bonds represent sound public policy. We dlsagree.

o

Mortgage subsidy bonds are extraordinarily wasteful and -
inefficient. Of each $1.00 that they cost the tax-

payers, only $.50 or $.60 goes to homebuyers. Most of
the remaining $.40 to $.50 goes to lawyers, bond
dealers, and wealthy investors.

Existing housing subsidies.are. already enormous. In
addition to direct spending programs and extensive
mortgage credit assistance, in FY 1984 we will forego
more than $31 billion in revenues as a result of tax
expenditures for single-family housing (i.e., deductions
for mortgage interest and property taxes and spec1al
capital gains rules). ,

There is no need for a new multlbllllon dollar program
of housing subsidies for the middle class. Even lower
middle class families are active homebuyers and don't
need government subsidies to afford houses. Based on
the most recent data, nearly two-thirds of families
with incomes from $10,000 to $15,000 own thelr own
homes. :

Any program to assist homeowners will not benefit the
oor, since they simply cannot afford homes. Our first :

‘priority in housing should be to provide shelter to

those most in need.

If we propose the use of tax-exempt bonds to fund a
subsidy program, tax—-exempt bonds will become fair game .
for every interest group. We will be iIn the untenable -
position of having to oppose the use of tax-exempt .
bonds in other areas on the ground that their purpose
is not sufficiently worthy.

Some argue thaﬁ tax—exempt'bonds should be sanctioned

for all rental housing. We disagree.

o

There are, for example, some apartment houses in New .
York City financed with tax-exempt bonds where the
rents exceed $1,000 a month. Tax-exempt financing
should not be available for luxury apartments.




° On the other hand,_We agree the Ullman bill may be
somewhat too harsh on rental housing. '

Some argue that we should oppose the exception in the
Ullman bill for veterans' housing. (Oregon and two other
states have limited programs that finance homes for veterans
with general obligation bonds.)

° This would serve no purpose except to infuriate Ullman.

Veterans' programs have been in existence for more than
30 years and do not amount to anything worth worrying

‘about.
Hihe

W. Michael Blumenthal



THE WHITE HOUSE

WASHINGTON

May 7, 1979

MEMORANDUM TO JIM MCINTYRE.

FROM: FRED KAHN %( i

RE: Tax-Exempt Mortgage Revenue Bonds for
Single-Family Housing

On the basis of your memorandum of May 3 on this
subject, I agree with Treasury on the Ullman bill.

I understand however that DPS may be proposing a
modification which I will want to judge when I see
it.

I also find attractive the direct expenditure sub-
stitute outlined on pp. 12-14, but would want to
hear a fuller discussion of it before reaching a
final position.

Tab B



MEMORANDUM

THE WHITE HOUSE

WASHINGTON

May 7, 1979

MEMORANDUM FOR: KEN RYDER P
FROM: ESTHER PETERSON 8

SUBJECT: Tax-Exempt Mortgage Revenue Bonds
for Single-Family Housing

We have reviewed the paper giving HUD. and Treasury views

on "Tax-Exempt Mortgage Revenue Bonds for Single-Family
Housing," and support the HUD position as the most reasonable
and equitable option among those presented,

We appreciate the opportunity to comment and regret that the

copy sent to us Thursday, May 3, apparently did not reach
this office.



et

Tab A

Tax-Exempt Mortgage Revenue Bonds
for Single-Family Housing

On Wednesday, April 25, Congressman Ullman introduced a
bill to prohibit the use of tax-exempt financing for
owner-occupied housing, except for some limited veterans
housing programs. The bill would, however, permit use of-:
tax-exempt bonds to finance multifamily rental housing for
low- and moderate-income households.

The Ullman bill has bipartisan support. Co-sponsors
include Congressmen Reuss (Chairman of the Banking, Finance
and Urban Affairs Committee), Ashley (Chairman of the Hous-
ing and Community Development Subcommittee of the Banking
Committee), Conable (Ranking Minority Member of the Ways
and Means Committee), and Stanton (Ranking Minority Member
of both the Banking, Finance and Urban Affairs Committee
and the Housing and Community Development Subcommittee).

Hearings are scheduled before the full Ways and Means
Committee for May 14-15 and, therefore, a prompt decision
on the Ullman bill is needed. )

Treasury believes the Administration should support the
Ullman bill to balance the budget, fight inflation, and
close down a large emerging tax shelter for the wealthy.
HUD believes the Administration should propose an alterna-
tive to the Ullman bill which would target the use of these

~bonds: (1) to selected geographic areas to support the

Administration's urban policy, and (2) to low- and
moderate-income families to make homeownership affordable
for them. HUD also believes the Ullman bill would unduly
restrict multifamily rental housing and deter current
efforts to achieve economically integrated mixed income
rental housing. This paper focuses primarily on the
single-family issue. In addition to the Treasury and HUD
positions, it also discusses the option of substituting a
direct spending program for tax-exempt financing.

Background

Traditionally, States and local governments have issued and
used tax-exempt revenue bonds for essential public
purposes. In the housing area, tax-exempt financing has
been used to provide multifamily housing projects for
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low-income families, such as HUD's public housing and lower
income housing assistance (section 8) programs. Both
Treasury and HUD concur in the continued use of tax-exempt
financing to support subsidized multifamily rental housing
for inadequately housed low-income people.

However, in the past few years, there has been an explosive
increase in the use of tax-exempt revenue bonds issued by
State and local governments to subsidize the provision of
single-family homes. In 1978, States and municipalities
issued more than $4 billion of these tax-exempt revenue
bonds for single-family housing, up from only $36 million
in 1971. Moreover, most of the increase has occurred since
1976.

Although a few State agencies began to issue small amounts
of single-family tax-exempt bonds in the early 1970's, most
other State agencies adopted the practice in 1977 and 1978.
Many of these were located in rural southern and south-
western States, where single-family housing is the
predominant housing mode. The first issue of tax-exempt
single-family bonds by a city was in July 1978, when the
City of Chicago sold a $100-million issue for homebuyers
with annual incomes up to $40,000 (the average income of
participants was $20,750). .

Because interest on these bonds is tax exempt, the bond
proceeds can be used to make mortgage loans at approx-
imately 2 percentage points below conventional mortgage
rates. The security for the bonds is a pool of mortgage
loans made with the bond proceeds, and the bonds are
serviced by principal and interest payments collected from
the individual mortgagors. The bonds are not backed by the
credit of the municipality issuing the bonds.

In 1968, Congress restricted the use of tax-exempt bonds
for housing to "residential real property for family
units." The statutory language was written, however, at a
time when all housing bonds were for low- and moderate-
income multifamily projects; revenue bonds for single-
family housing were unknown until the 1970's.

Under current law, there are no general restrictions on who
can benefit from these subsidize , low-interest-rate

mortgage loans. States and municipalities are free to
establish whatever criteria or restrictions they consider
appropriate. Most have established income limits for
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participating households, but these annual income ceilings
have ranged from $18,000 in Pueblo, Colorado, to $50,000 in
Evanston, I1linois, and $60,000 in Anchorage, Alaska. Most
localities have established income limits of approximately
$30,000. Average income of participants has been less than
the ceiling. According to the most recent Census data, 89
percent of U.S. households had incomes below $30,000 in
1977, and 98 percent had incomes below $50,000.

Reasons for Legislative Change

HUD and Treasury agree that the potential growth of mort-
gage revenue bonds is enormous. In 1978, approximately
$176 billion of gross new mortgage loans were made for
single-family housing. The total of all mortgage revenue
bonds in 1978 amounted to less than 3 percent of this
volume. However, municipalities have just begun to use
this new tax-exempt vehicle. Only about 12 States cur-
rently permit local jurisdictions to issue single-family
mortgage revenue bonds, but enabling legislation has
already been introduced in several additional State legis-
latures. The vast majority. of States can be expected to
pass enabling legislation within the next few years.

HUD and Treasury also agree that, absent Federal legisla-
tive limitations, there will be substantial growth in
single-family tax-exempt revenue bonds from their current
1978 levels. They do not, however, agree on the potential
extent of the unrestrained growth.

HUD believes these bonds would not account for more than
between 10 and 20 percent of the single-family mortgage
market in 1984 for the following reasons:

While a larger share might be possible, HUD believes
that, at a 20-percent share of the mortgage market, the
impact of these mortgage revenue bonds on the tax-exempt
market would be so severe that States would be forced to
either petition Congress for a limitation or band together
Jointly to limit the use of these bonds.

. While in certain isolated instances the market pene-
tration may currently exceed 20 percent, this will only
occur for those localities that are the first to take
advantage of the tax-exempt vehicle. These first few
localities can achieve substantial penetration rates
without impacting significantly the total tax-exempt
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market; however, all communities together cannot enjoy.this
first-in advantage. Current experience is not a good
indicator of future total market penetration.

. Even though early local issues have been large enough
to finance between 20 to 30 percent of the annual local
market, HUD believes this may decline once the newness of
the vehicle wears off. HUD does not believe that rating
agencies are more likely to give higher ratings once the
bonds become more generally used.

Treasury believes that in 1984, between 10 and 50 percent
of gross mortgage originations on single-family houses may
be financed by tax-exempt bonds. (In the longer run,
Treasury believes that significantly more than 50 percent
of all single-family mortgage originations may be financed:
by these bonds.) Reasons Treasury believes the market
share will be closer to the upper end.of this range in 1984
include the following:

. There is no economic reason for. the growth to be
self-1imiting. While the current differential between
taxable and tax-exempt interest rates may be narrowed,
there is. no evidence it will become so small that the
subsidy provided to homeowners will disappear.

. At no cost to itself, any locality can provide sub-
stantial benefits to its residents. There will be no
incentive to States or localities to impose restrictions
themselves.

-- Once some localities issue mortgage revenue
bonds, the citizens of other localities will demand "“equal
treatment." Thus, competitive considerations will force
localities to issue ever-increasing amounts of these
bonds.

. == No single locality will have any incentive to
restrict the use of these bonds. So long as other locali-
ties issue mortgage revenue bonds, any rise in tax-exempt
rates caused by these bonds would affect a locality regard-
less of whether it issues them.

. Based on past experience, it will take only a few
years for the vast majority of States to pass legislation
authorizing the issuance of these bonds. (The number of
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States which had enabling legislation for pollution control
bonds increased from eight in 1971 to 43 in 1974.)

. Experience demonstrates substantial market
penetration.

-- In Oregon, where the State issues bonds to pro-
vide veterans with subsidized mortgages, about 90 percent
of all eligible homes are financed with tax-exempt bonds.

-- The local single-family bonds issued to date have
been large enough to finance between 20 percent to 30 per-
cent of the annual local mortgage market. This share is
expected to increase for future issues once the rating
agencies become accustomed to this new financing vehicle
and drop their reluctance to give AA ratings to issues with
higher penetration rates.

The amount of single-family mortgages originated in 1984 is
projected to be around $400 billion. Mortgage revenue
bonds for single-family housing in 1984 could range from
$47 billion to as much as $235 billion. Even at only a
10-percent share of the market, single-family mortgage
revenue bonds would have a number of serious impacts:

. The Federal budget deficit will increase substan-
tially due to the revenue loss. At a 10-percent share of
the mortgage market, these bonds would generate an annual
loss in Federal revenues of about $200 million in 1980,
$500 million in 1981, increasing to $2.5 billion in 1984.
However, revenue losses could amount to over $400 million
~in 1980, $1.6 billion in 1981, and $11.2 billion in 1984,
if these bonds account for 50 percent of all single-family
mortgage originations.

The cost of tax-exempt borrowing for other social
purposes, especially low-income multifamily housing, will
be increased significantly. Estimates range between a 1-2
percentage point increase in the tax-exempt interest rate
by 1984.

The disruption in the structure of mortgage credit
markets could jeopardize the viability of some federally
insured financial intermediaries.



HUD and Treasury agree that the current situation is
unacceptable. There is disagreement, however, about the
appropriate corrective action.

Alternatives

‘There are three basic alternatives for changing the current
unrestricted use of mortgage revenue bonds for single-
family housing:

. Eliminate them: This is the Treasury and Ullman bill
position.

. Target them to geographical areas and to low- and
moderate-income families: this is the HUD position.

-« Eliminate the single-family bonds but substitute a
targeted, direct expenditure, homeownership subsidy
program.

Treasury Position

Treasury believes the use of tax-exempt bonds to finance
mortgages for single-family houses should be prohibited.
If additional Federal subsidies for such ‘housing are
desirable, direct spending programs should be used.
Tax-exempt financing should be 1imited to low- and
moderate-income multifamily rental housing.

The Treasury position is the same as the Ullman bill.
Thus, Treasury believes the Administration should support
the Ullman bill.

Reasons for the Treasury Position

. We cannot afford mortgage revenue bonds as additional
subsidies for single-family housing.

-- These bonds are enormously expensive and, by
increasing the budget deficit, will make more difficult the
commitment to achieve a balanced budget. Unless these
bonds are prohibited, we stand to lose between $500 million

and $1.6 billion in 1987 sdepending on the volume of

bonds), and as much as $11.2 billion in 1984 (see
attachment).
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: -- These bonds are inflationary, not only because
they add to the budget deficit, but also because they
interfere with the ability of monetary policies to dampen
inflation. Proliferation of these bonds will substantially
insulate housing from the influence of either fiscal or
monetary policies. The newly authorized money market
certificates have provided funds for housing at market
interest rates during this cycle, whereas in previous
cycles credit to housing was reduced. These bonds will
have the effect of providing not only increased amounts of
credit but doing so at below-market rates.

: -- These bonds will retard capital formation by
drawing capital into housing at the expense of investment
in plant and equipment, which is urgently needed to help
improve lagging U.S. productivity. This shift of capital
will further the imbalance between housing prices and the
'stock market created by general inflationary trends.

i

; -- These bonds will add to an already substantial
commitment of Federal resources supporting single-family
housing, including mortgage credit and insurance programs,
direct expenditure programs, and tax expenditures. Tax
expenditures alone will amount to $17.3 billion in 1980 and
over $31 billion in 1984 (i.e., deductions for mortgage
inte;est, property taxes, special capital gains rules,
etc.).

.« Even if we could afford additional subsidies for
single-family housing, these mortgage revenue bonds would
not be acceptable as a means to provide the subsidies.

-- Mortgage revenue bonds are a "back door" subsidy.
From the Federal Government's perspective, there is no_
fiscal control over tax-exempt bonds. They are not subject
to any budget constraint or review. No agency is account-
able for them. Congressional authorizations and appropria-
tions are not needed. In short, they are a completely
open-ended and uncontrollable subsidy.

-- Mortgage revenue bonds are wasteful and
inefficient subsidy mechanisms. Tax-exempt bonds are an
nefficient means to provide a subsidy because
the revenue loss to the Treasury exceeds the savings to the
issuer. For each $1.00 of revenue loss on all tax-exempt
bonds outstanding, the issuer gets only about $.75. The
remaining $.25 is a windfall profit to wealthy investors.




-- Mortgage revenue bonds are particularly ineffic-
ient since only about $.82 of each $1.00 of bond proceeds
is actually made available for mortgage loans. The
remaining $.18 is used for underwriter's fees, reserve
funds, insurance premiums, etc. '

-- Mortgage revenue bonds will make our income tax
system more unfair. While the wealthy will be able to
shelter billions more of their income by buying these
bonds, the taxes of lower income people will not be
affected. Thus, the net result of mortgage revenue bonds
is a less progressive income tax. We certainly should not
make it any easier for the rich to avoid paying taxes.

-~ Mortgage revenue bonds will force a significant
increase in tax-exempt interest rates, thereby driving up
- State and local borrowing costs for schools, roads, and
~other traditional public projects. The cost of borrowing
for multifamily housing projects aimed at inadequately
housed low-income families will rise the most. Thus, mort-
gage revenue bonds will actually increase the cost of
shelter for those most in need.

. Prohibiting the use of mortgage revenue bonds will
receive substantial public and congressional support.
Their use has been strongly criticized by such diverse
editorial opinion as The Washington Post, The Wall Street
Journal, and The New York Times. Further, Treasury
believes that this position is the best place to begin,
assuming that we may have to compromise.

. Any program to provide assistance to homeowners does
not -benefit the poor, since they simply cannot afford
homes. Our first priority in housing should be to provide
shelter to those most in need.

Reasons Against Treasury Position

HUD believes that the prohibition of tax-exempt mortgage
revenue bonds for single-family housing:

. Would remove a useful local initiative for increasing
homeownership, especially if targeted to low- and moderate-
income families.

. Is inconsistent with general Administration policies,
which have attempted to link the various levels of
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Government with the private sector in providing innovative
solutions to urban problems.

. Raises serious equity problems for low- and moderate-
income families since, under current tax law, they do not
derive the same tax benefits from homeownership as higher
income families. In HUD's view, eliminating this tax
expenditure for low- and moderate-income families would
make the tax system more unfair by denying these lower
income families an opportunity to become homeowners and
thereby receive any tax advantages from their housing.

. Is politically unrealistic; while the Congress would
be receptive to certain Timitations, it is doubtful they
- would be receptive to total prohibition; State agencies
would object strongly to a complete prohibition, since they
have been using tax-exempt financing for single-family
housing since the early 1970's, although in substantial
volume only in the last 2 years. This is because most of
the southern and southwestern States have just recently
established their agencies, and, in these predominantly
rural areas, single-family housing is the predominant
housing form.

. Will not seriously retard capital formation since
most capital formation is accomplished through internally
generated funds, not from borrowed funds from the taxable
or tax-exempt market. '

. Will receive a great deal of opposition from the
States, the investment banking community, and civil rights
groups.

_ . Is a drastic measure to achieve budgetary savings;
HUD's proposal to target their use would reduce these costs
by more than 50 percent in 1980, 1981, and 1982.

« Will hurt low- and moderate-income families who could
benefit from a targeted use of this subsidy, as HUD
proposes.

n gddition,to the concerns on eliminating mortgage revenue
onds for single-family housing, HUD opposes the Treasury
position and the Ullman bill. because both would prohibit

mixed iqcome multifamily projects. The Department has been
attempting to encourage economically integrated projects
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and such a prohibition would effectively terminate such -
efforts. -

HUD Position

HUD's position on the use of single-family bonds is to
target their use in the following ways:

. For families purchasing homes in urban areas (i.e.,
areas eligible for grants under the Urban Development
Action Grant (UDAG) program), there would be an income
limitation of 120 percent of area median income.

. For families purchasing homes located in Community
Development Neighborhood Strategy Areas (NSA's), whether or
not the NSA is located in a UDAG city, there would be an
income limitation of 200 percent of area median.

. A1l other purchases would be prohibited.
This alternative would reduce the currently estimated tax
loss from single-family mortgage revenue bonds by approxi-
mately 45 percent (see attachment).

Reasons for HUD Position

HUD recommends that the use of single-family mortgage
revenue bonds be targeted to support the Administration's
urban policy and to make homeownership affordable to
moderate- and lower middle-income families. Targeting
these bonds to select NSA's for families with incomes up to
200 percent of median would: 3

. Be a natural extension of the Administration's urban
policy, which encourages the revitalization of our urban
areas through a public/private partnership and innovative

solutions.

. Help build city tax bases by encouraging the reloca-
tion of middTe- and upper middle-income families in
distressed urban areas.

. Help overcome mortgage redlining problems within
these NSA's.
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Allow States and local governments to continue to use
tax subsidies rather than a more administratively complex

and political uncertain direct expenditure program.

Providing these subsidies for families in urban areas with
incomes less than 120 percent of median would also:

. Help those moderate- and lower middle-income familijes
purchase a home who are currently being priced out of the
housing market by high interest rates .and high housing

prices.

. Reduce the current inequitable distribution of tax
subsidies for homeownership.

Finally, HUD believes that geographical targeting of
Federal programs is not only essential in an environment of
scarce resources, but is also politically viable, as our

experience with NSA's and the UDAG program demonstrates.
HUD also believes that it can monitor the decisions of
State and local governments to insure that geographical

-targeting is obtained.

Reasons Against HUD Position

. It is too expensive. The revenue loss for 1981 will
range from $232 million to $773 million (depending on the
volume of bonds), and between $1.4 billion and $6.3 billion
in 1984 (see attachment).

. The lower middle class (i.e., familijes with incomes
less than 120 percent of area median income) are not priced

out of the housing market. They are active homebuyers and

don't need more help from the Federal Government to afford
homes. More than 57 percent of the lower middle-class
already own houses. Moreover, they account for more than

40 percent of all homebuyers.

. Geographic targeting for mortgage revenue bonds is
unworkable. ' '

-- It won't get through Congress. Proposals for
geographic targeting always encounter serious political
difficultis. Congressmen are understandably reluctant to
support a program that excludes their jurisdictions. The
Administration experienced this problem last year with
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targeted industrial development bonds and investment credit,
proposals.

-- If targeting does get through Congress, the
targeted areas are likely to be quite extensive, perhaps
including more than half the population of this country.
If this is the case, there will be no effective restraint
on the use of mortgage subsidy bonds. Any possible bene-
fits of targeting will disappear and we will be faced with
an enormous volume of these bonds. -

. These mortgage revenue bonds remain an inefficient
and uncontrollable "back door" subsidy.

It requires Treasury to propose.the use of tax-exempt
bonds on their own to fund a subsidy program. This is
something that the Treasury has never done before, although
tax-exempt financing has been used in conjunction with
other direct subsidies. If we do so now, tax-exempt bond
programs will become fair game for every interest group.

We will be in the untenable position of having to oppose
the use of tax-exempt bonds in other areas on the ground
that the purpose is not sufficiently worthy.

. The impact on urban city tax bases may be small.
Available data indicates much of this subsidy is Tikely to
go either to current residents or those who were intending
to relocate in the area anyway.

. If HUD is to be.given authority to determine the
communities which get the Federal subsidy, the appropriate
vehicle is a direct expenditure program charged to HUD's
budget and approved by the relevent congressional
committees.

. HUD's proposal does not support some Administration
policy principles. First, there is no "partnership" with
the Federal Government because these bonds cost the State
and lTocal governments absolutely nothing. Second, the
Administration has given low priority to housing programs
for moderate- and middle-income homeowners.

Direct Expenditure Substitute

This option would eliminate mortgage revenue bonds for,
single-family housing as would the Treasury position, but
would substitute a targeted HUD direct expenditure program
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to provide some support for homeownership. The direct
expenditure program could be designed to:

. Provide a 2-percent interest subsidy comparable to
the current mortgage revenue bond subsidy.

. Subsidize the same number of single-family housing
units financed by mortgage revenue bonds in 1978 (about
100,000 units).

. Target the mortgage interest subsidies to HUD-
designated NSA's. '

. Limit participants to households with incomes less
than 120 percent of median.

. Set a sales price 1imit on homes which could be
purchased through the program of $65,000.

« Provide for recapture of the total amount of the
Government subsidy in the event the home is resold, unless
that amount exceeded 60 percent of the appreciated value of
the house. .

Eliminating single-family mortgage revenue bonds but
substituting a modified HUD homeownership assistance
program has a number of advantages. Specifically, this
alternative:

. Establishes fiscal and budget policy discipline on
homeownership assistance by substituting a HUD expenditure
program, which must explicitly compete for available hous-:
ing resources, for an uncontrollable Treasury tax subsidy.

. Is politically more palatable than the Treasury
proposal.

. Is a more efficient homeownership subsidy than tax-
exempt revenue bonds.

There are, however, a number of disadvantages to
substituting a modified direct expenditure program for
single-family tax-exempt bonds. In general, this
alternative incurs a significant political risk that
Congress will accept the direct expenditure program
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expansion but not eliminate the single-family mortgage
revenue bonds.

Relative to the Treasury proposal, this option has some
disadvantages, since it:

. Still provides a significant increase in the budget
deficit to support a housing program--homeownership assist-
ance--that has a lower priority than housing programs which
target assistance to low-income families living in sub-
standard housing. '

. Will provide additional subsidy support for the
single-family housing sector, which Treasury believes
already receives an exceptionally large amount of Federal
resources.

Relative to the HUD proposal, this option has some
disadvantages:

. Converts a locally developed tax subsidy program into
a Federal direct expenditure program, which is not consis-
tent with Administration policies to encourage local
governments to take care of their own needs.

. Because of its lower income eligibility limits (120
percent of median income), it may not provide equivalent
benefits to distressed city tax bases, which HUD antici-
pates would accrue from the HUD proposal.

Attachment



Current policy:
10% share
50% share

Treasury Position
(prohibit bonds)

HUD Position
(target bonds)
10% share
50% share

Direct Spending
Substitute**

* Tax losses are shown

1980 1981

0 BA 9
187  --- 499
432 --- 1,635

1 0

82 --- 232
191 ——- 773
--- 3,750 125

as>out]ays.

** Does not reflect any reduction in BA
balances are assumed

to fund program

required due to recapture provision; carryover

Budget Impact*

in MiTTions)

(DolTars
1982
BE O
- 982
--- 3,873
- 0
-—- 488
--= 1,956
3,750 250

in 1980.

1983

3,750

375

3,750

2,478
11,227

1,383
6,339

500
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THE CHAIRMAN OF THE
COUNCIL OF ZECONOMIC ADVISEZRS -

WASHINCGTON

May 4, 1979

MEMORANDUM FOR JAMES T. MCINTYRE ’/é >

-FROM: Charles L. Schultze - #"b

Subject: Tax-Exempt Mortgage Revenue Bonds for Single-
: Family Housing L

The Council of Economic Advisers supports the Treasury
position that further budgetary support, either direct or
. indirect, for owner-occupied housing is not needed at this
time. The pr1nc1pal reasons for this judgment are the
following:

o Substantial assistance to single-family housing
is already provided through tax deductions,
direct expenditures, and mortgage credit and
insurance programs.

o Decisions on the allocation of Federal resources
- between housing and other sectors have already
been made as part of the normal budgetary cycle.

. == There are no new factors that would indicate
a need to reorder priorities in favor of
housing.

-- Making allowances now for this sector
would make it more difficult to deny
other expenditure requests that will surely
come along.

o In general, decisions about subsidies to housing
should be addressed specifically through the
budgetary process, rather than being a fait accompli
that the Government predicts, rather than controls.

-~ Visible subsidies directly voted on by
- the Congress are more likely to lead to an
appropriate welghlng of both costs and
benefits. \
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Even if we did see a need for further subsidies to housing,
we would oppose tax-exempt bonds as a means to achieve those
subsidies. '

O

Tax-exempt mortgage bonds are an inefficient
form of subsidy, since the tax expenditure must
also finance windfall gains for high-income
investors, fees for investment bankers, and
heavy administrative costs.

Rapid growth of tax-exempt mortgage revenue bonds
will drive up tax-exempt rates in general, increasing
the cost of projects that are of higher public
priority than single-family housing.

Tax-exempt mortgage_revenue bonds will/have an
undesirable effect on income distribution.

== By lowering the tax burden of the wealthy,
they may well necessitate a higher tax burden
for lower- to middle-income families.

-- While raising the tax-free interest rate
earned by high-income people, they will put
downward pressure on unsubsidized mortgage rates
and, hence, on the deposit rates that thrift
institutions can offer smaller savers.

-- We consider it unlikely that a significant
part of these subsidized mortgages would go
to truly low-income families, even under the
HUD proposal.

We are quite concerned that rapid growth of these
instruments would be potentially disruptive to normal
housing finance channels and particularly to thrift
institutions.

-- High income depositors would move funds into
tax-exempts, and lower deposit rates at thrift
institutions might well mean a loss of other
deposits as well.

~-=- In some dreas the demand for nonsubsidized

- . mortgages may fall off sharply, but there is
no reason to assume that these would be the
same areas where thrifts experienced large
-drains of funds.
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-- Economic factors could make the subsidy to
be gained by issuing tax-exempt mortgage
revenue bonds highly variable over time.
Traditional housing finance channels probably
would not be able to adjust levels of activity
to offset large variations in the amount ©of
subsidized funds available. The result might
well be a return to the days of housing "crunches."

In conclusion, we strongly oppose the use of tax-exempt
bonds to finance owner-occupied housing. Although the Government
may, at some time in the future, consider a proposal such as
the third option, we do not consider this the appropriate
time to introduce further subsidies to owner-occupied housing
-- particularly subsidies where the income test is 120 percent
of the area mean.

Our comments on the memo that you distributed are attached.



Comments on Proposed Memo

_ The memo is quite long and could be tightened up.
The format leads to repetition, as a "con" on the Treasury
position, for example, gets reiterated as a "pro" on the
HUD position. Why not simply list the three proposals and
summarize the advantages and disadvantages of each? Also,
the three pages of discussion (pp. 3-5) on what share of the
mortgage market could go to these bonds should be cut
substantially since it (1) is inconclusive, (2) focuses on
unconstrained growth, which nobody is proposing, and (3)
should not be a determining factor in a decision on this
issue. A shortened version could simply emphasize the very
great uncertainties as to the potentlal growth and revenue
cost of this instrument.

We would like to propose three new paragraphs for
insertion in the final version of the memo. These are
attached as Inserts A, B, and C. We would also like to make
the following page-by-page comments:

AY

. P, 1

The inefficiehcy of these instruments as a means of
providing subsidies and  the income distribution effects should
be 'hit in the initial summary of the Treasury position in

'para 4. The "fight inflation" argument is weak and should
not be-overplayed. (See below)

_p.2

Would suggest adding in the second full paragraph the
fact that' local issues had already reached $1.6 billion by
April 1, 1979 and were fully $1 billion in the first quarter
of this year. This is striking.

D. 4

The point in para 3 about growth not being self-limiting
is overstated. The CBO report indicated that you need a
150 basis point spread between mortgage rates and tax-exempt
rates to give any subsidy at all. The cutoff point would be
greater than this because communities are unlikely to bother
if the subsidy is small. It seems likely that there is some
share of the mortgage market at which that cutoff would be
reached. The point is that we do not know whether that cutoff
is 20, 50, or 70 percent of the market. Also, the cutoff
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could change abruptly and significantly with changes in

tax policy or changes in the level and structure of interest
rates. HUD is right that penetration rates of early entrants
are not relevant for determining the penetration rate that
the market could ultimately support.

P. 7

" The argument that the bonds are inflationary and
undermine monetary policy is also overstated. The real
issue is that the bonds would change the sectoral impact of
any given degree of overall tightness. In the past, monetary
policy hit the housing sector disproportionately. The
introduction of the MMC has given housing finance institutions
an instrument with which they can compete for funds during
high rates, and monetary policy now affects housing and non--
housing activity more evenly. If states and localities
tended to accelerate the issue of tax-exempt bonds during
periods of monetary tightness, a likely possibility, this
would mean that, compared to the present situation, a given
degree of overall tightness would have relatively less impact
on housing and, therefore, would have to have a greater
impact on non-housing.activ1ty :

We believe the argument in para 2 of page 7 is incomplete.
First, to some extent these bonds will be a substitute
~for, rather than an addition to, other types of housing
finance. Second, rising rates on tax-exempts will probably
mean less borrowing for other types of state and local
spending. . Business investment would only be affected to
the extent that these two factors did not offset the growth
in tax-exempt mortgage bonds.

At the end of para 3 on page 7 we would suggest noting
that the mortgage bonds involve a double subsidy. The
borrower gets both the subsidized interest rate and the
interest deduction on his taxes.

P. 8

~ The lowering of the tax burden for the wealthy (para 2)
could well result in an increase in taxes for lower- and
middle-income taxpayers.



P. 9

We don't understand the argument about "mixed income
multifamily projects." How did HUD foresee these programs
being financed before Mr. Lopp came up with the idea of
having localities issue tax-exempt single-family mortgage
bonds? Can't these projects be financed through other
programs? :



Insert A

The growth of mortgage bonds could be disruptive to
normal housing finance channels and could jeopardize the
viability of some federally-insured financial intermediaries.
Institutions serving high-income areas will lose depositors
to tax-exempts; institutions in areas offering substantial
tax-exempt financing will face sharp drops in demand for
unsubsidized mortgages. - The impact on individual thrifts
could be dramatic. Furthermore, the volume of tax-exempt
financiﬁg in a particular area.may be highly‘efratic/
depending not only 6n political decisions and institutional
changes but also on‘the relationship among téx-exempt rates,
conventional mortgage rates, and usury ceilings. "It is
 possible:that in some afeas normal financing channels may
be completely undermiﬁed, making mortgage bond finéncing
'necessary even when it no longer provides a §ignificant~

subsidy.



“Insert B

Extensive use of mértéage bonds will put downWard
pressure on moftgage rates in general, thereby lowering the
réte of return which thrift.institﬁtions can offer to
depositors. ‘Therefore, while rising tax-exgmpt interest
vrates_will produce windfall gains for high-income savefs, small
saveré will»faCe reduced returns on their deposits. This-is
unacceptable not only'becaﬁse of the implications for income

distribution, but'also‘becaﬁse the elderly account for a

large proportion of deposits at thrift institutions. The

"small saver" problem, already a political issue, will be_

exacerbated.




Inéert C | ' o ?

Lower -income families are likely.to receive little
benefit frém the,HUD proposal if>local programs continue
td be administered, as they generally are now,‘by}thrift
instiﬁutions which are instructed to apply their normal
credit worthiness-ériteria.b The subsidized fund§ will go
only to those whovare'régarded by the thrift institutions
as the best credit risks, and are thus most likely to go

to families ét the higher end of the allowed income range.
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: THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR: THE PRESIDENT

FROM: STU EIZENSTAT

SUBJECT: Use of Tax-Exempt Bonds to Finance Kousing
The attached memorandum from Jim McTntyre discusses the growing
use of tax-exempt bonds to finance single-family and multi- T
family housing. This memoranduin provides my recommendations

on the three Xey issues -- the use of tax-crxenpts for multi-

femily housing, Veterans hcusing &nd singlce-fanily housing.

Maolti-Family Housing:

We concur with O{Birmrg§§23y and BUD that multi-family housing

should remain igible for tax-ecxempt financing. @e, therefore,

lecommbndffhdt Tlnusury s testimony before the Ways and HMeans

Cormittee express concern that the limitations on multl f(mnly

housnng in the Uliman Hill are too lcstrnctnxe. "e make this

recommendation for several reasons:

o Tax- cxempt financing of multi-family housing is not a

Egghlrm. The volume of multi-{family housing financed
“through tax-crempts 1s relatively low ($3 billion annually),
very stable end the existing multi-family programs have

served primarily low-income and moderate-income houscholds.

©0 The Ullman blll_frecludcs all mix-income hou51ng pJOjects,

in which low- income families are mired with miadlce—-incone

and some upper-income houscholds. By oeimltt{ng only multi-
family projects that are e:clggigfly for low-income families,
the Ullman bill eliminates eiactly the type of mixed-income
project that HUD has encouraged 1in the Jast two vears.

Thirty to fifty percent of the multi-femily housing currently

flnunhed _through tax- exempts would no IOﬁrcr be eligible
for asswsfance. -
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o Without the benefits of taex-exempdtion, multi-family
housing will lag cven further below needed levels.
All housing experts acgree that the principal problem
in the housing markets today i1s a lack of multi-family
construction and a shortage of rental units. Tax-
execmption provides essential support to this portion of

the market.

o Tax-exempt flncnc1ng of multi-family housing is critically

impgr*“nt to the cities, particularly those in the North-

=

‘east and Midwest.

Veterans lousing:

The Ullman bill contimies tax-excmption for Veterans housing
programs that are financed through general-obligation bonds

ved by the "full faith and credit" of the State or locality).
e currently cle four such programs (Orecgon, Texas, Wisconsin. .
Full‘ornla). They account for approximately $1 billion of
cax-cexcmpt bonds annually, alwost half of which are issued by

gon. while this provision is politically important to Cong.

“‘(‘J
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nan, we believe that it is so ineguitable substantively that

we Shou]d o*pObe 1t in our Lest?monv iWWwe have the following

LOHCL,]. ns:

o The potential budget ll:DlllLy from these programs 1is I

verx»lalge. With only four States participating, the
volume of Veteran's bonds already is $1 billion uunuallyu
1f Veteran's housing is the only housing cligible for ta
exemption, it is likely that all fifty States would soon

develop Veterans programs, crcecating a serious budget threat.

o There is no rational justification for selecting Veterans

for special assistance, Dar{lcu] arly when we are Lhklng

this same. aid away from non-Veterans with much lower

incomes. 1In fact, Vetecrans already receive substantial

housing subsidies through the VA housing programs.

o It is unwise to encourage States and citices to put thelr

“fu]l faJLh and credit” LOhlnd these hovsung honds for
two reasons. First, USlng ‘general obligation Londs to
flnance “housing will raise bhorrowing costs on other gcneral
obligation bonds that are issued for more legitimate public
purposes. Sccond, the distressed cities and States with

the weakest credit ratings (i.e. Detroit, Newark, N.Y.,
Cleveland, Philadelphia, ctc.) will be unable to participate
in the procram because their credit is not’ strong enough

to support additional cencral obligation bonds. The pro-
grams permitted by the Ullman bill, in effect, could be

used only. by the wealthiest States and cities.




Single-Family Housing:

We share 0MMB's and Treasury's concern about the growing use

of tax-exempt bonds for single-family housing. We agree that
these procrems constitute a significant threat to our budget
deficit and, therefore, must bhe sharply limited. Ve also agree
that some States and localities have abused these programs (by
providing low-interest mortcages to upper-income houscholds)
and that these zbuses must be eliminated.

We are concerned, however, that the Ullman bill &aw cdstoo far
by eliminating some State and local hous 1ng proarams that serve
true public purposes. Some of these programs provide assistance.
only to low-income &nd mcdéerate-income fami lwes These programs
cenerally focus on distressed urban and rural arcas, where priveate
nortgage credit may not otherwise be available in sufficient
amounts.

A ¢ood example is the State iousing Finance r~gency in Georgia, .
vhich ycu established when you were Governor. This acency has
financed approximately $100 million of single-family housing

bonds in the last two ycars. These bonds have financed single-
family homes for low-income and moderate-inceme families that )
otherwise could not afford a home. Eighty-five percent of the.
families assisted were first-time homebuyers. They had an average
income of approximately $12,000 and the averzce size of a mortcage
was $33,000. Most of these homes were financed in rural areas,
where multi-family housing simply is not appropriate.  The

Ulliman bill would totally eliminate this program. o

The States and cities that run these limited single-femily programs
agree that the abuses of tax-cxempt housing bonds must be eliminate
They also believe very strongly that these tax-cxempt bonds, when

limited ~szopr1ately, are an invaliuable Lool for urS&deng hOUanq
to low-incoime and moderate-incoime fumlllCS. " Many of these official
have expressed this view quite strongly to the Vice President,
Anne Vexler, Jack Watson, me and others within the last week.

They are strongly opposed to the Ullman bill. 1In fact, with the

exception of the budget, no other issue has ¢generated as much
reaction in the last year from State and local officials as the

Ullman bill.

On the other hand, Congressman Ullman is way out front on this
issue. He has put his political prestige behlnd his bill and

would be offended 1f weseirposed ( the pvov351ons tliat elimirate

tax-exempt financing of isingle-family housing. Even though most
observers agree that the Ullman bill is too restrictive to pass
/ .
r
R o 2pe
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Congress, they feel it would be harmful to our relationship
with Ulluan to oifer a specific alternative to his bill at this
time. ) -

Since there are some tex-exempt single-f mlly housing programs
that serve legitimate publlc purposes and since there are
extremely strong political pressurces on both sides of this
issue, we bhelieve that our testimony on sincle-family housing

should be scamecwhat more general. We sugcest that Treasury make
the ~ol10h‘ﬂg points in their testirmony:
ARV Ll Geliest y

'\
“,( I L‘ \\1\\‘
O gupports the general thrust of “the Ullman bill that
stringent l’ﬁltét]ﬁﬂs wouio be placed on single- Lemlly
tax-exempt housing bonos. 7/ Point - Out'_Mo\cver, that the.

are some examples of sincle-family heusing programs Lhat
do serve valid public purmncses, including:

1) providing housing to low=income and moderate-income
families that otherwise couvld not afford to purchase -
a home; ’

2) providing mortgage financing in distressed urban .,
and rural arcas whore pxivate financing 1is scarce.
C {~""Mk‘"\~

[
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o Suggest that 1f the QQ:::}E;C SO desires,.we.culd work:

with them to 4ry-to design a single-family program that
sexrves these purposes and that:

1) 1limits sharply the impact on the Federal budget deficit;

2) limits the program to families that recally need help
in buying a single=family house;. and

3) limits the progrem primarily to areas within a State
where mortgage credit 1s scarce.

o However, we would not support the use. of tax-exemption
for single-family housing unlcss it was very narrowly
defined and had a very limited budcet impact. If such
a limited program cannot be supported by the Committee,
we would strongly support climination of the use of LuA
exempts for single-family housing entirely.

This approach has scveral key advantages:
*- - ..‘F:f"'ﬂ

o It expresses our <strong support for snarply llmltlng
single-family tax-exempt bonds, but allows us to d<«ave-
cgen. the-possibhility~that-we-wild support a program that
mects narrowly defined public purposes and has a very




The Vice‘President)supporté this compromise position.

fecels

s
(9

limited budget effect. If such a program cannot be
agreed to, we shoula make it clear that we will
support total elimination of these programs.

It avoids alicnating a major part of our constituency
(State &nd local officials, housing interests, State
housing acgencies, etc.) on an issue zhout which they
feel very strongly. This is particularly important
since virtuvally everyone agrces that the Ullman bill
will not pass the Congress &as written. There simply

is no reason for us to take a formal position alienating
our censtituency when the negotiations have just begun.

It limits dameace to our relationship with Ullman by
not offering a specific alternative to his legislation
at this time.

. : AL
-3&(\'_ A '(&L. vesm aomeh R

2 Ul v \e e

hat we should not go this far at this time.

Summary of Recommendations:

We recommend that you ask Treasury to testify as follows before

the Ways and Means Conmittce:

1) permit use of tax-exemption for multi-family housing;

2) owppose the Veteran's housing programs; and

3)

Express support for the general thrust of the Ullman
bill -- that the use of tax-exempt financing for single-
family housing must be sharply curtailed. Point out,
however, that there are some State and local housing
programs that do serve Jegitimate public purposes and
that,_if_the._Committce.so-desires, wepwould work with
them to-continue tax-exempt financing of single-family
housing under very narrowly defined and limited circum-
stances. :

/f
( .
. ! . v
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~ ComwmTiLE 2 (/t ' .

-Treasury
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EXECUTIVE OFFICE OF THE PRESIDENT
| oe 7948
OFFICE OF MANAGEMENT AND BUDGET -

WASHINGTON, D.C. 205.03 ),-” /)l)
APR 30 1973 J/
o
MEMOPANDUM FOR THE PRESIDENT 7n° -
. . 9,“5 ’[o ”fof"
FROIM: A James T. McIntyre, Jr ' o wf /J“‘/ P>

SUBJECT: Status Report on E.O. 12044, Improving ‘“arp )

Government Regulations -/
%ﬂ ,f/laﬁ‘ )4

The attempt to change regulatory practices in place for many

years was bound to have uneven results. However, the Order

gave us a foundation for improvement and our experience Cabiney-
encouraged us to use it as the basis for the Administration's :
regulatory reform legislation. Wﬁ"[ 2/

Summary of Agency Compliance v _ . é;zz?

The Order required agency plans for implementing the specifics
and spirit of the Order. Of the 20 major departments and ‘
agencies, 6 appear to be undertaking a serious effort to

carry out your directive (DOT, part of HEW, Treasury, Energy,

EPA, and USDA) and 2 agencies appear to be potential problems
SBA, CSAY. It is too soon to know about the performance of

12 other agencies. More detailed assessments are included
in TAB A.

Several agencies have already taken notable action to improve
their regulations. For example:

The Labor Department is issuing clearer preambles
and explarations of their rules, performed several
regulatory analyses without waiting for final
publication of their revised procedures, and pro-
posed serious "sunset" reviews.

- Treasury significantly strengthened central over-
sight of regulations issued by various components
of the department.

~ HUD significantly lengthened the comment period
for significant regulations and has an effort
under way to rewrite their privacy regulations in
understandable English.

-~ Transportation produced a semiannuval acenda that
is an understandable and useful planning document

Electrostatic Copy Made
for Preservation Purposes




both for the Department and the public, mailed
it to 5,000 individuals and organizations and
is holding seminars for the public on the new
orocedures.-

- Agriculture is integrating the Order's require-
ments into its decision-making procedures by
placing regulatory analysis and environmental
impact analysis into a single decision package.
It has applied the Order to all departmental
policies and actions, not just regulations. .

- FDA requires a regulatory analvsis assessment
to decide if complete regulatorv analyses are '
‘required. We have recommended to the Department ..
that this procedure be adoptecd throughout HEW.

Evaluation

Our evaluation plan requires the. agencies to do minimal
record-keeping and contemplates continuing consultations
with the public. Our first report is due August 1. 'It.

-~ would be mcst helpful if you emphasize the Order's

" importance .at the time the plan is published in the Federal
- Register. If you agree, we will prepare talking noints fcr
an upcoming Cabinet meeting to:

1.. highlight the. need to evaluate effectiveness;

2. clarify and stress the 1moor+ance of sunset
rev1ews, .

3. applaud selected.agencies for»their.efforts;'and

4. 'empha51ze the importance to vour overall regulatorv
reform effort. :

Agree . V/// . Disagree
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ADMINISTRATIVELY CONFIDENTIAL

THE WHITE HOUSE

WASHINGTON

May 11, 1979

MEMORANDUM FOR: THE PRESIDENT

FROM: STU EIZENSTAT

SUBJECT: Jim McIntyre's status report on
E.O. 12044, Improving Government
Regulations

’

While this long list of various steps agencies have taken to
improve their regulatory.procedures no doubt shows that progress
is occurring, the unfortunate fact is that E.O. 12044 is not
showing concrete results important or dramatic enough to
convince Congress or the business community that the admin-
istration means business about regulatory reform.

Several months ago (in the attached 9/4/78 note) you asked
for a series of rules being "sunsetted" (like OSHA's 1000
rules) which you could announce. That has not been done.

In some cases agencies have failed to do the regulatory
analyses required by the Executive Order. We think this
requirement has improved agency operations, but there has
been little effort to assemble data on the benefits.

This situation has severely hampered our effort to sell
our regulatory reform legislation as an alternative to
across—-the-board legislative veto bills, introduced by
Congressman Levitas and others. (Our bill continues OMB's
oversight role.)

Administration spokesmen constantly face the charge that
nothing has been done to get results from the Executive
Order and nothing can be expected from the bill. To date,
other political leaders interested in the regulatory reform
issue -- such as Senators Ribicoff, Kennedy, and various
Republicans -- have not made this point. But their staffs
are becoming aware of it, and such an attack would not

be surprising soon.

We need a tougher oversight effort at OMB. If we can
demonstrate promptly and dramatically that the Executive
Order is achieving clear results, we may be able to sell
our concept -- that regulatory reform should be directed
by the President and agency heads, without legislative
veto or far-reaching judicial review of agency actions.
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The hour is late, however, and only top level interest in
this issue in OMB has a chance of turning public perceptions
around.

As an indication of the current level of interest at the
staff level in OMB, page 2 of tab b on sunset review
"highlights" was evidently prepared four months ago, as
it states EPA's new source performance standards decision
"will be issued in late February." As you know, that
decision (mandated by statute) is being considered now.

I suggest you personally discuss this with Jim, that you
remind him of your 9/4/78 request to develop dramatic
regulatory sunset announcements, that you ask him for
some examples of progress to praise, and examples of

bad regulatory management for you to rectify. We must
show that you mean business about regulatory reform, and
examples are the only way you can do it.

You should personally -- with public knowledge if appropriate --
praise selected agency heads who have produced concrete,
valuable reforms, and challenge '‘agency heads in selected

cases of egregious failure.



SCHULTZE/KAHN
COMMENT
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MEMORANDUM FOR THE PRESIDENT

. c’(/
FROM: Charlie Sch e
Fred Kahn

SUBJECT: OMB's Status Report on E.O. 12044,
Improving Government Regulations

9

We believe that Jim's memo reflects an excessively
optimistic view of the degree of agency compliance with
the Executive Order. 1In particular, it fails to reflect
the difficulties that we have had in getting several of
the major agencies--notably DOE and HEW--to conduct
regulatory analyses in conjunction with their important
proposed regulations. '

On the other hand, the memo is too hard on EPA.
We believe that Doug Costle should be especially
commended for complying with both the spirit and the
- letter of the Executive Order.

One important development that Jim's memo fails to
note with respect to the Department of Labor (in particular,
OSHA) is the danger posed by the pending Benzene case.
Until the Supreme Court decides this case next term, OSHA's
ability and willingness to consider economic factors in its
deliberations will remain in some doubt.

Finally, it appears to us that the items listed as
candidates for "sunset" review could stand a closer look,
and might well be expanded. None of the "sunset" candidates
listed by OMB has the potential for producing results as
dramatic as the elimination of the 1000 obsolete OSHA
standards.

In sum, compliance with the Executive Order has been
fairly good overall, but you should not be left with the
impression that the picture is better than it is. We will
work with Jim to help improve things.



TAB A




.~ AGENCY: . ACTION |
ASSESSMENT: Too soon to tell

"COMMENTS: The small number of regulations issued since
the final plan was approved makes it difficult
'to judge the agency's performance. The level
of attention given to the process for developing
. - regulations within the agency needs to be
- carefully monitored. The items listed on the -
- first agenda do not appear to be 31gn1flcant
regulatory actions.

- AGENCY: - : I. AGRICULTURE

. ASSESSMENT: Serious effort ..
B COMMENTS: -  Goes beyond réquirements for the Executive Order
' in public participation and includes a broad
- - definition of ""significant." :The Department has

established.and published a "decision calendar"
covering all types of regulatory actions, not
- just regulations. In addition, it requires an
impact analysis of all regulations, not just major
economic ones. Additional encouragement is needed
- however, to assure compliance with the plaln
‘Engllsh requlrement.

'Requlrements of the Order are belng fully
.integrated into Department procedures; they are-
not being viewed as an "add on" to traditional

.. -~ practices.
.~ AGENCY: . COMMERCE ‘
ASSESSMENT: Too soon to tell‘
COMMENTS : h ;hThere has been very_little-Federai Register...

activity so far and what has occurred has been
relatively unimportant. As expected, performance
varies from one sub-agency to another. Little
.. evidence of fundamental change in the agencies' A
procedures/practices, although there is considerable
©~ "lip service" paid to the Order's requirements.
Close monitoring  needed to ensure procedures are
_ meanlngful .

Only comment is that’ there is llttle ev1dence that -
anythlng has happened.

)



AGENCY: . - COMMUNITY SERVICES ADMINISTRATION e
u.ASSESSMENT:M”jPotentlal Problem : o R Rt

- COMMENTS: . Several 51gn1f1cant regulations have. been °
published recently that do 'not comply with:the
Order, particularly with regard to allowing a
'60~-day.:comment period OMB is closely monitoring

. agency actions and is working to change ‘internal

:‘jprocedures ‘to.ensure that staff with respon51b111ty

..for carrying out the Order are consulted and
‘review .all. proposed regulatlons.

Agency is prOpos1ng -a change to .its authorlzlng SRR
leglslatlon to make it easier to- comply w1th the

'Order.‘i L,
, AGENCY :- - COUNCIL ON ENVIRONMENTAL QUALITY
ASSESSMENT:. Too soon.to.tell
_COMMENTSEHJ.' The Council issues oniy two setsvof-reguiations.

The most. important set, regulations on NEPA, were -
‘developed ‘and proposed prior to the Executive
Order.. The Council was at first reluctant to
acknowledge the application of the Order. But -.

. .when :the final regulations were issued in November,
- the Council indicated that: the intent of the -
development .process and: the regulatlons themselves
were consistent with the Order. . It is too soon

.. to tell whether, in fact, the.regulations will

..~ reduce paperwork and streamline NEPA procedures.

AGENCY: .. _ DEFENSE

ASSESSMENT: . - Too soon.to tell -
COMMENTS:”- DOD has. set up staff responsibilities for carrying.

out the Order and appears to be making an effort

to reduce paperwork requirements and to reduce

and clarify regulations. DOD does not normally

think of itself as a regulatory agency. . After some
initial reluctance to apply the .Order, it appears

to have made an effort to put a.regulation manage-
ment system in place. Close attention reqhired to -
make procedures "real. . .

Department of the Army has establlshed an edltorlal
control unit to increase the use of plain English_
and to reduce the complex1ty of Army publlcatlons
and regulatlons. '



. AGENCY: .  ENERGY = .
ASSESSMENT: - Serious effort
. COMMENTS: "Significant" has been defined so that almost

all DOE regulatlons will be subject to the Order.

DOE requires republication of every regulation
~for public comment every five years. It has
__instituted 31 regulatory reform 1n1t1at1ves in fﬁ i
.“"“response to the Order. This effort con- _.. - =" . R
' P’stitutes DOE's sunset review. /DOE held 4. sets of -}
hearings on.the sunset targets. Internal ,
- department attention to the regulatory analy51s‘

requirement is improving.

DOE established'a.task.force chaired by the

Deputy Secretary to coordinate and lead a depart--

mental regulatory reform initiative. The Deputy

Secretary has attempted to create inter-Depart- -

mental competition by .trying to get DOE out-front
~‘on E.O. compliance, e.g., they were the first )
~J.department to publish; tried hard to go beyond S
. _the Order's requirement. Effort will be required

Ato make .the procedures meaningful..

RIS y.*:,‘ R

AGENCY: ENVIRONMENTAL PROTECTION AGENCY ) ;s_*};‘;;;:"”
'ASSESSMENT._ﬁ Serlous effort . S
QQEME§2§~ ;:-~The agency views itself as a model for the SRR

- principles underlying the Order .and has under-

: taken many regulatory reform projects in response
‘to the Order.  For example, each.program division -~
" is developing plaln English "model regulatlons"
Many of these activities, however, focus on D
- process and not fundamental reform of the way in
which environmental goals are achieved. Compliance
with the regulatory analysis requirement of the
Order is a potential problem. . . In its semi-annual '
agenda, EPA has not defined some costly regulatlons
as major, thus precluding thorough regulatory
review. -CWPS has criticized some of the economic
analyses that have been done as lacking adequate.
consideration of meaningful alternatives. Some
of these problems may be addressed if EPA's '
management and policy staff can give more attention
~to EPA compliance and pass off responsibility for
the Regulatory Council to the Council's new staff.

EPA has reoriented planning and management functions
under an Assistant Administrator to provide more
disciplined oversight over the regulatory development
process. This group has undertaken about 40 -
regulatory reform projects aimed at innovative T
techniques to supplement traditional command and
control approaches as well as 1mprov1ng and
simplifying procedures.




" AGENCY:

ASSESSMENT: -

COMMENTS : .

AGENCY:

. ASSESSMENT:

'COMMENTS:

AGENCY: :
ASSESSMENT:

COMMENTS:

" EOUAL EMPLOYMENT OPPQRTUNITY COMMISSION f_f.?fhf”f*

'—guldellnes on: rellglous dlscrlmlnatlon, ) _
T—guldellnes governing discrimination complalnts

';:ma]or new recordkeeping requirements governing‘
-w.-"the retention of information on job applicants ...
" that will be very costly to the private sector.

a regulatory analysis assessment .to substantiate

“Too soon to tell

Major upcomlng regulatory act1v1t1es 1nclude

received by grant-making agencies; and

OMB and CWPS have asked EEOC for an economic

2 assessment of the -new recordkeeplng requlrements.

: Major new recordkeeplng requlrement on: retentlon

‘of information on job applicants was revised just
" before publication to ensure compliance with the

-requ1rements of the Order even though ‘the agency S
report was not yet flnal

GENERAL SERVICES ADMINISTRATION
Too soon to tell :

GSA has a central control un1t to screen. regulatlons

“ for plain .English. Many GSA regulations are exempt . ..

from the Order but are covered by the Office of

. Federal Procurement Policy's program to simplify

and .consolidate procurement regulations. A recent

- . regulation on disposal of surplus real property
nfor.education'and'health purposes followed E.O.

.procedural requirements. .GSA has established ...
a central control unit to review agency Dl
regulatlons to assure plain. Enollsh L S

HEALTH, EDUCATION, AND WELFARE

" Serious effort: FDA, SSA, Education
. Too soon to tell: THS, Civil nghts, HCFA HDA

' HEW had a major reform effort (Operation Common

Sense). underway before the Executive Order was
issued. Several elements of ‘the program, however,
were not in compliance with the Order and extended
negotiations were required to assure compliance.
Some components of HEW are now going beyond :
requirements of the Order. FDA is now requiring




" AGENCY: : HEW -(CONTINUED) .

the decision whether or not to prepare a
regulatory analysis. OMB has encouraged HEW to S
‘adopt .this procedure throughout :the Department in
order to address the most serious problem with
HEW compliance--the .lack of commitment to con-
. ducting regulatory analyses and the lack of
. -adequate .documentation for decisions on whether
or not a regulatory analysis is required. In
~its recent agenda, HEW identified only two of
FDA's regulations out of hundreds of upcoming
regulations as needing regulatory .analyses. - These
determinations will be monitored closely. SSA
"~ has done well in using more plain English. 1In
: general Operatlon Common Sense ‘looks very . . :
“promising for ‘improving public part1c1pat10n and
recodlfylng regulatlons._ : C o

HEW revised Operatlon.Common Sense procedures to . ..
"bring the agency into compliance with the Order. -
However, after reviewing its first agenda, it is

" ..clear that careful monitoring will be needed to
assure compliance is not. "1n name . only '

 AGENCY: - -HOUSING AND URBAN DEVELOPMENT

ASSESSMENT: .. -Too soon to tell
‘COMMENTS:ZEi 'Department has an outStanding'plah for increasing

public participation. Compliance with the 60-day

- comment period has been spotty so far... However,
there has been a definite improvement:since HUD '~
‘published its procedures for implementing the E.O.

- Too. soon to assess other plans for expanding public

- _comment. General Counsel's office and top staff '
‘have good. understanding of the Order. : Training

- for lower-level staff will occur in February. A
Discussions are underway with Regulatory Council
on the necessity for conducting a regulatory
analysis-on six'upcbming regulatory actions;

HUD appears to be taking seriously the need ) o
“elevate regulatory issues to the Secretary and other ;-
. senior level officials. Prev1ously, such matters

.were buried within the various offices and bureaus.



- . AGENCY:

ASSESSMENT:

COMMENTS :

- AGENCY:

"ASSESSMENT:

COMMENTS :

AGENCY:

ASSESSMENT:

COMMENTS :

INTERIOR - . -~ - o . et
'Too ‘soon to tell o

© judge.

- The Department has a good plan for public
'~ participation and broad definition of "significant”.

Interior worked hard to develop its plan for

mining regulations, which have major economic
consequences, were developed in accordance with

. the requirements of the Order. CWPS gquestioned
- .some of the regulatory analysis and the extent
- of the regulations. . Interior is .not satisfied
"with the clarity of the writing of the regulation

and is currently redrafting some provisions. '

. Interior tried hard to do a good job in the
" regulatory analysis of the strip mining regulations
-and conducted the analysis even before agency

procedures. for carrylng out the Order were in

.;flnal form. . ... . L e T

v»JUSTICE
-Too soon to tell

The Office of Legal Counsel has been given
responsibility for assuring compliance with the
Order within the Department.. Justice is no longer

- resisting compliance with the spirit of the Order

and appears to be trying to do a good job. - But
with the few regulations affecting the public that
have been published recently, it is difficult to

The Executive Order has compelled the Department to

~establish departmental oversight of the regulations

issued by the component units where very little
oversight has existed before the Order.

. LABOR

.Too “soon to tell o

Labor has been slow in meeting procedural requlrements

Some comment periods have been less than 60 days
until OMB intervention resulted in extensions.

- However, it has done a good job on:its flrst sunset

. . implementing :the Order, but not enough regulations .
"“~have been published to assess total agency Sk
"performance. . The Order has strong policy-level - -
* support within the Department.  The new strip



‘AGENCY:

'AGENCY:

ASSESSMENT.V

- COMMENTS: - .

AGENCY:

ASSESSMENT:

" 'COMMENTS: -

-AGENCY:

. ASSESSMENT:

COMMENTS:

LABOR (CONTINUED)

review. llSt and it is wrltlng clearer preambles
for its regulations. Labor has done two '

7>xregulatory'analyses without waiting for

~publication of the final report: . one on the

'carc1nogen1c standards :and one -on. mlne safety
tralnlng programs.-

Establlshment of 1nternal procedures to elevate

51gn1f1cant regulatory dec1s1ons to . Secretarlal
level. . , S e

OFFICF OF MANAGEMENT AND BUDGET

L Too soon to tell

. The December 1. date for publlcatlon of. the first
agenda .was. missed. However, a serious effort has
.been :initiated to assure OMB compliance. An

internal directive. detalllng the new requlrements

: :lS belng c1rculated

Acknowledgement of the regulatory 1mpact of'many
circulars and. agreement to. .the requlrement for
public participation in. the development of " these

‘circulars, ls an 1mportant change’ in OMB S procedures.“

SMALL BUSINESS ADMINISTRATION

‘Potential;Problem

. After  a slow start or. two, SBA has established

- responsibility for the Order .in the General

. Counsel's office. :There has been little activity
.in the Federal Register. ..No evidence that the

agency understands its impact as a regulator or
is taking the Order's requirements seriously.:

STATE

:"T606 "soon to! tell I

No'significant new regulations have been published
since the approval of the final report. State

has agreed to review all of its regulatlons by

. May 15, -1979. _



AGENCY: . - .TRANSPORTATION .. . el S

ASSESSMENT. JASerlous effort _
COMMENTS: rajmTransportatlon has gone - 51gn1f1cantly beyond the
' "7 . requirements-.in many cases. ' The Department had

"+ ~underway a. program similar"to .the Order before
- the Order was issued and has willingly adapted
its program to comply with the Order. DOT uses
.:.the agenda as an internal management tool and -
requires that it be updated bi-monthly, for
internal -Departmental use. The semiannual
ca T ; agenda published for members of .the public is
wewiie . ... . - especially.informative. ..Over 200 of the 400
T : - regulations‘on the agenda are current.regulations
under review.” The Department has an active and
"iw1de-rang1ng publlc part1c1patlon program.

:EL:DOT strengthened a- departmental offlce (the General
“Counsel) to oversee the regulations being issued
by the very independent components.- of the Department.

" AGENCY:. . .. . TREASURY

. ASSESSMENT: _Serious effort ..
" COMMENTS: - . After getting off to a slow start, Treasury has

used the Order to strengthen .Secretarial oversight
. of the Department, especially.through increasing
responsibilities of. the Executive Secretary's
-office. .The Department,. especially IRS, is making
a significant effort to write clearer explanations
of its. .regulations and most Treasury regulatlons
now include the name of the author of the

" regulation. The most difficult area to judge so

- -far has been the seriousness of the effort to
.'rev1ew ex1st1ng regulatlons.

Strengthenlng central oversight of the regulations

issued by the Department when little, if any,

existed before the Order  and the component unlts
'-were very independent.

AGENCY: ._~_VETERANS ADMINISTRATION

ASSESSMENT: - Too soon to tell

COMMENTS : - VA has been reluctant to acknowledge the degree
to which VA requirements impact private sector
behavior. However, it has 1nst1tuted a review of

all VA directives and appears to be implementing
other provisions of the Order. Two significant
regulations (on pensions and educational benefits)



 AGENCY:

VETERANS. ADMINI STRATION - (CONTINUED)

are under development and will be monltored
closely -for compliance with the Order. Constant

- attention .will be needed to ensure the clalms

made in..the procedures are real"

*

" VA_expanded the scope of”its review prO§faﬁ.tOem;ﬁ:
- include VA directives, manuals, procurement
. .regulations, circulars, etc. ‘



TAB B




Highlights of Regulations Undergoing "Sunset" Review

Aqricultureb

-The Food Safety and Quality Service in the Department

of Agrlculture has annouced a major review of regulations
governing meat and poultry inspection to identify more'}
effective, less costly methods of 1nspectlon. '

i -Farmer's Home: Admlnlstratlon is evaluatlng minimum
' property standards established by HUD to determine
whether they can be modified to be more appropriate
to rural areas. Current standards are considered
unnecessarily costly for many rural families.

_-The Soil Conservation Service is reviewing existing
regulations governing the planning, approval and’
fundlng of watershed projects. Particular attentlon
is being focused on the quallflcatlon standards, whlch
determlne eligibility for Federal fundlng.

" Commerce

~ —Export Administration regulations governing such
" things as export of sensitive, high technology -

electronic equipment to Eastern European countries,
and trade with Rhodesia, Cuba, South Africa, and
others are under review.. The review will provide
important information for upcoming Congressional -
hearings on these issues and update U. S. policies
in line with changlng relatlonshlps with these
countrles., :

-The Marltlme Admlnlstratlon plans to review cargo B
preference ang_falr and reasonable rate regulations.

These .were -chosenifor review because of the effect
these regulations have on consumer prices.

Defense -

-The Army Corps of Engineers is reviewing the basic
regulations which govern the granting of permits to
discharge dredged or fill materials into the waters '
of the United States. The goal is to s1mpllfy “and
streamline these procedures.



";Energy

'—The Energy Informatlon Administration has underway
a major effort to reduce paperwork burdens created
by the Department. It is promotlng ‘the use of o
. sampling technlques to draw conclusions about overall .
- industry issues or needs and reducing the frequency of
reports._ ;t_ls halso, trying to standardize as much .
‘as poss1ble ‘the terms used on forms and the instructions
for filling out forms.. An element-by-element :
justification is also belng requlred for all proposed
DOE forms. : L e .

'—The Offlce of Conservatlon and Solar AppllcatlonS‘ ~
is reviewing existing requlations affecting plentlful or
twrenewable energy supplies to‘eilmlnate unnecessary

cost or delays involved in the development T
of sucn fenergy supplles.

Env1ronmental Protectlon Agency

‘-Ambient a1r quallty standards, Wthh ‘define the max1mum S 3‘”
amount of an air pollutant tnat is compatlble w1th an' adequate
margin of safety .to protect public health, are under review.

EPA has promulgated new regulations to control ozone --

the principal measurable ingredient in smog. Early this year,‘
the ‘agency |will issue revised standards on other major

air pollutants such as carbon monoxide and nitrogen oxides.
The ozone rules resulted in a 50% reduction in the existing
standard with an estlmated savings of more than $2 billion

in compliance costs..

-Revised New Source Performance Standards for Electric -
Utilities, which control the amount of pollutants
permitted of large, fossil fuel boilers,will be issued
in late February. These revised rules will have a
major impact on capital investment and technological
choices in the electricutility industry and the price
of electricity in the 1980's.

Equal Employment Opportunity Commission

-The Commission is reviewing its guidelines on religious
discrimination and the procedures for filing an EEO
complaint ‘in the Federal Government. These reviews
may have a s1gn1f1cant impact on the effectiveness
of our EEO programs.-




Health Education and Welfare

-The Department is_ developing a plan for comprehenSive RN
.review of all Federal regulations affecting the cost of _
institutional health care. The review seeks to

eliminate or revise requirements that place unnecessary

or counterproductive burdens on health care providers.

The goal is to assure the provision of quality health

care at reasonable cost.

‘:Housing&and.Urban Development

-Section 8 housing regulations which set minimum
building standards, and in part determine eligibility
for FHA loans are under review. R

-HUD privacy regulations will be revised to make them
more understandable and thus improve the overall - :
administration of HUD programs affecting the public

,—Office of Interstate Land Sales regulations governing
the registration, advertising, sales practices, etc., '
of land sold in interstaté commerce will be reviewed.
These regulations have been the subject of substantial -
public complaint in the past.

"Interior

-Rights-of-Way regulations mandated by the Federal
Land Policy and Management Act and the Mineral Leasing
"Act are being reviewed to reduce the reporting burden
of right-of-way application forms. More speCifically
the number of mandatory information items is being
reduced and consideration is being given to eliminating
the requirement for filing duplicate information with
subsequent applications.»

-The Geological Survey is conducting a complete review
and modernization of the on-shore o0il and gas operating
regulations which were last generally revised in 1942.

-The Fisheries and Wildlife Service is reviewing a series
of regulations on the identification and treatment of
endangered species and other wildlife to simplify and
clarify the language of the regulations and minimize-
reporting burdens. :



" Labor

-Federal Contract Compliance Program regulations are
being reexamined and rewritten to simplify and clarify
them and to ease regulatory burdens. This is a result,

“in part, of the reorganization of these functions to

‘consolldate them in the Labor Department

—Work hour and safety standards which affect all federally
assisted construction contracts are being revised to
reflect current policy and to clarify and simplify
language. A regulatory analysis will be prepared on
any proposed rev1s1ons.

-Mandatory safety standards for surface coal mines and
surface areas of underground coal mines are being rev1sed
to 1mplement 1mproved safety standards.

Small’BusineSS Administration

5 -SBA's procurement and technlcal assistance regulatlons
. which establish policy and procedures for prime
contracting, property sales, and subcontracting
assistance are undergoing a complete "overhaul.
This project was undertaken as a result of
substantial public interest in this area.

-Regulations governing SBA funding of Small Business
Investment Companies to provide venture and equity
capital to small businesses are under review, again
due to the amount of public interest and the 1mportant
public policy questlons involved.

Transportation

-The Federal Railroad Administration has initiated a
General Safety Inquiry which includes an in-depth
evaluation of existing safety regulations on inspection,
maintenance and repair of our railroad transportation
'system. Emphasis is being placed on the need to eliminate
or modify requirements, such as reporting and recordkeeping
rules, that increase costs without affecting safety.



-The National nghway Traffice Safety Administration

has underway a review of its regulations governlng

occupant protection in automobiles. The review is _
"examining the current requlrements for seat belts. R
.and whether or not it is desirable and/or effectlve
-torequire more passive systems (such as air bags)

in automobiles. The costs associated with these o
‘regulations and the sensitivity of government regulation - -
of: occupant ‘behavior make this a partlcularly noteworthy
review. -

-The National Highway Traffic Safety Administration is
examining regulations governing the safety of school
buses, both structural reguirements and occupant
protection devices. This review is being undertaken _

~in response to general consumer concern and congre851onal S

" interest in assuring reasonable safety of children -
riding on school buses. :

‘Treasury

-The Bureau of Alchohol and Firearms will update existing

' regulations now 1mposed on the wine industry to eliminate

"~ redundant and obsolete requirements.. These regulations

~ have not been revised in forty years. Similarly,_regulations
requiring the return of substances and containers used in

.manufacturlng distilled spirits'are under review:. .  This
review could ellmlnate significant costs to the 1ndustry.

A
\
|

-In connection with efforts tO'clarify and simplify SRR
existing requirements that national banks prepare
and file "prospectuses" for offering of debt and
equity securities, the Comptroller of the Currency

. will ask for public comments on whether or not the
regulation should be eliminated completely or '
significantly amended by deleting specific requirements
prescribing the form and content of the prospectus. N

- Veterans Administration

-Regulations governing educational assistance are among
the first on the list of all regulations under review.
The focus is on streamlining these regulations and
minimizing paperwork burdens.



