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SUBJECT: ' Loan guarantees to improve Federally owned assets

‘We approciute the cfforts of the Department of Interior and the Bureau of
Reclamation to help water districts mect their responsibilitias to operate and maintzin
water infrastiucture. We: look forward to continmed work with the Depertment and the
Buread in thass efforta, : '

PL 108-451 avthorized the Burean of Raclamation to provide loan gnavantess to

finatco improvemants and major rehablHitation of Reclamation projects. Some of these

. asvets are owned by non-Federal entities, but most are owned by the Federal . -
Govermment. This distinction hes fmportant consequences for tha budgetary treatment of
loan guarantees issued to finance improvements to these assats, Ageticles ats required to
record obligations vp front for the subsidy cost of loan guardntess issuad to finance non-
Fedenl asgets, reflecting the privaic ownership and risk-sharing betwesn the private
sector and the Federal Government. Simflarly, agancise aze requized (o reoord
obligatdons up frimt for the il Government contingent liability of loany that sre
guaranteed by tha Goverament and used o finance improvements to Federally owned
assats, reflecting the Govermnment's ownership and ite full rsk for repayment of the loans.
This treatment for loan gusrantses ueed to improve Federally owned assets is consistent -
with the Congreational Budget Office’s stated position on the budgetary treatment of
slmilar financings of Bedaral asssts through third-patics, outlined in the. CBO izmus briaf
Third-Party Financing of Federal Projects.(2005).! '

- _The Gavarnroznt bearg the full risk of a loan guaraiee isaned to finance 2
Fedesally owned asset becansa {t owns the asset, and benefits from the Improvements 1o
the asset, The water district relies solely on receipts generated by that asset to repay the
loan. The water district lacking any ownerzhip intatest doés not have a comparable
cconomic stake in the overall suecess of the Project, as do water distiicts that own the
assets, '
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Such financing asrangements are equivalent te dicect Faders] borowing to finases
the impravements and using yecaipts from water uscrs i repay the Federal debt, The
scoring reflects this squivalence. Dixect Federal bomrowing is generally less expensive
for the taxpayer becanse the rates on Treasury bonds are fower than the tates o private-
sector, thind-party fnancing.

Given the above digtinetions, the cost of 8 loan guaranme to finance
Imprayenrents to Federally-owned assots would be 100 percent of the gnamnieed smount.
Thus, an 80 percont guerantes of a $10 milion loan would tequire an appropriation of $8
million of budget anthority, up front, If the tevns and conditions of the loan guarmtee
agreetnent abligated the Faders] sovemment to greater liability, the up-front

Eppropriation required would be grester.

This budgatary treatmant doés not prevent the Bursas of Reclamation from
issuing loan guarantees for improvements to Federally owned pssats. However, the
ageney should establish elgibiliy criteria to ensuce that Rovean of Reclamation [oay
Suarantees are otilized when credit is the most effactivs maans of assistance, it
accordance with Federal credit policies under OMB Circular 4-129,




