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DEPARTMENT OF THE TREASURY 
. WASHINGTON 

January 11, 1996 
ASSISTANT. SEeR ETARY 

INFORMATION 

MEMORANDUM FOR .SECRETARY RUBIN, ..... f 
.. ~hl\ 

· THROUGH:. John D. Hawke" 'Jr. i \dJ6' \ . 
. Under Secretary fotvDomestic Finance " 

FROM: ·DarcY~Bradb.Ury~ 
~ssistant Secretary 
Financial Market~ 

• • • 0" • ~ • 

Roge~ L . An(jerson ~~11- ..., 
senior· 'Advisor . 
Federal Finance 

> ••" ".:-, " ',' 

··.SUBJECT:. :D~bt Limit ~cenario' 

We have updab:d our latest scenario in response to your comments 
· to givemore precise estimates 'of l}whenvarious. actions' would .. 
have to. be t,aken both to s.tay under the debt limit and to 
maintain adequate cash balances •.and . 2) how 'long' such actions 

· would .takeus.· 
· ,.." . : '.' '. " . ' 

'We have also updated the summary chart of· our needs. 

: These. estimates. are based on ·the assumptions in the. daily ., . 
cashflow.and·show.adjustmentsonly when the assumptions differ. 

-Thes~estimates;.ofcourse,vary daily. 

ATTACHMENT: Tab 1: .. • Debt Limit. 'Scenario' 
-Tab .' 2 : . Summary of Needs _ ' 

.". ' 

.EXECUTIVE SECRETARIAl' 



1 
1/2 
1/3 
1/4 
1/5 
1/8 
1/9 
1/10 
1111" 
1/12 
1/15 
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1/17 
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1/24 
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1/29 
1/30 
1/31 

Scenario III' 01/05/96 

.. .. : . 

Cash*. Debt· Adjustments Cash Effect Debt Effect· Adj. cash 'AdL debt .. , DL margin·· 
20.5 4,962.8 20.5 ' 4,887.412.6 
24.2 4,966.2 CSRDF adjustment 1.7' ' 24.2' ,,4,892.5 7.5 

,14.5 4,952.3 ,14.5, 4,87R6 21.4, 
"12.1. 4,955.2 12.1" 4,881;5, ' 18.5 

1f8 4,955.7 , 11.8 ,4,882.0 ,18;0: 
13.1 4,952.6CSRDF adjustment O,~, 13.1' 4,879.4 ' 20.6 
13.1, 4,950.4 13.1 4,877.2 ,22.8' 
13.1 4,952.4 13.1 4,879.2 20.8 " 
14.5 '4,953.6 14.54,880.4 ' 19.6 
13.6 4,953.4 13.6' 4,880.2 19.8 
13.6 4,953.4 13.6 '4,880.2 " ' 19.8 

',11.6 4,949.6, ,11.6 4,876.4 23.6 ' 
22.3' 4;952.4 ,22.3, 4,879.2 20.8 
24.0. 4,953.9 24.0 4,880.7, 19.3' 
29.0 4,955.8 ,29.0 '4,882.6 17.4 
35.1 4;957.5' , 35.1 4,884.3 15.7 
39.2 4,960.1" 39.2 '4,886.913.1 
39.6 , 4,961.5 39.6 . .4,888.3 11.7 
38.3 4,958.0 38.3 . 4,884.8 15.2 ' 
37.5 4,961.4 37.5 .4,888.2 ' 11.8 
38.7 4,963.7 38:7' 4,890.5' 9.5 
39.2 4,965.4' 39.2 " '4,892.2 .7.8 
'31.7 ' 4,968.0 37.24,894.8 ' 5.2 

'1, ••Trust funds invested 'to limit; actual debt at $4.9 trillion *0.1 /05/96 forecast, 

'~ 



Scenario III '01/05/96 

Cash'" . Debt'" Adjustments . Cash Effect Debt Effect Adj. cash Adj,debtu DL margin"'*' 
2.0' '. 28.2 .... 4,890:5 . 9.52/1 . 28.2 4,96.1.7 CSRDFadjustment . 

. 2/2 1.2.1 4,950,7 cash mgt bill 6.0 '.6.0 . 18.1 4,885.'5' ····.14.5 
2/5 9.0 4,950.9 15.0 4,885.7 ".14.3 ' 

2/6 7.4.4,952.0 13,4 4,886.8 .103.2 

2/7 5.7. 4,950.6CSRDFadjustment 0.5 ..11.7 4,885.9 14.1 
'15.5, ·4,883.1 .' ". 16.3.. ' . 2/8 9.5 4,948.4 
10.8 .' 4,882;9 17.12/9 4.8 4,947.6 
11.7 4,885;5' . 14.5.2/12, . 5.7· 4,950:2 
10,7 4,887.0" .. 13.02/13 4.7 4,951.7 
10.6 . .4,887.9 .. 12.1"2/14· 4.6' 4,952.6· . . 

.2/15 5.5 .' 4,979.3' unspecified actions .... (35.0) . . '. 11.5 4,879.0 .···20.4 . 
'. '12.4· .' 4,880.6 1!:J.42/16. 6.4 4,980.3 

12.44,880.6 . .19.42/19 6.44,980.3 
. 15;9 . 4,882.1 '. 17:92/20 9.9 4,981.8 

.' 10:3 . 4,983.7 . 16.3' .. 4,884.0 16.02121 
2/22 '. 15,4 4, 991.3 cash mgt bill matures ((3. 0) . (6.0r· . 15.4 ". 4,885.6 .14.4 . 

. "13.7 .... 4,885.5 • .14.5 .2/23 13.7 4.9~1.2 
14.1' 4,886.5" . " 13.5 . ' 2/26 14.1 .4,992.2 

2/27 12.2 4,995.8, .. ' 12.2 .• 4,890.1 9.9 

. ··2/28 11. 9 '4;997.0 . 11.9 . 4.891.3 ·S.7 
·•. ·16.3 4,897:9 2.1. . 2/29 . 16.3 5,003,6 

; 

.- ..... 

'''''''Trust funds invested tolimii; actual debt at$4. 9 trillion ·0.1/05/96 forecast 'I . - . . . . . - .... - '. . 



3/1 
3/4 ' 
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, 3/29 

, Scenario ,III '01105196 

, , 

Cash· Qebt·Adjustments Cash Effect Debt Effect Adi. . casb Adj. debt,.., DL margin" 
(11.8)' 4,984.2 GSRDF adjt; cash mgtbili; uhspeq'd'actions 20.0 12.0 8.2 4,890.5 9.5 
(10.6) 4,985.5 ' '9,4 ",4,891.8 ,,',' 8.2 

(14.2) 4,985.8" 5.8, '4,892.1 , 7.9 
4.2 .4,889.1 10.9(15.8) 4,982.8 

(9.4) 4,983.1 CSRDF adjustment 0.5 , 10.6 4,889.9 10.1 
7.8 ',4,889.910.1'(12.2) 4,983.1 
8.7' 4,890.9 9.1(11.3) 4,984.1 

2.6) 4,987.4 7,4, 4,894.2 ' 5.8 

4.1) 4,990.5 , " ' , 
(9.3) 4,996.8 unspecifie,d actions·' (10.0) 

5.9 
10.7 

A,897.3 
4,893.6 

2.7' 
6,4 

(6,.0) 4,999.1 
2.7 5,000.3 

14.0 
22.7 

,4,895.9" 
'4,897.1 

4.1 
2.9 ' 

, , 6.0 '5,001.7 ' ' 26.0 4,898.5 ' -­ 1.5 
5,4 5,003.2 ',' ' " ,', ' " 25.4 4,900.0 ,0.0 

12.8 5,011.1 cmb matures;reduce bill auction (15.0) , (15.0) " 17.8, ,4,892:9,'" 7.1 

10.7 5,011.0 
11.7' 5,011.6 

15.7 
, 16.7 

. '4,892.8 7.2 , 
,4,893,46.6 

10.9 5,014'.0' 15.9 4,895.8 ' 4:2 
9.95,016.9 14.9" 4,898.7 1.3 

,16.1­ 5,024.9 reduce bill auction (1.0) (7.0)' 14.1 4 j 899.70.3 
17.8 5,024.2 . 15'.8, 4,699.0" - '1.0 

''." 

/ 

"Trust fundsinvesledto limit; actualdebtat$4.9 tnllion·0.1/05/96 forecast 'I . . . .' '.' ; . . 



/ 

. Scenario III ·01/05/96 

Cash'" 'Debt'" . Adjustments '. .. Cash Effect Debt Effect. ' Adj. cash Adj.debt"""DLmargin""" 
4/1 . 5.0 5,020.0 unspecified actions;.CSRDF adjustment 20,0 . . 2.0 23.0. 4,896.8 •. ' 3.2 . 
4/2 '. 5.4 5,021.3.. . . 23.4 4,898.1' 1.9 •. : 

,.4/3 . (13.2) 5,009.7 cash mgt bill 12.0 12.0 .16.8' . 4,898.5 . ·1.5 
13.9 .4;897.1 ..'. . - 2.9 4/4 (16.1)5,008.3.·. 

4/5 (22:2)5,008.8 CSRDF adjustment . ·0.5 7.8 '4,898.1' . 1.9 
~.6 4,895;5 . 4:5 .- 4/8. (21.4) 5,006.2 

. '-. 

.6.4 '4,892.3 .. 7.74/9 . (23.6) 5,003:0. 
5.3. .' 4,895.5 ... ' 4.54/10 (24.7) 5,006.2 • 

4/11 (24:3) 5,008.2 S.7· 4,897~5 2.5· 
4/12' (22.8) 5,009.7 7;2 4,899.01.0 
4/15" (15;3) 5,005.2 . 14.7. 4,894.5 5.5 
4/16 3.9 5,007.5 ... 33.9 4,896:8 . 3.2 
4/17 11.4 5,009.8 '. .... . . 41.4 4,899.1 . 0.9 
4/18 19.95,011.3 cash mgtbill matures (12.0) , (12.0) 37.9 4,888.6 11.4 

.. 4/19 . 24.4 5,013.2 .. 42.4·' . 4,890.5 9.5 
·4/22' .' 36.3 5,015.5 54.3'· " 4,892.8 7.2 
4/23 44.0. 5,017.9 62.0' . 4,895.2 ·4.8 . 

4/24 46.5 5,022.4 64.5 4,899.Z-. 0.3 . 
4/25. 49.8 5,025.5 reduce bill auction (10.0) ·'(10.0) ·.pT.8. ',4,892.8. . 7.2 
4/26 52.75,026.7···· - .. . 60.7 . 4,894.0··, 6.0 

64.5 , .. 4,895.3 .. 4.74/29 56.5 5,028.0 
4/3052.4 5,029.9' 60.4 4,~97.2 2.8 

'\ 

. 
- - - " '. '". ", ' 

., """Trust funds invested to limit; actual deb(at $4.9 trillion*U1/05/96 forecast . . . . . . .'. . 
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. Scenario III 	 .01/0q196 

Cash* Debt* .... . . . Adjustments Cash Effect . Debt Effect .. Adi. Cash Adj.· debt*.* . DL margin** 
. 44.1 . 5,023.5CSRDF adjustment ., . 2.0 .. ., 52.1 4,892.8 •.. .' 7.2 . 
. 46;6· 5,025.0 . ·54:6 4,894.3 ...•• .5.7 . 
.' 28.2 . 5,011.6 36.2 A,880.9 19.1 

26.95;012.4 .. 34.9.. .4,881 J. 18.3 
0.5 .. . 30.9 4,886.2 13.8 .... 22.9· 5,016.4 CSRDF adjustment 

21.0 5;015.1 	 · 29.0 • 4.884.915.1 . 
28.8 . 4,881.1 .: 18.920.8 5,011.3 

. 	20.2 5,014.1 · 28.2· ·4,883.9 16.1 . 

.. ; 30~0' .. 4,886.6' 13.4
22.05,016.8 . 

··21.0. 5,019.3 .. .. 29.0. 4,889,11Q.9. 
.. (4.3).5,025.3 unspecified actions .. 15.0 ·.18.7 . . 4,895~1 4.9 

... 22.3· .. 4,896.1 3.9· (0.7) 5,026.3 
(1.6)5,026..7 21.4, 4,896.5· ·3.5 

·(1.3)5,027.7 .. 21.1 4,897.52..5··· 
· (2:9) 5,029.0· · 2().1. 4,89R8 .1.2 
(4.~) 5,030.0.·· 18.2 4,899.8 0.2 . 
(5.5) 5,031.3. reduce bill auction 	.. (8.0) (8.0)· 9.5.· . 4,893.1· 6.9 

. .7.4 . 4,89.4.8 . . . 5.2··(7.6) 5,()33.0 
· (7.6) 5,034.1 . 7.4 4,895.9 . 4.1 . 
(6.2) 5,035.7 	 . 8.84,897.5 .. 2.5 
(6.2) 5,037.7 .. 	 8.8 4,899.50.5 
(8.4) 5,037.4 6..6 .4,899.2·· 0.8 
8.3) 5,033.0 unspecified actions 10.0 6.7 4,894.8 5.2 

. .:; 

L 

.'. 

. . . 
. *01/05/96 forecast .', 	**Tn.Jst funds invested to limit; .8ctuaLdebt at $4.9 trilUon . 

. 

http:4,897.52


Cash* Debt* ,Adjustments 
6/3 (40.3)5,004.5 cash mgt bill;CSRDFadjustment 
6/4 (42.3) 5,006.5 
6/5 (46.1) 5,008.2 
6/6 (46.1) 5,004.6 
6/7 (46.4) 4,999.2 
6/10 (45.2) '4,999.3 
6/11 (44.9) 5,001.4 
6/12 (45.4) 5,004.6 ' 
6/13 (44.9) 5,006.4 ' 
6/14 (44:2)5,006.8 
6/17 (29,.2) 5,008.5 cash mgt bill matures, 
6/18 0.8 5,011.3 
6/19 8.3 5,014.4 
6/20 13.3 5,015.6 cash mgt bills matures 

, 6/21 15.0 5,017.2' 
6/24. 17.9 5,018.8 
6/25, 18.2 5,020.4 
6/26 18.0 5,024.3 '. 
6/27 17.2, 5,024,2 reduce bill auction 
6/28 19.2 5,064.1 don't invest CSRF interest payment 

Scenario III 	 " . 01/051Q6 , 

Cash Effect 	 Debt Effect ' Adj. cash Adj.debt** DL margin** 
28.0 	 29.8 12.7' 4,896.13.9 

10.7' 4,~98.11.9 
6.9 "4,899.8 0.2 . 
6.9 4,896.2 3.8 
6.6 4,890.8 9.2 
7.7 4;890.9 9.1 

'8; 1 ' 4,893.0 . ,7.0 
7.6 ,4,896.2 ' 3.8 
8.1,. 4,698.0 .. '2.0 
8.8 '4,8Q8.4· 1.6, 

(12.0) 	 (12.0) , 11.8 4,888.1 '11.9' 
41.84,890.99.1 
49.3 4,894.0 ' .6.0 

(16.0) 	 ," (16.0) ,38.3, 4,879.2 ',20.8 
. . 40.0 4,880.8 19.2 

42.9 ,,4,882.4 17.6 ' 
,'.43.2 .', 4,884.0· 19.0 

43.0 4;887.9 ,,12.1 
(15.0) (15~0) 	 27.2,,' 4,872.8 " 27.2 

(14.91 	 29.2 ' "4,898.7 1.3. 

"**Trust funds invested to limit;adual debtat $4.9 trillion *01/05/96 forecast 	 ,. ' .-'. 
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·, . 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 20220 
\ 

January 18, 1996 

ACTION
MEMORANDtJM FOR SECRETARY RUBIN 

THROUGH: Linda L. Robertson~ LL 
Assistant Secretary 
Legislative Affairs and Publlc Liaison 

FROM: Victor A. Rojas 'At. 
Deputy Assistant Secretary 
Legislative Affairs and Public Liaison 

SUBJECT: 	 Telephone Call to Senate Majority Whip Trent Lott regarding 
Possible Senate Action Next Week to Raise the Debt Limit 

ACTION FORCING EVENT: 

Sen. Trent Lotlt, Senate Majority Whip, in comments to the press yes~erday after a speech to 
the U.S. Chamber of Commerce, stated that "I persQnallyassume that the Congress will take 
some action to avoid some sort of debt crisis development in the debt ceiling." . Lott went on 
to say that "I presume we may do something on (the debt limit) next week ... [T]here'may be 
a necessity for some conditions in order to move it through the House .. .I would assume that 

. in the Senate the inclination is going to be to move (the debt limit) in as clean a fashion as 
possible." ' 

RECOMMENDATION: 

Senate - and presumably subsequent House - action on the debt limit next week could 
significantly impact our strategy for moving forward in our assessment and announcement of 
options that might carry us through February. We strongly recommend that you call 
Majority Whip Lott this afternoon before you depart for the G-7 meetings to ask him directly 
his assessment of what - if anything - is likely to occur next week regarding Senate action on 
the debt limit. . 

Agree:_______ Disagree: 	 Let's Discuss 
--~--------

EXECIITIVF RFr.RFTARIAT 



TELEPHONE CALL TO SENATE MAJORITY WHIP TRENT LoTT REGARDING 

POSSIBLE SENATE ACTION NEXT WEEK TO RAISE THE DEBT LIMIT 

• 	 . I read ~vith great interest your comments to the press yesterday suggesting that the . 
Senate might act next week to raise the debt limit 

• 	 Any action which the Congress might take next week to raise the debt limit would be 
- as you can well imagine - of significant importance to us and we continue to work 
our way through this problem. 

I 

• 	 To this end, I would appreciate anything that you could tell me - going beyond your. 
comments of yesterday - regarding the possibility of COngressional action on the debt 
limit next week. 

• 	 . As I am certain you are aware, we continue to believe that it is of the utmost 
importance that Congress pass a clean debt limit extension, to disentarigle the debt 
limit from the budget process once and for all. 

• 	 As we go forward (beyond February), it becomes increasingly difficult to avoid 
default. . However, we remain .committed to take whatever future' steps are lawful to 
avert default. . 

., 	 Vve are currently studying various options, but as we go forward, these options 
become increasingly limited. . 

• 	 Moreover, as we depart further and further from our regular finance methods, the 
U.S. Treasury Department becomes an increasing subject of concern for outsiders. 

, ., 	 Standard and Poors, ICBA, and offiCials in both Brazil and Argentina have 
recently expressed concerns about this. 

• 	 I apprec:iateyour taking the time to talk and I look forward to the resolution of this 
matter. 



, DEPARTMENT OF THE TREASURY 
, .. . 

" WASHINGTON 

January 21 ~ 1996 
" ASSISTANT SECRETARY',' 

INFORMATION 

'MEHORAN][)UH FOR SECR~TARY RUBIN , ~'\ ' 

THROUGH: ' 	 John D. Hawke, Jr., ' 
Under Secretary for, omestic .Flnance,'

- , 

FROM: 	 Darcy Bradbur~'" ' 

Assistant, Secretary , 

Fina.nciai Markets' " 

"" '" '". 	 ." . 

'Roger, L. Anderson f.(,..11­
Senior Advisor' 
Federal ,Finance 

SUBJECT:' ,Debt Limit scenario' 

'We have updated our latest 'scena,rio to estimate'l) when various' 
actions would have to'be ,taken both to stay under the debt limit 
and to maintain, adequate ,cash balances'and'2) how lorig such 
actions would take us. 

'We have also updated the graph of' cumulativenew ,a.ctions needed~' 

These estimates are based, on the assumptions in the,daily 
cashflow, and show adjustments only when the,assumptions'differ. 

. , , . . 	 . '. , 

-t 

These estimates, of course, yarydaily. 

Finally,' w~ have updated the graph showing the amounts in the/G­
Fund and the CSRDFnotinvested on a daily basis since November 
15. 

ATTACHM:ENT:Tab 1: Debt Limit Scenario '\ 
Tab .2: Cumulative New Actions Needed' 
Tab 3: Amounts Uninvested 

,. ," ; l' *,' ~:. 

/1 	 . , ..... ' : . v ... 

\.., l 



Scenario III 	 01120/96 

, Cash"' Debt* Adjustments' " Cash Effect Debt Effect 'Adj. cash 'Ad;' debt** DL marqiri** 
1/1' ' 20.5 ' 4,962.8 ' " " 20.5 4,887.4 12.6 
1/2, ' , 24.24,966.2 CSRDF adjustment 1.7 ", 24.2 '" 4,892.5 ' 7.5 
1/3 .14.5 4,952.3, 14.5 '4,878.6 21.4 
1/4 . 12.:1 '4,955.2 12.1 4,881.5 18.5 ' 
1/5' , 	 14.9 . 11.5 4,958.8 11.5 4,885.1 
1/8 " ,13~0 4,959: 1 ' 13.0 4,885.4' 14.6 

, 1/9 , ,14.8 4,959.2 14.8 4,885.5 14.5 
1/10 14.3 ' 4,959;2 ,14.3 4,885.5 14.5 
1/11 :,15.44,959.2 , , 15.4 04,885.5 . 14.5 

2 t4.4 '4,957:3 CSRDF adjustment' 0~5 14.4 4,884.1 15.9 
1/15 14.44,957.3 ' 14.4 4,884.1 15.9 
1/16 11.8 4,993.1' 11.8 4,879.9 20.1 
1/17 23.4 4,958.7, 23.4 4,885.5 14.5 
1/18 , 22.3 4,958.6 22.3 ,4,885.4 14.6 

'1119 26.2 4,960;6 26.2 4,887..4 12.6 

1/22 33.9 ,,4,962.4" 33.9 4,889.2 10.8 

1/23 ' 38.4, '4,965,2" ' 38.4 4,892.0 8.0 


,,1/24 	' 39.9 4,966.7. 39.9 . 4,893.5 6.5 
1/25 ":36.9 ' 4,962.3 36.9 4,889.1 L 10.9 
1/26 '" 36.2 4,964.6 , • 36.2 4,891.4- 8.6 
1/29 "38.2 4,965.8 '38.2 4,892.6 7.4 
1/30 ' 38.5 4,965.6 , 38.5 4,892.4 7.6 
1/31 ,36.9 4,966.5 36.9 4,893.3 6.7 

-::; ..' 
'''\ 

, 	*01/20/96 forecast 
; 

*"'Trust funds invested to limit; actual debt Hat $4.9 trillion, 



Scenario III 01/20/96 

Cash~ Debt* HAdiustments Cash Effect 'Debt Effect Adj. cash' Adj. debt**. DL margin··' 
2/1 · . 33:6, 4,965.7 CSRDF adjustment. 1.7 '33.6 4,894.2 0.8 
2/2 ·17.3 :4.956.2 ' 17.3 4,884.7 15.3 . 

",2/5 14.84,957:7 . 14.8 4,886.2 13.8 
2/6 12.7 4,959.1 -12.74,887.6 12.4 
2/7 · 10:9 4,957.0 CSRDF adjustment' 0.1 . 10.9 4,885.6 14.4 
2/8 '. ··14.1 - 4,953.6 CSRDFadjustment . 0.3 '., 14.1 . 4,882.5 17.5 

. 2/9 9.44,953.8 9.44,882.7 17.3 
2/12 . 8.34,956.3 8.3 4,885.2 14.8 

'. 2/13 7.3 .4,957:8' 7.3 4,886:7 13.3· 
2/14 . '7:1 4,9q8.7 . 7.1' 4,887.6 12.4 . 

. 2/15 . 8.0 4,985.3 cut bills; extraordinary actions (2.4) (27.4) ' . ~.6 . 4,886.8 13.2 
2/15.. 9.5 4,986.3" . _.. . 7.1 4,887.8 12.2 

. 2/19.- 9.5 4,986.3 .7.1 4,887.8 12.2 
2/20 12.6 .' 4,987:7 10~2 4,889.2 • 10.8 ­
2/21' · .'13.6. '4,989.6 11.2 4,891.1 8.9 
2/22 . 10.7 4,989.1 8.3 4,890.6 9.4 
2/23 .' 9.04,989.0 ' 6.6 4,890.5 9.5 '. 

· 2/26 - 8.6 .4,989.9 . . 6.2 4,891.4 ., 8.6 

· 2/27 . 7.7 4,993.5 5.3 . .4,895.0.' . 5.0 

· 2/28. . '·7.3 4,994.7' 4.9 4,896.2 3.8 

2/29 . ·7.5 4,998:2 . 5.14,899.7 0.3 

.... 

., . . 
,- .·01/20/96 forecast· .. **Trust' funds invested to actual debt at $4.9'. 



.....Scenario'", . ·01/20/96 . 

... , 

. ·Cash*. 'Debt*. . '. ...·.Adjustments '.. . 
3/111.4 5,013.8 CSRDF adjustment; extraordinary actions . 
. 3/4, ' 12.6 5,015.·1 . . '. 
3/5 9.0 5,015.4 
3/6 .. ' .' 7.4 5,012.4 '" 
.3/713.3 .5,012.2 CSRDF 'adjustment 
3/8· 1.0:55,012.2 CSRDF adjustment .' 
3/11 1'1.45,013.2 

.3/12 10;1'5,016.5.' 
3/1.3 . .8.6 5,019.6 . 

'3/14' '·13.4' 5,025.9 extraordinary actions·· 
3/15 16.7.. 5,028.2 
3/18 . 25.4 5,029.4 
3/19 28.7' 5,030.8. 
3/20 . 28.1. 5,032;3 

. 3/21 ·10.4 . 5,015.1 .. 
3/22 . . 8.3 .5,015.0 

'·3/259.3 5,015.6 
. 3/26 8.55,018.0 .' 
.3/27 1'.5 5,020.9 •.. 
3/28 7.6 .' 5,022.9 
3/299.3 5,022.2 

. 

',' 

:," 

.cash Effect •. Debt Effect Adj. cash' Adj. debt*· DL margin*.* 
(22.3) 9:0.4,893.0 . '1.0' 

'10.2 4,894.3 5.7. 
6.6' . 4,894.6 . 5.4 . 
5.0 .' 4,891.6 .8.4 

0.1 10.9. . .4,891.5 8.5 
.0.3 . '8.1' 4,891.8· 8.2 

9.0' '4,892,8 ·7,2 
. 7.7 . 4,896.1 . 3.9 

'··6.2' .. ' 4,899.2 .' 0.8 
{13:0} .' 11.0· 4,892.5 7.5' 

14.3 .. 4,894.8. . 5.2 . 
23.0' '4,896.0 ". 4.0 
26.3 
25.7 
8.0 
5.9 

,6.'9. 
. 6.1­
5.1 

. '. 5.2 
'6;9' 

.4,897.4 ·2.6. 

4,898.9 1.1 
4,881.7 18.3 
4,881.6 18.4 
4,882.2 17.8 

'. 4,884.6 .15.4 . 
4,887.5 . . 12.5 

. 4,889.5 10.5 '. 
4,888.811.2 


/", 

" 

,-' 
.'lI . 

.•.. *01120/96 forecast **Tn.istfunds invested to limit; actual debt at $4.9 trillion.. 



" 

Scenario III ~•• , 	 01/20196 

. Cash* Debt*" 'Adjustments. . . .' Cash Effect Debt Effect. Adj. cash .Adj. debt**OL margin** 
4/1 	 " 8.2 5,029~8'cSRDF 'adjustment; extraordinary aCtions .... (20.3) . 

,8:6 5,031: 1 ...'4/2 
"4i3 19.9 5,052:6' 

414 . 16.9 5,050.9·. '. ". . .' 

4/5 '10.8' 5,051.4CSRDFadjustment 0.1' 

4/8 11.6, .5,048.8 CSRDF adjustment 0.3 

.4/9 .' 9.45,045.6 .' 
4/10 . 8.3 . 5,048.8 . 

.' , 4/11 8.6 5,050.7. 
. .4/12 . 10.1 5,052:2' 
.4/15 17.6 5,047.7 
4/16 36.85,050.0 . 

. 	 ,4/17' '44.3' 5,052.3 
4118 ' . 11.3.5,012.2 
4/19 15,8 5,014.1 

-,.4/22' :27.7 5,016.4 
. 4/23 ' .• " 35.4 . 5;018.8 


4/24 . 37.9. 5,023.3 

4/25 .28.6 5,013.9 

4/26 31.5 5,015.1 


'.4/29 35.3 5,016.4 

~ 4/30, 35.9 5,()23.6 


.' 

. 5.8 4,876.1 23.9 , 

6.2" 4,877.4 '22.6 


17.5 4,898.9 1.1 
14.5' 	 . 4,897.2 2.8 

8.44,897.8' 2.2 

9.2 4,895.5 . 4.5 


. 7.0 4,892.3 '. 7.7 

5.9 4;895.5 4.5 
6.2 . 4,897.4 . . . 2.6 


. 7.74,898.9 1.1 

15.2. . 4,894.4' 5.6 
34.4 4,896.7 3.3 
41.9 . 4,899.0 1.0 

8.9 4,858.9 41.1 
13.4 4,860.8 39.2 
25.3 . 4,863.1 36.9 
33.0 4,865.5 .34.S 

35.5' 4,870.0 30.0 

26.2 4,860.6. 39.4 

. 29.1 4,861.8 38.2 
32.9. 4,863.1 36.9 
33.5 . 4,870.3 29,7. 

" 

... 
(.! 

"1 *01120/96 forecast 	 **Trust funds invested fo '~ctual debt at $4.9 



.' . Scenario III 	 .01/20/96 

Cash·· Debt· . . . ..'Adjustments 	 - Cash Effect Debt Effect· Adj. cash. -Adj. debt** DL margin** 
.5/1 . '.27.6 5,017.2 CSRDF adjustrilerlt· 1.7 . 25.2 4,865.6 34.4 
5/2· . 27.6 5,016.3'. 25.2· 4,864.7 . 35.3 
5/3 ~.2'5,005.9 6.8 4,854.3 45.7 
5/6 ' . .7.9 5,006.7.·" .' '.. . . 5.5 4,855.1. 44.9 
5/7 11.9. 5,018.8CSRDFadjustment . 0.1 . 9.5 4,867.3 32.7 
5/8 . '. 10:0 .5,017.5 CSRDF adjustment.' 0.3 .7.6 .' 4,866.3 . 33.7 

'5/9 .. . .• '11.4 .5,015.3 9.0 4;864.1 35.9 . 
5110 10.8 5,018:1 '. 8.4 4,866.9 33.1 
5/13 12.6 5,020.8 10.2 

.{ 
4,869.6 30.4 

. "'5114 11.6 5,023.3 . . . . ... 9.2 .. 4,872.1 27.9 
5/15 . 19.3 5,062.3 cut bill~;extraordinaryactions ; (26.0) " . 16.9 4,~85.1· 14.9 

. 5/16 .' '23.75,063.2.' . 21.3· 4,886.0 14.0 
5/17 . 22.8 "5,063.6 . 20.4 4,886.4 13.6 

• 5/20 . 23.1 '·5,064.6'" 20.7 . 4,887.4 12.6 

5/2f 21.5' 5,065.9· '19:1 4,888.7 11.3 


. 	5/22 19.65,066.9 . 17.2' ·4,889.7 10.3 
5123.' ····18.9 5,068.3' 16.5 4,891.1 8.9 
5/24. 16.8 5,070.0' 14.4 '4,892.8 7.2 \, 

5/27·· 16.85,071.1 '14.4 .' 4,893~9 6.1 
5/28 18.2 .5,072.7 15.8 . 4,895.5 4.5 
5/29 18.2 '. 5,074.7 .... . .' " ... '.' .. 15.8 4,897.5 2:5 
5/30 18.1 5,076.3. cut bill au~tion .. (3.0) . (3.0) .' '. 12.7 '. 4;896.1 3.9 
5/31· . 12.0 .5,075.8 . 6.6 4,895.6 4.4 

." ~:. 

1 	 -. .' - . 
- *01/20/96 forecast 	 **Trust funds invested to limit; actual debt at $4.9 trillion 

<L 



.;Scenario III 01/20/96 

.. Cash'" 'Debt* , . Adjustments.·' Cash Effect Debt Effect AdLcash ' Adj: debt** DL margin** 
6/3 . .17.0 5,077;3 CSRDF adjustmetnt . . ... 1.7 -,. 11.6 4,898~8 1.2 
6/4 15.05,079.3 cut bills; extraordinaryactioris . (5.0) 9.6 4,895.8' 4.2 

-6/5 .. 11.2> 5,081;0 
.. 

5.8 ' '4;897.5 2.5 
6/6 ·11.2' 5,07704 .... ..... .- 5.8 4,893.9 6.1 
6/7 . 10.9 5,072.0 CSRDF adjustment 0.1 ' 5.5 '4,888.6, 11.4- , . 

6/10 • 12.0 5,072:1 GSRDFadjustment . '. 0.3 6.6 4,889.0 11.0 
. 6/11 12.45,074.2 ' 'I 7.0 ,4,891.1, 8.9 ' 

6/12·· • 11.9 5,077.4 6.5 , 4,894.3 5.7 
... 6/13 - '" 12.3 5,079.2' 6.9 4,896.1 3.9 ' 

'6/14 ' 13.0, 5,079.6 ' 7.6 4,896.5 " 3.5 
6/17- '28.05,081.3 ,22.6. 4;898.2 1.8 
6/18· 3f1,5,057.1' 25.7' 4,874.0 ,26.0 
6/1938.6 5,060;2 ' 33.2 4,877.1 22.9 
6/2010.6- 5,028.3 5.2 4,845.2 54.8 

, 6/21 ,,12.3 -5,029.9' '6.9 '4.846:8 ' 53.2 
6/24 ' 15.2 '5,031.5 9.8 4,848.4 ' 51.6 
6/25 ',15.5, 5,033.1 10.1 4,850.0 50.0 

, 6/2615.35,037.0 9.9 4.$53.9 46.1 
,6/27 15.3 5;037.9. . , .' , 9.9 4,854:8 45.2 
,6/28 17.4 ' 5,077.7 donit invest CSRF interest payment' '" (14.0) . 12.0 '4.880.6,,' 19.4 

r'" . 

/'
.' . . . -." '.­

1· _ "." . 

"'*01/20/96 forecast " **Trust funds' invested to limit; actual debt at '$4.9 trillion 
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·.lg~mplativeNew ActionsNeede~ ....•....... 

7 0 

1-

.-------'-_-----,'--,---,-:-'--~'---,,--~~--'----'--_~~----'--c'-_:__-------,-~---:--'--'----'---,----'--

60' 

50 

40 

30 ~ .~ 
" 

, 10 ,l . 1 ... 1 ' I·, 1 .1 ·1 '.1 '. 'I l.c.l~" I· I .. I I. 1 1 'I .1 , L=----_L.:_1_ 1 1----01 .,--L-I-'-c-_ 

2/15*2/22* 2/29* 3/7* ··3/14* . 3/21 * 3/28* 

'/.Saseline • •<>, Worse Case* ~ 
I ,. I· 

~omesihcrease in outlaysI 
...-'ll 

~. , ' 

/01/20/96 forecast .. 



.. 

'" Cumulative New Actions Needed 

Date Baseline Worse Case 

2/15*, 12.5 17.0 

2/16' 13.5. 18.0 
.. 
.2/19 13.5 18:0 
2/20 14.9. 19.4. 
2/21 16.8: 21.3' . 
2/22* 16.8 . 21.3 
2/23 .. 16.8 21.3 
2/26 17.1' 21.6 

·2127 20..7 '25.2 

. 2/28 . 21.9 

; 

26.4' 

2/29* ·25.4 29.Q 


..
3/1* 42~7 47.2 
.3/4 44.0 48:5 

3/5 '. 44.3 48.8· 

3/6 44.3 48.8 . 

3/7* 44.3 48.8 

3/8 44.3 . 48.8" 


: . 3/11 '44.3· , 48;8 

3/12 45:8 50.3 

3/13 48:9 53.4 

3/14* 55.2 59,7 

3/15 57.5 62.0' 


·3/18. ·58.7. 63.2 

3/19 60.1 ·64.6 

3/20 61.6 66.1 

3/21* 61.6 '66.1 

3/22 61,6 66.1 


'3/25 . 61.6 66,1. 

3/26 61.6 '. 66.1 

3/27 61,6 66.1 

3/28* 61:6 66.1· 

3/29 61.6 66.1 


01/20/96 forecast' *Security settlement· dates 



AdjListments of Trust Fund Investments * .. 
($ Billions)\ 

-. 

70 I . I 70 

, 

.' '. . 

Disinvestment Authority 

.­

__ I 
 60
60 . ­

~, 50·50 . ­

, 

40·40 . ­

Total Uninvested 
30
30 


-. 20
20 .-­

10 I ,'j I I ! I I I ! I I ,'" 1 .. I 'I I I·' I I" ',:,! I I·!·,·.I , I ,'" :1 .; 1'1 of ;.:1 I.! ,,'; 1.- I " I I. ,·.1 -, ,..j .. " . '. I·, ,.• '.' .,<.,! '. 1 10 


Nov15 Nov 22 Nov29 . Dee06 . Dec 13 ... Dec20Dec 27 Jan 3 ··Jan 10 Jan17 .. 

* Excludes,noninvestment of $14 billion interest payment to CSRDP on December 29. 
. . -. .' . 

. Office of Market Finance . January19, 1996 : -_ . 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


SECRETARY OF THE TREASURY 	 January .22, 1996 

. The Honorable Newt Gingrich 

Speaker 

U.S. House of Representatives. 

Washington, D.C. 20515 


. 	 . 
Dear Mr. Speaker: . 

As I stated in my testimony before the House Bajlk;ing Committee on December 13, the 
ability of the! Department of the Treasury to continue to finance the operations of the 
Government without an increase in the debt limit is limited. I also stated that when we 

. approached the next critical date relating to our ability to finance the Government's' 
operations, I would provide Congress and the American people with information as to 
whether we could get beyond that date, and, if so, how. 

I have now concluded that either February 29. or March 1 is the date on which Treasury.will 
no longer be able to fulfill all of its financial obligations without legislation increaSing the 
statutory debt limit. On February 29, an interest payment of $5.8 billion is due. On March 
1, over $30 billion of payments are due including Social Security, Veterans, Railroad 
Retirement, Civp Service Retirement, military retirement, and other benefits, certain 
Medicare and low income housing payments, and military ·active duty pay. I detail below the· 
extraordinary actions I can take to provide sufficient debt limit room prior to those dates. 
Beyond these actions, there are no legal and prudent options I am able or willing. to take. I 
want to urge in the strongest terms that Congress take action this week to enact a clean debt 
limit increasle. . 

If we were not to take any extraordinary actions, we would not have sufficientleeway under 
the debt limit to raise the cash needed to pay bills on February 15. In the absence of such 
actions, the United States would default on its debt on February 15 for the first time in the 
Nation's history. However, I have repeatedly said that default is unthinkable, and I do.not 
believe Congress will let it happen. In letters to Congress, I have always said that I will take 
whatever legal and practical steps I can take to avoid default. 

There 'are several steps that I believe are both legal and prudent to take to avoid a default on 
February 15 ifCongress does not increase the debt limit before then: 

• 	 First, I will suspend the re-investment of the approximately $3.9 billion of Treasury 
securities held by the Exchange Stabilization Fund (ESF). These securities will equal 
the amount of the ESP's holdings of dollars, and the ESF will be given a credit 
balance in that amount. This is an action that several Tr~surY Secretaries prior to 
me have been forced to take. 



, , 

• 	 Second, the Federal Financing Bank (FFB),as permitted by its statutes, will exchange 
approximately $9 billion of the assets held in its portfolio, consisting of debt 
obligations of variouS federal agencies, for an equivalent amount of Treasury 
securities held by certain government trust funds. FFB will, in tum, reduce its own 
indebtedness to the Treasury by transferring such securities to Treasury, which will in 
tum cancel these securities. '. 

• 	 Third, based on current circumstances, I will amend my November 15 determination 
of a 12-month debt issuance suspension Period to extend that period by another two 
months, to 14 months. This action is consistent with the earlier opinions given to me 
and represents the maximum term permissible under these circumstances.' This action 
will :permit the redemption of approximately $6.4 billion in additional Treasury debt 
held by the Civil Service Retirement and Disability Fund (CSRDF). 

We estimate: that these actions will enable us to finance Government operations into the last' 
week of February - although I caution that our present projections are subject to change as 
our information on cash flows is updated daily. The recent Government shutdown and 
extreme weather conditions haye affected both revenues and outlays. 

These actiolls may not create sufficient debt limit room to enable us to make the $5.8 billion 
interest payment on February 29, and in no case will they create sufficient debt limit room to 
enable us' to raise enough cash to make the $30 billion of benefit and other payments due on 
,March I. 

I want to ernphasize that we will have no other options that are both legal and prudent. 
While a variety of possible additional actions have been mentioned in the press, there are no 
other actions that we will be able or willing to take. Some of these suggested actions are 
beyond our legal authority. Others, such as delaying tax refunds to American taxpayers and 
selling the Nation's gold reserves are completely unacceptable, particularly in light of the 
fact that Congress clearly has the power to ensure that the government will meet its 
obligations by assuming its responsibility to increase the debt limit. Tens of millions of 
Americans count on the Department of the Treasury to make prompt payments to them of tax 
refunds to which they are entitled, and it would create enormous hardship to delay these 
payments. Further, as Secretary Baker wrote to Congress in 1985, it would undercut 
confidence in our Government both here and abroad if we were to consider selling the 
Nation's gold. 

The actions I am announcing today are all fully authorized and have been concurred in by 
my General. Counsel and the Office of Legal Counsel at the Department of Justice. These 
actions will beunn~sary if Congress increases the debt limit prior to February 15. As I 
have repeatedly said, this is no way to run the finances of a great nation. We need a clean 
increase in the debt limit in order to stop putting unnecessary costs on the, American 
taxpayers, to avoid the uncertainty in the financial markets that will surface as we get closer 
to March 1, and to concentrate on the critical task of balancing the budget. Failing to" 
increase the debt limit does not reduce the deficitby one cent. The Nation's creditworthiness 
is critical to all. of us and should be off the table with respect to the budget process. 



" 

I again urge Congress to pass a clean increase in the debt limit this week. We will of course 
be most eager to work with you to craft an agreeable bill. 

. 	 Sincerely, . 

.4c)~€,(2,~. 
Robert E. Rubin 

cc: . 	 Congressional Leadership 

Committee Chairmen 

Ranking Members 


3 




DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 

SECRETARY OF THE TREASURY January 22, 1996 

The Honorable Thomas A. Daschle 

Democratic Leader 

United States Senate 

Washington, D.C. 20510 

Dear Mr. Leader: 

As I stated in my testimony before the House Banking Committee on December 13, the 
ability of the Department of the Treasury to. continue to finance the operations of the 
Government without an increase in the debt limit is limited. I also stated that when we 
approached the next critical date relating to our ability to finance the Government's. 
operations, I would provide Congress and the American people. with information as to 
whether we couId get beyond that date, and, if so, how. 

I have now conduded that either February 29 or March 1 is the date on which Treasury will 
no longer be able to fulfill all of its financial obligations without legislation increasing the 
statutory debt limit. On February 29, an interest payment of $5.8billion is due. On March 
I, over $30 billion of payments are due including Social Security, Veterans, Railroad . 
Retirement, Civil Service Retirement, military retirement, and other benefits, certain 
Medicare and low income housing payments, and military active duty pay. I detail below the 
extraordinary actions I can take to provide sufficient debt limit room prior to those dates. 
Beyond these a(!tions, there are no legal and prudentoptions I am able or willing to take. I 
want to urge in the strongest terms that Congress take action this week to enact a clean debt 
limit increase. 	 .. 	 . 

Ifwe were not to take any ext,raordinary actions, we. would not have sufficient leeway under 
the debt limit to raise the cash needed to pay bills on February 15. In the absence of such 
actions, the United States would default on its debt on February 15 for the first time in the 
Nation's history. However, I have repeatedly said that default is unthinkable, and I do not 
believe Congress will let it happen. In letters to Congress, I have always said that I will take 
whatever legal and practical steps I can take to avoid default. 

There are several steps that I believe are both legal and prudent to take to avoid a default on' 
February 15 if Congress does not increase the debt limit before then: 

• 	 First, I will suspend the re-iiwestment of the approximately $3.9 billion of Treasury 
securities held by the Exchange Stabilization Fund (ESF). These securities will equal 
the amc)unt of the ESF's holdings of dollars, and the ESF will be given a credit 



'. 
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balance in that ~ount. This is an action that several Treasury Secretaries prior to· 
me have been forced to take. . . . 

• 	. Second,. the Federai Financing Bank (FFB);as permitted by its statutes, will exchange 
approximately $9 billion of the assets held in its portfolio, consisting of debt . 
obliga~ons of various federal agencies, for an equivalent amount of Treasury 
SecUritil~S held by certain government trust funds. FFB will, in turn, reduce its own 

. indebtedness 	to the Treasury by transferring such securities to Treasury, which will in 
turn cancel these securities. . . 

• 	 Third, based on current circumstances, I will amend my November 15 determination 
of a 12··morith debt issuance suspension period to extend that period by another two 
months,. to 14 months. This action is consistent with the. earlier opinions given to me 
and represents the maximum tenn permissible unqer these circumstances. This action 

. will permit the redemption of approximately f6.4 billion in addItional Treasury debt 
held by the Civil Service Retirement and Disability Fund (CSRDF). 

We estimate that these actions will enable us to finance Government. operations into the last 
week of February -- although I caution that our present projections are subject to change as 
our information on cash flows is updated daily. The recent Government shutdown and 
extreme weather conditions have affected both revenues and outlays. 

These actions may not create sufficient debt limit room to enable us to make the $5.8 billion 
interest payment on February 29, and in no case will they create sufficient debt limit room to 
enable us to raise enough cash to make the $30 billion of benefit and other payments due on 
March 1. 

I want· to emphasize that we will have no other options that are both legal and prudent. 
While a variety' of possible additional actions have been mentioned in the press, there are no 
other actions that we will be able or willing to take. Some Qf these suggested actions are 

.. 	 beyond our legal authority. Others, such as delaying tax refunds to American taxpayers and 
selling the Nation's gold reserves are completely unacceptable, particularly in light ofthe 
fact that Congress clearly has the power to ensure that the government will meet its 
obligations by assuming its responsibility to increase the debt limit. Tens of millions of . 
Americans count on the Department of the Treasury to make prompt payments to them of tax 
refunds to whic;h they are entitled, and it would create enormous hardship to delay these. 
payments. Further, as Secretary Bakerwrote to Congress in 1985, it would undercut 
confidence in our Government both here and abroad if we were to consider selling the 
Nation's gold. 

The actions I a.m announcing today are all fully authorized and have been concurred in by . 
my General C(mnsel and the Office of Legal Counsel at the. Department of Justice. These 
actions will be unnecessary if Congress increases the debt limit prior to February 15. As I 
have repeatedly said, this is no way to run the finances of a great nation. We need a clean 
increase in the debt limit in order to stop putting unnecessary costs on the American 
taxpayers, to avoid the uncertainty. in the financial markets that will surface as we get closer 



to March 1, and to concentrate on the critical task of balancing the budget. Failing to 
increase the debt limit does not reduce the deficit by one cent. The Nation's creditworthiness 
is critical to all of us and should be off the table with respect to the budget process. 

I again urge Congress to pass a clean increase in the debt limit this week .. We will of course 
be most eager to work with you to craft an agreeable bill. 

Sincerely, . 

4c)~€{(L.~ 
. Robert E. Rubin 

cc: 	 Congressional Leadership 
Committee Chairmen 
Ranking Members 



DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 

SECRETARY OFTHE TREASURY January 22, 1996 

The Honorable Richard A. Gephardt 

. Minority l~der 


U.S. House of Representatives, 

Washington, D.C. 20515 


Dear Mr. Leader; 

As I stated in my testimony before the House Banking Committee on December 13, the 
ability of the Department of the Treasury to continue to finance the operations of the 
Government without an increase in thedebHimit is limited. I also stated that when we . 	 . 

approached. the next critical date relating to our ability to finance the Government's 
operations, I would' provide Congress and the American people with information as to 
whether w~! could get beyond that date, and, if so, how. 

I have now concluded that either February 29 or March 1 is the date on which Treasury will 
no longer be able to fulfill all of its financial obligations without legislation increasing the I statutory d(!bt limit. On February 29, an interest payment of $5.8 billion is due. On March 
1, over $30 billion of payments are due including Social Security, Veterans, Railroad I 

I Retirement, Cjvil Service Retirement, military retirement, and other benefits, certain 
. Medicare and low income housing payments, and military active duty pay. I detail below the ! extraordinary actions I can take to provide sufficient debt limit room prior to those dates. i 

! 	 Beyond these actions, there are no legal and prudent options I am able or willing to take. I 
want to urge in the strongest terms that Congress take action this week to enact a clean debt 
limit increase.' . 

If we were not to take any extraordinary actions, we would not have sufficient leeway under 
the debt limit to raise the cash needed to pay bills on February 15. In the absence of such 
actions, the: United States would default on its debt on February 15 for the first time in the 
Nation's history.' However, I have repeatedly said that default is unthinkable, and I do not. 
believe Congress will let it happen. In letters to Congress, I have always said that I will take 
whatever legal and practical steps I can take to avoid default. . 

. There are several steps that I believe are both legal and prudent to take to avoid a default on 
February 1:5 if Congress does not increase the debt limit before then: 

• 	 First, I will suspend the re-investment of the approximately $3.9 billion of Treasury 
securities held by the Exchange Stabilization Fund (£SF). These securities will equal 
the amount of the ESF's holdings of dollars, and the ESF will be given a credit 



balanc:e in that amount. This is an action that several Treasury Secretaries prior to 
me ha.ve been forced to take. 

• 	 Second, the Federal Financing Bank (FFB), as permitted by its statutes, will exchange 
approximately $9 billion of the assetS held in its portfolio, consisting of debt 
obliga.tions of various federal agencies, for an equivalent amount of Treasury 
securities held by certain government trust funds. FFB will, in turn, reduce its own 
indebtedness to the Treasury by transferring such securities to Treasury, which will in 
turn cancel these securities. 

• 	 . Third" based on current circumstances, I will amend my November ,15 determination, 
of a 12-month debt issuance suspension period to extend that period by another tWo 
months, to 14 months. This action is consistent with the earlier opinions given to me 
and represents the maximum term permiSSIble under these circumstances. This action 
will permit the redemption of approximately -$6.4 billion in additional Treasury debt 
held by the Civil Service Retirement and Disability Fund (CSRDF). ' 

We estimate that these actions will enable us to finance Government operations into the last 
week of February -- although I caution that our present projections are subject to change as 
our information on cash flows is updated daily. The recent Government shutdown and 
extreme weather conditions have affected both revenues and outlays. 

These actions may not create sufficient debt limit room to enable us to make the $5.8 billion' 
interest payment on February 29, and in no case will they create sufficient debt limit room to 
enable us to raise enough cash to make the $30 billion of benefit and other payments due on 
March 	1. ' 

I want to emphasize that we will have no other options that are both legal and prudent. 
While a Varl(!ty of possible additional actions have been mentioned in the press, there are no 
other actions that we will be able or willing to take. Some of these suggested actions are 
beyond our legal authority. Others"such as delaying tax refunds to Americap taxpayers and 
selling the Nation's gold reserves are completely unacceptable, particularly in light of the 
fact that Congress clearlY has the power to ensure that the government will meet its 
obligations by assuming its responsibility to increase, the debt, limit. Tens of millions of 
Americans count on the Department of the Treasury to make prompt payments to them of tax 
refunds to which they are entitled, and it would create enormous hardship to delay these 
payments. Further, as Secretary Baker wrote to Congress in 1985, it would undercut 
confidence in our Government both here and abroad if we were to consider selling the 
Nation's gold. ' 

The actions J[am announcing today are all fully authorized and have been concurred in by 
my General Counsel and the Office of Legal Counsel at the Department of Justice. These 
actions will be unnecessary if Congress increases the deqt limit prior to February 15. ' As I 
have repeatedly said, this is no way to run the finances of a great nation. We need a clean 
incr~se in the debt limit in order to stop putting unnecessary costs on the American 
taxpayers, to avoid the uncertainty in the financial markets that will surface as we get closer 



to March 1, and to concentrate on the critical. task of balancing the budget. Failing to 
increase the debt limit does not reduce the deficit by one cent. The Nation's creditworthiness 
is critical to all of us and should be off the table with respect to the budget process. 

I again urge Congress to pass a clean increase in the debt limit this week. We will of course 
be most eager to work with you to craft an agreeable bill. 

Sincerely, 

4c)~€((l.~ 
Robert E. Rubin 

cc: 	 Congressional· Leadership 
Comrrlittee Chairmen 
Ranking Members 



DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


SECRETARY OF" THE TREASURY· January 22, 1996 

The Honorable Robert Dole 

Majority Leader 


- United States Senate 

Washington, D.C. 20510 


Dear Mr. Leader: 

As I stated in my testimony before the House Banking Committee on December 13, the 
ability ofthe Department of the Treasury to continue to finance the operations of the 
Government without an increase in the debt limit is limited. I also stated that when we 
approached the next. critical date relating to our ability to finance the Government's 
operations, I would provide Congress and the American people with information as to 
whether we could get beyond that date, and, if so, how. 

I have now conduded that either February 29 or March 1 is the date on which Treasury will 
no longer be able to fulfill all of its financial obligations without legislation increasing the 
statutory debt limit. On February 29,an interest payment 0[$5.8 billion is due.. On March 
1, over $30 billion of payments are due including Social Security, Veterans, Railroad 
Retirement, Civil Service Retirement, military retirement, and other benefits, certain 
Medicare and low income housing payments, and military active duty pay. I detail below the 
extraordinary ac:tions 1 can take to provide sufficient debt limit room prior to those dates. 
Beyond these ac:tions, there are no legal and prudent options I am able or willing to take. ·1 
want to urge in the strongest terms that Congress take action this week to enact a clean debt 
limit increase. 

If we were not to take any extraordinary actions, we would not have sufficient leeway under 
the debt limit to raise the casl1 needed to pay bills on February 15. In the absence of such 
actions, the United· States. would default on its debt on February 15 for the first time in the 
Nation's history. However,I have repeatedly said that default is unthinkable, and I do not 
believe Congress will let it happen. In letters to Congress, I have always said that I will take 
whatever legal and practical steps 1 can take to avoid default. 

There are several steps that I believe are both legal and prudent to take to avoid a default on 
February 15 if Congress does not increase the debt limit before then: 

... ( 	 . . . 

• 	 First, I will suspend the re-investment of the approximately $3.9 billion of Treasury 
securities held by the Exchange Stabilization Fund (ESF). These securities will equal 
the amount of the ESF's holdings of dollars, and the ESF will be given a credit 



balance in that amount. This is an action that several Treasury Secretaries prior to 
me have been forced to take. . 

• 	 Second, the Federal Financing Bank' (FFB), as permitted by its statutes, will exchange 
approximately, $9 billion of the assets held in its portfolio, consisting of debt . 
obligations of various federal agencies, for an equivalent amount of Treasury 
securities held by certain government trust funds. FFB will~ in tum, reduce its own 
indebtedness to the Treasury by transferring such securities to T~easury, which will in 
turn cancel these securiti~.' . 

• 	 , Third, based on current circumstances, I will amend my November 15 determination 
of a 12-month debt issuance suspension period to extend that period by another two ' 
months, to 14 months. 'I1li:s action is consistent with the earlier opinions given to me 
and rbpresents the maximum term permissible under these'·tircumstances. This action 
will permit the redemption of approximately· $6.4 billion in additional Treasury debt 
held by the Civil Service Retirement and Disability Fund (CSRDF). 

We estimate tha.t these actions will enable us to finance Government operations into the last 
week of February -- although I caution that our present projections are subject to change as 
our information on cash flows is updated daily. The recent Government shutdown and 
extreme weather conditions have affected both revenues and outlays. 

These actions may not create sufficient debt limit room to enable us to make the $5.8 billion 
interest payment on February 29, and in no case will they create sufficient debt limit room to 
enable us to raise enough cash to make the $30 billion of benefit and other payments due on 
March 1. 

I want to emphasize that we will have no other options that are both legal and prudent. 
While a variety of possible additional actions have been mentioned in the press, there are no 
'other actions that we will be able or willing to take. Some of these suggested actions are 
beyond our legaJ authority. Others, such as delaying tax refunds to American· taxpayers and 
selling the Nati(m's gold reserves are completely unacceptable, particularly in light of the 
fact that Congre:ss clearly has the power to ensure that the government will meet its 
obligations by assuming its responsibility to increase the debt limit. Tens of millions of 
Americans count on the Department of the Treasury to make prompt payments to them of tax 
refunds to which they are entitled, and it would create enormous hardship to delay these 
payments. Further, as Secretary Baker wrote to Congress in 1985,it would undercut 
confidence in our Government both here and abroad if we were to consider selling the 
Nation's gold. 

The actions I am announcing today are all fully authorized and have been concurred in by 
my. General Counsel and the Office of Legal Counsel at the Department of Justice. These 
actions will be unnecessary if Congress increases the debt limit prior to February, 15. As I 
have repeatedly said, this is no way to run the finances of a great 'nation. We need a clean ' 
increase in the debt limit in order to stop putting unneCessary costs on the American 
taxpayers, to avoid the uncertainty in the financial markets that will surface as we get closer 



January 23, 1996 

MEMORANDUM FOR THE PRESIDENT. 

FROM: Robert E. Rubin 

SUBJECT:· Telephone Call to Newt Gingrich to Discuss "Debt Limit Deadline 

Yesterday, I notified Congress that by February 29th or March 1 st we will not longer be able 
to meet all of our financial obligations without a debt limit increase. The· Leadership has 
responded by saying it will not move legislation without hearing from you. ··Rather than 
permitting a procedural hang-up to cloud this issue, I request a brief telephone call to 
Speaker Gingrich simply advancing your request for a clean debt limit. This call should be 
brief and it should not be used to negotiate details of this legislation. 

Debt Limit Discussion 

• 	 Working hard on State of the Union Address, so I won't take much of your time. 

• 	 As you lmow, Secretary Rubin has concluded that on February 29th or March 1st 
Treasury will no longer be able to meet all of its financial obligations without a debt 
limit increase. Just to get to that date he has to take three additional extraordinary 
actions -- the last ones he has remaining. Congressional enactment of a clean debt 
limit extension this week would make these actions unnecessary. 

• 	 After we take these three steps, we will have no other legal and prudent options 
remaining. 

• 	 \Vhile other possible actions have been mentioned in the press [e.g. selling 
gold or delaying tax refunds], there are no other actions that we will be able· 
or willing to take. 

• 	 Come March I, without a debt limit increase, we will not be able to pay Social . 
Security, Railroad Retirement, Civil Service Retirement, military retirement, 
veterans' and other benefits, at least for several months .. 

• 	 Congress should pass a debt limit increase now , to: 

• 	 . avoid the uncertainty in the financial markets that will surface as we get closer 
to March I, and; .. 

• 	 concentrate on the critical task of balancing the budget. 

• 	 I look fi)rward to seeing you tonight. Good-bye. 



J 
DEPARTMENT OF TI:tE TREASURY .... 

WASHINGTON 

GENERAL COUNSEL 

February 6, 1996 

MEMORAND~[ TO SECRETARY RUBIN 

FROM: 	 EDWARD ·S. KNIGHT E~J1. J~f{ fct 
SUBJECT: 	 Authority of the Secretary to Suspend Reinvestment of 

Exchange Stabilization Fund Investments in Treasury 
Obligations 

. You have requested my opl.nl.on regarding your authority to suspend 
reinvestment of Exchange Stabilization Fund ("ESFIf) dollar· 
amounts invested in Treasury debt instruments. For the reasons 
set out below, I conclude that you have the authority to refrain 
from reinvesting ESF dollars in Treasury obligations. Indeed, in 
the present debt limit impasse, refraining from reinvesting these 
ESF dollars, and thereby reducing the 'risk of imminent default by 
the United States, is consistent with the statutory purpose of 
the ESF: that it be a means by which the Secretary can promote 
orderly exchange arrangements and a stable system of exchange 
rates. 

First, the language of the ESF statute, 31 U.S.C. § 5302, 
grants you considerable discretion to manage the ESF. The 
explicit statutory authority includes discretion to. invest ESF 
funds so l,ong as those funds are not· needed for the specific 
purposes listed in the ESF statute. The statute aI-so implicitly 
authorizes you to refrain from investing some or all of such 
"extra" fu:nds. The structure of the present ESF investment 
system supports this reading of the statute. Moreover, there is 
ample prec1edent for, and presumptive legislative assent to I such 
action: the Secretary has exercised his authority to disinvest 
or suspend ESF dollar investments on at least nine previous . 
occasions IjVer three decades, precisely for debt limit management 
purposes, yet no legislation abridging that authority has ever 
been enactlad . 

I. The ES1? Statute Permits the Secretary to Invest ESF Monies, 
but Does N6t·Require Him to Do So. 

The. s1:atute establishing the ESF provides in relevant part: 

The DE!partment of the Treasury has a stabilization fund. The 
fund is available to carry out this section, • . . and for 
inves1:ing in obligations of the United States Government 
those amounts in the fund the secretary of the Treasury, 
with the approval of the President, decides are not required 
at thE~ time to carry out, this section. . . .~ 

EXECUTIVE SECRETARIAT 
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31 U.S.C. § 5302 (a) (1). 

The plain language of the statute expressly gives the 
secretary discretion, subject to ~he approval of the President, 
to invest .ESF .monies when those monies are not required for the 
specific ESF programs identified in the statute. This investment 
authority is permissive, not mandatory; the 'fund is 
"available••• for'investing" to the extent the secretary decides 
that monie:s are not needed for the specific statutory purposes. 
In short, the statute does not require the Secretary to invest. 

II. ,The Flexibility of the Present Investment Plan Supports 
Reading thie Statute to Grant the Secretary Authority to Suspend 
Investment. 

Pursui:mt .to an investment plan ~pproved by President 
Kennedy, ESF dollars are currently invested in special market­
based Trea:sury certificates of indebtedness ("COls"). Unlike 
most TreaslJ.ry obiigations, the COls are designed to give the 
Secretary :flexibility: they are redeemable at par at any time. 
This flexibility was an important feature of the investment plan 
when it was submitted for Presidential approval. In his 
submission of th~ plan to the President, Secretary Dillon 
characteri:.,.ed the COls as "giving the Fund the. required access to 
ready cash for its operations." See Tab A at 1. The plan 
submitted by Secretary Dillon was approved by President Kennedy 
without alteration. 

consistent with the language of the authorizing statute, the 
presidenti.ally-approved plan expressly states that the secretary 
has authority to refrain from investing ESF monies riot required 
for the sp4acific statutory purposes of the ESF: Secretary 
Dillon's s1lbmission states that under the plan the Secretary has 
authority Ir'to invest any- portions of the Fund he deems not 
currently Jrequired for stabilizing the exchange value of the 
dollar ... t.o such extent as he deems appropriate .... " Id. at 3. 1 

1 l~s a matter of law, Presiden~ Kennedy's approval 
authorizes the Secretary to invest ESF monies "to such extent as 
[the secretary] deems necessary" when they are not necessary to 
carry out the purposes of the ESF. At the time of President 
Kennedy's approval, the purpose of the ESF was to stabilize the 
exchange value of the dollar. In 1976, the statute was amended 
to authori:~e the use of the ESF "consistent with the obligations 
of the GOVE!rnment in the International Monetary Fund." 31 U. S. C. 
§ 5302(b). Those obligations include efforts to stabilize 
exchange rates as part of the overall responsibility of the 

. United Sta1:.es in the IMF to foster an orderly international,. 
monetary system. 

http:Sta1:.es
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III. Historical Precedent Confirms the Secretary's Authority to 
Suspend I n'l/estment • 

On at least nine occasions oyer the past three depades" 
Treasury has disinvested or suspended investment of a portion of 
the ESF dollar pool in order to avoid exceeding the public debt 
limit. (A list of these occasions is attached at Tab B.) 
Congress hilS implicitly assented to these 'actions. In many 
instances, Congress has subsequently enacted "make-whole" 
legislation restoring to government trust 'funds and accounts, 
including ·the ESF, interest lost as a result of the disinvestment 
or suspension. ~, Pub.L. 99-177 (Dec. 12, 1985) Sec. 272; 
Pub.L. 101-140 (Nov. 8, 1989) Sec. 301; Pub.L. 101-508 (Nov. 5, 
1'990) Sec. 11901 (b). The plain language of these bills directs 
their application to the ESF as one of the government trust funds 

, or account:s that lost interest earnings as a resultof the 
Treasury's actions to avoid exceeding the debt limit. L.9.:.. 
Pub.L. 99-177, Sec. 272(3) (G); Pub.L. 101-140, Sec. 301(d) (2); 
Pub.L. 101-508, Sec. 11901(b) (5) (B). ,Moreover, through Treasury 
reports on the ESF, through OMB budget reports, and through GAO 
reports on the Secretary's actions to avoid debt limit crises, 
Congress has been specifically informed of the disinvestment 
and/or suspension of investment in the ESF. See Tab B, n.1. Yet 
no legislation limiting the Secretary's authority in this regard 
has ever been enacted. 

IV. Suspending Investment in These Circumstances Is Consistent' 
with the Legislative Intent in Creating the ESF. 

The purpose of the ESF is to give the Secretary of the 
Treasury m,eans by which to promote orderly exchange arrangements 
and a stable system of exchange 'rates. 31 U.S.C. § 5362(b). The 
Secretary's exercise of his discretion to suspend investment of 
"extra" ESF dollars, as part of an effort to avoid imminent 
default by the united States on its obligations, is consistent 
with that purpose. Consistent with the overwhelming bipartisan 
consensus of members of Congress and Treasury officials over the 
last three decades, you have concluded that default, or even a 
serious threat of imminent default, would have a destabilizing 
effect on exchange 'arrangements and rates. 

V. Conclusdon. 

For t:he reasons set out above, I conclude that you have 
authority in the present circumstances to suspend reinvestment of 
ESF dolla~ resources in Treasury obligatibns. 

Attachmen1:s 
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THE SECRETARY O~ THE TFlEASURY 

JAN 24 1353 

MEMORA~"DtJN FOR THE PRES IDENT 

,Subject: Investment of Exchange Stabilization Fund 

# 

,There is attached a letter requesting your approval 

of investment of the Exchange Stabi.lization Fund in any 

direc:t United States obligations. The la\oI permits this, 

b~t outstanding authorizations approved by the President 

limit: inves tment to $100 million in, any direct obligations 

and em additional $150 million only in Treasury bills. 


If you approve, I plan to have issued to the Fund 
for some of its portfolio special non-marketable ooli ­
gaticJns which will be rec!~~mable upon cc:-;":~nd. This action 
will give the Fund the required access to ready cash for 
its operations and at the same time enable us to avoid 
unde~;irable market effects, which at times, arise from 
Exchcmge Stabilization Fund transactions in other mark~t­
able obligations. I envisage that the int~rest'rate on 
the special obligations will be related to the rate for 
threE~"month treasury bills. 

. --.~ 
" -" 

I 
I . 

.,.,.........------ .. -.....-- .... 
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. THE SE.CREJ:ARY OF" THE TREASURY 

~ASM'NGTC'N 

JAN 24 1J53 
Dear Mr. President: 

,The legis lo.tion \~hich established the Exchange Stabili ­
zation Fund authorizes the investment in dire~t obligations 
of the United States of any portions 6f the Fund which the 
Secretary of the Treasury, with the 'approval of the President, 
may from time to time determine are not currently required for 
stabilizing the exchange valu~ of the dollar. 

There are presently outstanding two authorizations for. 

investment approved by the President: one dated January 18, 

1956, which permits investment in any ,direct obligations of 

the United States up to an aggregate of $100 million'land 


.~another dated February 12, 1960, which permits· additional '. 
investment in Treasury bills up to an aggregate of $150 million. 
At prt:~sent the Fund's inves tments total about $97 million, of 
which about $51 million is in Treasury bills and about $46 
mi1lic:m is in longer-term marketable obligations of the United 
'States. 

llith all of the Fund's investments in obligations which 
must be marketed to convert them into cash for stabilization 
operations, it has been considered necessary to maintain some 
cash balanc~. This cash balance, which fluctuates greatly 
but which is often a cons iderable atrlOunt, earns no interes t .• 
This =;ituation· could be obviated if a part of the Fund's in­
vestmE!nts could be made in special obligations of the United· 
States which would be redeema.ble on demand. Under such an 
arrangement, investment in Treasury bills could also' be wholly 
avoidE~d when, as now, it: is desirab le to maintain pressure on 
the tteasury bill rate.· 

I:'or these reasons,. I be lieve that a portion of .the Fund 
should be invested in specl.ll non-marketable obliga::ions of 
the United States 

. 
which would be redeemable 

I 
on demand and which 

would bear interest at a rate determined by the Secretary of . 
the T!:easury aft~r' r:ak i.ng into consideration the rate on 
treasury bills. This would make possible full investment of 
the Fund without: Clny risk of loss, or of operations ever 
being ,impaired becaus~ of inadequate liquidity. 

----------_._-- ---, 
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In order to carry outlthe arrangement, I recommend that, 
inlie~ of the present authorizations, the Secretary of the 
Trec!sury be authorized to inves t any portions of, the Fund he 
deems not currently required for stabilizing the exchange 
value of the dollar in direct obligations of the United States, 
including, to such extent as he deems appropriate, the special 
obli~~tions described above. 

,. ,Faithfully yours, 

The/President 

"l:he White House 

APPEtOVED: 

(J 


, \ 



" 

B 

,:":­

. ,:'" 



SUSPENSION OF REINVESTMENT IN ESF OBLIGATIONS 

DURING. PREVIOUS ADMINISTRATIONS1 


1. November 1957 ~ Eisenhower Administration 

2. March lS179 - Carter Administration 

3. May - June 1980 - Carter Administration 

4. SepteinbE~r 1984 - Reagan Administration 

5. SeptembE~r 1985. - Reagan Administration 

6. October 1986 - Reagan Administration 

7. August 1.989 - Bush Administration 

8. November 1989 - Bush Administration 

9. October 1990 - Bush Administration 

1 S,ee GAO/AIMD-96-38R, Debt Ceiling Limitations and 
Treasury Actions (January 26, 1996); Office of Management and 
Budget, Special Analyses. Budget of the united States Government, 
Fiscal Years 1981, 1982, 1986, 1987, 1988; Report of the 
Comptroller General, A New Approach to the Public Debt 
Legislation. Should Be Considered, (FGMSD-79-58, Sept. 7, 1979); 
Exchange Sti!bilization Fund: Report of Audit forFY 1958 at 9. 



DEPARTMENT OF THE TREASURY , 
WASHINGTON 

February 14, 1996 
GENERAL. COUNSEL. 

MEMORANDUlIl FOR 	 SECRETARY RUBIN 

FROM: 	 EDWARD S. KNIGHT r~J'J·!fvisd 
SUBJECT: . 	 Authority of the Federal F~nan~ing Bank and the 

Secretary of the Treasury to Enter into a certain 
Transaction that Is Intended to Reduce the Amount 
of outstanding Debt that Is Subject to the Debt 
Limit Statute . 

You have requested my op~n~on regarding a proposal to have the 
Federal Financing Bank (the "FFB") and the Secretary of the 
Treasury (the "Secretary") enter into a certain transac;:tion 
described in detail below (the "Proposed Transaction") that, when 
completed, is intended to have the effect of reducing the total 
amount of outstanding debt that is subject to the debt limit 
statute. l 	 . 

For the rE!aSOnS outl ined below, it is my opinion that: 

(1) as Secretary, you are authorized to enter into 
each step of the Proposed Transaction to be entered 
into by the secretary, and the FFB is authorized to 
enter into each step of the Proposed Transaction to be 
entered into by the FFBj 

(2) when the Proposed Transaction is completed, 
the t:otal amount of outstanding debt that is subject to 
the debt limit statute will be reduced; . 

(3) any issuance capacity under the debt limit 
statute that is made available from ~ompleting the 
Propc1sed Transaction may be used to issue to the public 
new debt obligations of the United states to. obtain 
addit:ional funds for the Treasury's cash account, and 
your issuance of.new debt obligations within such debt 
issuance capacity will not violate the debt limit 
statute; 

(4) the Proposed Transaction is substantially 
similar to actions that the Secr«?tary and the FFB took 
on several previous o~casions, and the General 

13 1 U. S • C. § 3 101. 



'., 

Accounting' Office concluded that those previous actions 
met all legal requirements; and 

(5) the conclusions reached in this opinion are 
consistent with the conclusions reached by past 
Trea~ury General .Counsels. 

Background on the FFB. 
. , 

The FFB was created by the Federal Financing Bank Act of 1973 
(the "FFB Act"). 2 The FFB is a "body corporate,,3 and an 
"instrumerltality of the united states Government. ,,4. The FFB is 
"subject t:o the general supervision and direction of the 
Secretary, liS and the Secretary is the chairman of the board of 
directors of the FFB.6 In 1974, the President designated7 four 
offices in the Treasury Department whose incumbents would be, 
~ officiq, the other members of the board of directors of the 
FFB. 

The FFB was established by the Congress at the request of the 
Treasury Department to deal with severe debt management problems 
resulting from years of off-budget financing that had flooded the 
government securities market with a variety of government-backed 
securities:. These securities were financed outside of the 
Treasury Department by various federal agencies in the form of 
direct agency debt issues, sales of loan assets with federal 
guarantees" and federal guarantees of .obligations of private 
borrowers .. These securities competed with Treasury securities, 
undermined the Treasury Department's debt management policies, 
and placed the Treasury Department in a position .of acquiescing 
in agency financings on terms which the Treasury Department 
believed did not reflect the full value of the government
backing. ' 

In addition, although these government-backed securities were the 
credit equivalent of Treasury securities, they sold at 
demonstrably higher interest rates. The borrowing costs for 
these government-backed securities exceeded the Treasury 
Department's cost of borrowing because of the sheer proliferation 
of competing issues crowding each other in the financing . 

2pub. L. No. 93-224, 87 Stat. 937, 12 U.S.C. § 2281 et seg. 

3FFB Act § 4, 12 U.S.C. § 2283. 

4Id. 

sId. 

6FFB Act § 5(a), 12 U.S.C. § 2284{a). 

7Under FFB Act § 5(a), 12 U.S.C. § 2284(a). 
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c~lendar, the dumbersome nature of many of the securitiesj and 
the limitl3d markets in which they were sold. Underwriting costs 
and other transaction fees and expenses were also significant 
factors in the highe~ borrowing cost. 

When federal and federally assisted borrowing programs are 
financed through the FFB rather than the capital markets, the 
cost of financing those ptograms is reduced because the interest 
rates offered by the FFB for such financing are signifi~antly 
less than the interest rates offered by capital market investors. 
Therefore, financing federal and federally assisted borrowing 
programs 1:hrough the FFB accomplishes the purposes for which the 
FFB was eStablished: reducing the cost to the government (and 
ultimately to the U.s. taxpayer) of financing such federal 
programs and centralizing government-backed borrowing in the 
Treasury. . 

The Proposed Transaction. 

Tb~ Proposed Transaction involves purchases and sales of the 
following debt obligations: 

(a) certain debt obligations of the United states 
Postal Service ("USPS") that uSPS previously issued to 
the FFB and that are presently held by the FFB, which 
obligations are identified on Schedules A~l and A-2 
attadhed to this opinion (such obligations being the 
"USPS Debt Obligations"); 

(b) certain debt obligations of the Tennessee 
Vallety Authority ("TVA") that TVA previously issued to 
the tFB and that are presently held by the FFB, which 
obligations are identified on Schedule A-3 attached to 
this opinion (such obligations being. the "TVA Debt 
Obli~ations") ; . 

(c) certain special Treasury debt obligations that 
the Secretary previously issued to the civil Service 
Retirement ~nd Disability Fund (the "Fund") as 
investments and that are presently held by Fund, which 
obligations are identified on Schedule B attached to 
this opinion (such obligations b~ing the "Treasury 
Specials"); and . 

(d) certain debt obligations of the FFB that the 
FFB previously issued to the Secretary and that are 
presently held by the Secretary, which obligations are 
identified on Schedule C attached to this opinion (such 
obligations being the "FFB Debt Obligations") . 
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Ttie steps of the Proposed Transaction are as follows: 

The FFB atld the Secretary, as manager of the Fund, will enter 

into an e)cchange transaction in which the USPS Debt Obligations 

and the TVA Debt Obligations that are presently held by the FFB 

will be e}cchanged for the Treasury specials that are presently 

held by the Fund. Specifically: 


step lA: The FFB sells to the Fund the USPS Debt 
Obliqations and the TVA Debt Obligations that are 
presently held by the FFB. 

step IB: The Secretary, as manager of the Fund, 
purchases the USPS Debt Obligations and the TVA Debt 
Obligations as investments for the F~nd. 

step 2A: As payment for the purchase of the USPS 
Debt Obligations and the TVA Debt Obligations, the 
Secretary, as manager of the Fund, delivers to theFFB 
the Treasury Specials that are presently held by the 
Fund as investments. 

step 2B: The FFB accepts the Treasury Specials as 
paymtant for the USPS Debt Obligations and the TVA Debt 
Obligations sold to the Fund~ 

Next, the FFB and the Secretary will enter into an exchange 
transacti.on in which the Treasury Specials that the FFB receives 
from the Fund will be exchanged for the FFB Debt Obligations that 
are presently held by the Secretary. Specifically: 

step 3A: The FFB sells back to the Secretary the 
Treasury Specials th~t the FFB received from the Fund. 

Step3B: The Secretary purchases the Treasury 
Specials from the FFB. 

step 4A: As payment for the purchase of the 
Treasury Specials, the Secretary delivers to the FFB 
the FFB Debt Obligations that are presently held by the 
Secretary. 

step 4B: The FFB ac~epts the FFB Debt Obligations 
as payment for the Treasury Specials sold back to the 
Secretary. 

,My conclusions regarding the Proposed Transactions are as 
follows: 

/ 
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As Secretllry I YOU, Are Authorized to Enter into Each step. of the 
Proposed ~l'ransaction To Be Entered into by the Secretary, and the 
FFB Is Au1~horized To Enter into Each step' of the proposed 
Transactic)n To Be Entered into by the FFB. 

step lA: 	 The FFB sells to the Fund the usps Debt Obligations and 
the TVA Debt Obligations that are presently held by the 
FFB. 

a. The FFB Act authorizes the' proposed sales. 

section 6(a) of the FFB Act authorizes the FFB to sell the usps 

Debt Obliqations and the TVA Debt Obligations. This sentence 

-provides, in relevant part: 


The Bank [FFB] is authorized to make commitments 
to purchase and sell, and to purchase and sellon terms 
and conditions determined by the Bank [FFB], any 
obliqation which is issued, sold, or guaranteed l2Y.....9. 
Fedetal agency.s 

The USPS I)ebt Obligations and the ~VA Debt Obligations ,are all 
"obligatHms," as that term is used in the FFB Act. The FFB Act 
defines "obligation" as: 

. . .. any note, bond, debenture, or other evidence of 
indebtedness ..••9 

'The USPS I)ebt Obligations are "obligations" in the form of notes 
issued by USPS under section 2005 of the ,Postal Reorganization 
Act of 1970 (the "Postal Act") .10 The TVA Debt Obligations are 
"bonds" h;sued by TVA under section 15d of the Tennessee Valley 
Authority Act of 1933 {the "TVA Act").l1 

In additicm, USPS and TVA are each a "Federal agency," as that 

term is used in the FFB Act. The FFB Act defines "Federal 

agency" as: 


812 U.S.C. § 2285(a) (emphasis added) • 

. 9FFBAct § 3(2), 12 U.S.C. § 2282(2). 

w39 U.S.C. § 2005. 

111 6 U.S.C. § 831n-4. 
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. . . an executive department, an independent Federal 
_establishment, or a corporation or other-entity 
established by the Congress which is owned in whole or 
in p~irt by the United States. 12 I 

In the case 6f USPS, section 201 of the Postal Acte~tablished 
USPS as "an independent establishment of the executive branch of 
the Government of the United States. ,,13 In the case of TVA, 
section 1 of the TVA Act established TVA as "a body corporate. ,,14 
While the TVA Act does not specifically state who owns TVA, 
section 2 of the TVA Act does specify that all three members of 
the board of directors of TVA are to be appointed by the ­
President with the advice and cODsent of the Senate. 15 Moreover, 
in litigation that arose shortly after the Congress established 
TVA, the United States Supreme Court referred to TVA as "an 
agency of the federal government fl16 and "an instrumentality of 
the United states. ,,17 In addition, the Congress has included TVA 
in the lis,t of entities identified as "wholly owned government 
corporations" in the Government Corporation Conttol Act~~ In 
sum, TVA is a corporation that is wholly owned by the United 
states. 

Accordingly, each of the USPS Debt Obligations and the TVA Debt 
Obligations is an "obligation which is issued ••. by a Federal 
agency," as those terms are used in the FFB Act. It follows that 
the express terms of the first sentence of section 6(a) of the 
FFB Act authorize theFFB to sell the USP~ Debt Obligations and 
the TVA Debt obligations. 19 

12FFB Act § 3(1), 12 U.S.C. § 2282(1). 

u39 U.S.C. § 201. 

"16 U.S.C. § 831. 

u16 U.S.C. § 831a(~). 

16Ashwander v.TVA, 297 U.S._ 288, 315 (1936). 

17Tennessee Electric Power Co. v. TVA, 306 U.S. 118, 134 
(1939) . 

1831 U.S.C. § 9101(3) (N). 

IBrrhe first sentence of section 6(a) of the FFB Act was also 
the authority under which the FFB purchased the USPS Debt 
Obligations from USPS and the TVA Debt Obligations from TVA in 
the first place. As set out above, that sentence provides that 
the FFB is authorized "to purchase • . . any obligation which is 
issued ..• by a Federal agency." Again, the USPS Debt 
Obligations and the TVA Debt Obligations are all "obligations, as 

- 6 ­



b. 	 The proposed sales are consistent with the 
legislative purpose of the FFB Act. 

As discussed above in the background section of this memorandum, 
\ 	 the FFB Act is essentially debt management legislation for the 

Treasury bepartment. Section 2 of the FFB Act stat~s that the 
purposes of that act are threefold: (1) to assure coordination 
of federal and federally assisted borrowing programs with the 
overall economic and fiscal policies of the government; (2) to 
reduce thE~ costs of federal and federally. assisted borrowings 
from the public; and (3) to assure that such ,borrowings are 
financed in a manner least disruptive of private financial 
markets and institutions.~ 

The CongrE!SS provided the FFB with authority to finance its debt 
management: operations in two ways: either through the issuance 
of debt o1:Higations of the FFB directly to the public, under 
section 9(a) of the FFB Act,21 or through the issuance of debt 
obligations of theFFB to the Secretary under section 9(b) of the 
FFB Act.~ However, the Congress also granted to the FFB an 
additional means of financing its operations: through selling, 
under sect:ion 6 (a) of the FFB Act, the debt obligations of other 
entities t.hat the FFB has purchased under section 6 (a) of the FP'B 
Act. 

After the FFB has purchased agency debt 01:.5ligations, it is 
possible for the FFB to structure a sale of. those debt 
obligations in at least two ways that would be consistent with 
its debt management functions. First, the FFB could consolidate 
several individual agency debt obligations that it has purchased 
into 	a large package and coordinate the sale of that entire 
package (or participation interests in that package) into the 
market so that the timing of that sale would not disrupt or 
compete with the regular issuance of Treasury securities in the 
market. Or, secondly,the'FFB could sell the agency debt 
obligations that qualify as permitted investments for government 
trust funds to one or more'government trust funds. An advantage 
of selling agency debt obligations to trust funds, instead of to 
the public, would be that the debt obligations would never 
compete in the market with Treasury securities.' The Proposed 

-
that term is used in the FFB Act, and USPS and TVA are each a 
"Federal agency," as that term is used in the FFB Act. 
Therefore, the first sentence of section 6(a) of the FFB Act 
authoriied the FFB to purchase the USPS Debt Obligations issued 
by USPS and the TVA Debt Obligations issued by TVA. 

~12 U.S.C. § 2281. 

2112 U. S . C • § 2288 ( a) • 

~12 U.S.C. § 2288(b). 
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Transactic)n is structured along the lines of this second type of 
use of thE! "sale"authority granted by the Congress to the FFB. 
Thus, structuring the sale of the USPS Debt obligations and the 
TVA Debt Clbligations as a sale to the Fund would be consistent 
with the clebt management functions of the FFB and, consequently, 
consistent: ,with the legislative purpose of the FFB Act. 

c. 	 The contractual terms of the USPS Debt Obligations 
and the TVA Debt Obligations do not preclude the 
FFB from selling them. 

The USPS Debt Obligations contain no contractual restraint on the 
authority ,of FFB to ~esell them under the authority of the FFB 
Act. 

The TVA DE!bt Obligations cOlltain' the following contractual 
provision: 

This Bond is not negotiable. However, upon at 
least sixty days' written notificatiori to the 
Corpc1ration [TVA], the Bank [FFB] may exchange this -' 

Bond for an aggregate principal amoupt of $[face amount 
of rE!spective bond] of negotiable Bonds of the same 
seriE!s, maturity, and interest rate, such Bonds to be 
in the form of registered Bonds.' Such registered Bonds 
shall be in such denominations as may be agreed to by 
the Corporation and the Barik. Only such changes as are 
agreE!d to in writing by the Bank will be made in the 
form of the negotiable Bonds exchanged for this Bond. 
In the event the Bank desires to make such exchange and 
sell all or a portion of the Bonds, the Corporation 
shall have the right, if it so desires, to prepare any 
statE!ments, opinions or other documents in connection 
with such sale which are generally similar to those 
custclmarily utilized in public sales of the 
corporation's Bond issues. 

A note or bond that is not negotiable by its terms is 
neverthelE!ss assignable like any other chose of action. 23 A 
restricticln in a note or bond making it nonnegotiable has the 
effect of making a purchaser of that note or bond a mere assignee 
rather than a "holder in due course. ,,24 The holder of a ' 
nonnegotiable note or bond is not given any of the special 
protections 'afforded by the law,to a purchaser who takes a 
negotiablE! instrument for value in good faith and without certain 
notices. The purchaser receives only such rights or title as the 

23See 10' C.J.S. Bills and Notes; Letters of Credit § 140 
(Transfer of nonnegotiable paper) (1995). 

2411 lUll. Jur. 2d Bills and Notes § 377 (Holder of 
nonnegotia,ble instrument) (1963). 
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assignor possessed, and the purchaser takes title subject to all 
equities alnd defenses existing in favor of the original obligor 
which could be used against the original payee. 25 

The restrictions on negotiability contained in the TVA Debt 
Obligatiofls, therefore, do not preclude the FFB from selling or 
assigning the TVA Debt Obligations to the Fund. The effect of 
the restrictive provisions is simply that the Fund does not 
become a holder in due course with respect to the TVA Debt 
Obligations. 

However, t:he Fund has no need to be a holder in due course with 
respect tel the TVA Debt Obligations. First, the TVA Debt 
Obligations were issued by a federal agency (TVA). There is no 
plausible risk that TVA would repudiate its debt obligations gr 
assert defenses against the Fund. Secondly, TVA issued the TVA 
Debt Oblig'ations directly to another federal agency (the FFB), 
and that federal agency is proposing to sell them directly to the 
Fund. There is no other party who has held the TVA Debt 
Obligations, so no other party would be able tG assert an 
intervening claim with respect to the TVA Debt Obligations. 
Finally, the Proposed Transaction will include a commitment by 
the FFB to purchase back the USPS Debt Obligations and the TVA 
Debt Obligations upon demand by the Secretary, as manager of the 
Fund. 

step lB: The Secretary, as manager of the Fund, purchases the 
USPS Debt Obligations and the TVA Debt Obligations as 
investments for the Fund. 

The USPS Debt Obligations and the TVA Debt Obligations are 
legally permitted investments for the Fund, notwithstanding the 
restrictive provisions included in the statute that specifies 
permitted investments f~r the Fund. ' 

The Civil Service Fund statute specifies that surplus 'funds in 
the Fund may be invested in (a) special Treasury debt obligations 
issued directly to the Fund,u and (b) if the Secretary makes a 
determination that it is in the public interest to do so, 
(i) other interest-bearing obligations of the United States, and 
(ii) obligations guaranteed as to both principal and interest by
the United States. 27 , ' 

25Id. 


Us U.S.C. § 8348(c), (d). 


Vs U.S.C. § 8348(e). 
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Notwithsta.nding these restrictive provisions regarding permitted 
investment.s, it is my opinion that certain provisions of the 
Postal Act; and the TVA Act provide supplemental authority to the 
Secretary to purchase the USPS Debt Obligations and the TVA .Debt 
obligations as investments .for a'ny government trust fund under 
the contrell of the Secretary, including the Fund. 

section 2005 of the Postal Act provides, in part: 

(d) obligations issued by the Postal Service under 
this section shall- ­

(3) be lawful investments and may be 
-accepted 	as security for all, fiduciary, 
trust, and public funds, the investment or 
deposit of which shall be under the authority 
or control of any officer or agency of the 
Government of the United States.. 28 

Section 15d of the TVA Act provides, in.part: 

'(d) Bonds issued by the Corporation [TVA] 
hereunder shall be lawful investments and may be 
accepted as security for all fiduciary, trust, and 
public funds, the investment or deposit of which shall 
be under the authority or control of any officer or 
agency of the United States. 29 

Surplus funds in the Fund are "trust ... funds, the investment 
or deposit of which [are] under the authority or control of [an] 
officer •.. of the United States," namely, the Secretary. 
Accordingly, under the Postal Act and the TVA Act," respectively, 
the USPS Debt Obligations and the TVA Debt Obligations are 
"lawful investments" for the Fund. 

This conclusion regarding permitted investments for the Fund is 
consistent with conclusions dating back to 1934 reached by prior 
~ttorneys General and prior Treasury General Counsels regarding 
permitted investments for government trust .funds. 

In 1934, the Attorney General' advised the Postmaster General that 
postal savings fund~ could lawfully be invested in bonds issued 
by the Federal Farm Mortgage Corporation. 30 The statute 
providing for 'the establishment of postal savings depository 

2839 U.S.C~- §2005{d). 


~16 u.s.c. § 831n-4{d). 


30See 37 Op. Att'y Gen. 479 (1934).

'. r­
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accounts (the "Postal Savings Act") 31 authorized the investment 
of postal savin~s funds in "bonds or othe~ securities of the 
United StaLtes. n 2 Section 4 ('a) of the Federal Farm Mortgage 
corporaticm Act of 1934 provided, in part, that bonds issued by 
the Federall Farm Mortgage Corporation: 

• I. • shall be lawful investments, and may be accepted 
as sElcurity, for all fiduciary, trust and public funds 
the i.nvestment or deposit of which shall be under the 
authc,rity or control of the United States or any 
officer or officers thereof. n 

The Attorney General said it was "unnecessary" to consider. 
whether bcmds ·issued by the Federal Farm Mortgage Corporation 
were "bonds or other securities of the united states," the type 
of securit~ies specified in the Postal Savings Act as permitted 
investment:s for postal savings funds. The Attorney General 
concluded that postal savings funds were "clearly comprehended" 
within the! words "fiduciary , trust, and public funds the 
investment: or deposit of which shall be under the authority or 
control of the united states or any officer or officers thereof." 
On that basis, he. concluded that postal savings funds could 
lawfully be invested in bonds issued by the Federal Farm Mortgage 
CorporatiCln·by the express provision of .the Federal Farm Mortgage 
Co~poratiCin Act. 

In 1966, both the Treasury General Counse134 and the Assistant 
Attorney General, Office of Legal Counsel,e concluded that the 
Secretary had lawful authority to invest trust funds subject to 
the Secret.ary' s control in certain debt obligations that the 
Congress ~ade l~wfulinvestmentsfor fiduciary, trust, and public 
funds in s:pecific legislation, namely: 

(1) farm loan bonds issued by Federal land banks, 
secti.on 27 of the Federal Farm Loan Act of 1916, 
39 St.at. 380i 

31Act ()f June 25, 1910, Pub. L. No. 61-268, 36 Stat. 814 
(1910) • 

32Id. E'.J 9, 36 stat. 817. 

33pub. L. No. :73-88, § 4 (a) , 48 Stat. 344, 345 (1934) • 

340piniondated October 12, 1966, from Fred B. Smith, 
Treasury Gene:r;al Counsel, to Treasury Secretary Fowler. 

3sop inion dated October 7, 1966, from Frank M. Wozencraft, 
Assistant Attorney General, Office of Legal Counsel, to Fred B. 
Smith, Tre!asury General Counsel. 
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(2) obligations of the Federal Home Loan Banks, 
section 15 of the Federal Home Loan Bank Act of 1932, 
47 stat. 736; 

(3) debentures of the Federal intermediate credit 
b~nks, section 6(b) of the Farm Credit Act of 1935, 
49 stat. 316; 

(4) debentures of the banks for c6operatives, 
section 1 of the Act of August 23, 1954, 68 Stat. 770; 
and ' 

(5) participation certificates of the Federal 
National Mortgage Association, section 311 of the 
Federal,National Mortgage Association Charter Act, as 
enacted in the Housing Act of 1954, 68 Stat. 62~,. and 
as amended by section 701(b) of the Act of September 2, 
1964. 

The 1966 opinions of the Treasury General Counsel and the 
Assistant Attorney General, Office of Legal Counsel, were 
delivered in connection with an issuance by the Federal National 
Mortgage Association ("FNMA") 36 of certain participation 
certificates in a pool of government-owned mortgages. In January 
1967, FNMA issued $600 million of participation certificates to 
the public and ,$500 million of Earticipationcertificates to 
various government trust funds. 7 The purchase by the government 
trust funds of the participation certificates issued by FNMA was 
fully examined by Congress during the hearings held by the House 
Ways and Means Committee to consider the Administration's 

3~he rederal National Mortgage Association that issued the 
participation certificates that were the subject of the 1966 
opinions of the Attorney General and the Treasury General Counsel 
was the wholly-owned government corporation that existed before 
the Housing and Urban Development Act of 1968 partitioned that 
single corporation into two separate corporations, one that was 
given the name "Government National Mortgage Association," which 
remained wholly within the government, and the other that'was' 
given the name "Federal National MortgageAs~ociation," which was 
established as a government-sponsored private corporation. 
Pub. L. No. 90-448, 82 Stat. 476, 536 (1968). 

I 

37$100 million of participation certificates to the Federal 
Old-Age and Survivors Insurance Trust Fund, $100 million to the 
civil Service Retirement and Disability Trust Fund, $100 million 
to the National Service Life, Insurance Trust Fund, $100 million 
to the Unemployment Trust Fu:nd, $50 million to the Railroad 
Retirement Account, and,$50 million to the Federal Hospital 
Insurance Trust Fund. See Administration proposal to Temporarily 
Increase the Debt Ceiling: Hearings before the House Comm. on 
Ways and Means, 90th Cong., 1st Sess. 33 (1967). 
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proposal t:hen pending to increase temporarily the public debt 
limit. 38 

More recently, in 1985, 1986, 1987, 1988,,1989, and 1990, the 
Secretary, as manager of the Fund, purchased obligations issued 
by the FFHunder section ~9 (a) of the FFB Act39 as investments for 
the Fund, notwithstanding the fact that those debt obligations of 
the FFB WE~re, not the type of securities specified in the Civil 
,Service Fund statute as permitted investments for the Fund, 
namely, special' Treasury debt obligations', other interest-bearing 
obligatiolls of the United States, and obligations guaranteed as 
to both principal and interest by the united states. But, as in 
the case ()f the Postal Act with respect to debt obligations 
issued by USPS, and in the case of the TVA Act with respect to 
debt obli9ations issued by TVA; the FFB Act designates debt 
obligations issued by the FFB as lawful investments'for all 
government trust funds under the control of an officer of the 
Un i ted Stettes . 40 

Inconclus;ion, the express provisions of the Postal Act and the 
TVA Act authorize the Secretary to purchase the USPS Debt 
obligations and the TVA Debt obligations as investments for any 
goyernment: trust fund under his control, as an off icer of the 
United States ,. which includes the Fund. 

38Administration Proposal to Temporarily Increase the Debt 
Ceiling: Hearings before the House Comm. on Ways and Means, 90th 
Cong., 1s1:Sess. (1967). 

3912 U.S.C. § 2288(a). 

~Section 9(d) of the FFB Act provides: 

(d) Obligations of the Bank [FFB] issued pursuant 
to this section shall be lawful investments, and may be 
accepted as security for all fiduciary, trust, and ' ' 
public funds, the investment or deposit of which shall 
be u~der the authority or control of the United States, 
the District of Columbia, the Commonwealth of Puerto 
Rico, or any territory or possession of the United 
StatE~s, or any agency or instrume'ntality of any of the 
fore90ing, or any officer or', officers thereof. 

12 U.S.C. § 2288(d). 
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step 2A: 	 As payment for the purchase of the usps Debt 
Obligations and the TVA Debt Obligations, the 
Secretary, as manager of the Fund, delivers to the FFB 
the Treasury Specials held by the Fund as investments. 

The Secret:ary, as manager of the Fund, is authorized to deliver 
to the FFEl the Treasury specials presently held by the Fund if 
the Proposled Transaction constitutes a .true exchange, that is~ if 
the usps Debt Obligations and the TVA Debt obligations that are 
to be rec~ived by the Fund are equal in value to the Treasury 
Specials that are to be surrendered by the Fund.. , 

The Treasury Specials that are presently held by the Fund are 
special itlterest-bearing obligations of· ,the united states that 
the Secretary issued directly to the Fund as investments for the 
surplus ftmds in the Fund. U . The maturities and interest rates 
of these 1~reastiry Specials are fixed by statute. 42 

I understand that the principal amounts, interest rates, and 
maturity dates of the USPS Debt Obligations and the TVA Debt 
Obligatiotls that are to be received by the Fund do not match 
exactly the principal amounts, interest rates, and maturity dates 
of the Treasury Specials that ,are to be surrendered by the Fund. 

However, I further understand that the Mr. Joshua Gotbaum,' 
Treasury Assistant Secr.tary (Economic Policy), has determined, 
on behalf of the Secretary under authority duly delegated to him, 
that the yalue of the USPS Debt 'obligations and the TVA Debt 
Obligatiolls that are to be received is equal to the value of the 
Treasury Specials that are to be surrendered. 

For purposes of this opinion, I assume the validity of 
Mr. Gotbaum's determination. with that determination having been 
made, the Proposed Transaction constitutes a true exchange, and 
the Secret:ary, as manager of the Fund, is' authorized to deliver 
to the FFH the Treasury Specials presently held by the Fund. 

, 
I understand that Mr. Gotbaum's determination as 'to the value of 
the USPS [)ebt Obligations and the TVA Debt Obligations was based, 
in'part, em a contractual commitment by the FFB to purchase the 
USPS Debt Obligations and the TVA Debt Obligations back from the 
Fund at any time, upon demand by'the Secretary, as manager of the 
Fund. That commitment by the FFB is authorized by section 6(a)
of the FFB Act. . 

section 6(a) of the FFB Act authorizes the FFB to commit to 
purchase back the USPS Debt Obligations and the TVA Debt 

U5 U. S • C • § 8348 (c), ( d) . 

42See !5 U.S.C. § 8348(d). 
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ObligatioI"ls that the FFB proposes to sell to the Fund. As set 
out above, but with different parts emphasized here, this section 
provides; in relevant part: 

The Bank [FFB] is authorized to make commitments 
to purchase and sell, and to purchase and sell on terms 
and conditions determined by the Bank [FFB], any 
obligation which is issued, sold, or guaranteed by a 
FedeI;al agency. 43 . 

Thus, a commitment by the FFB to purchase the .USPS Debt 
Obligations and the TVA, Debt Obligations back from the -Fund under 
terms and conditions determined by the FFB is authorized by 
section 6(a) of the FFB Act. 

step 2B: 	 The FFB accepts the Treasury specials as payment for 
the uSPs Debt Obligations and the TVA ,Debt Obligations 
sold to the Fund. 

section 6(a) of the FFB Act also authorizes the FFB to accept the 
Treasury Specials as payment for the usps Debt Obligations and 
the TVA De:bt Obligations sold to the Fund. As set out above, but 
with diffe:rent parts emphasized here, this section provides, in 
relevant part: 

The Bank (FFB] is authorized to make commitments 
to purchase and sell, and to purchase and sellon terms 
and conditions determined by the Bank [FFB], any 
obligation which is issued, sold,.or guaranteed by a 
Federal agency. 44 

section 6(a) of the FFB Act thus' provides the FFB with broad 
discretion to determine the terms and conditions on which to sell 
the usps Debt Obligations and the TVA Debt Obligations to the 
Fund. That broad discretion may reasonably include accepting 
delivery of certain debt obligations, instead of cash, as payment 
for the usps Debt Obligations and the TVA.'Debt Obligations. 
Therefore, section 6(a) of the FFB Act authorizes the FFB to 
accept the Treasury Specials as payment for the USPS Debt 
Obligations and the TVA Debt Obligations. 

43 .12 U.S.C. § -2285(a) (emphasis added). 
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step 3A: 	 The FFB sells back to the Secretary the Treasury 

Specials that the FFB received from the Fund. 


As in step 1A (in which the FFB 'sells the usps Debt Obligations 

and the T~~ Debt Obligations to the Fund)~ section 6(a) of the 


. FFB Act al:lthorizes the FFB to sell to the: Secretary the Treasury 
Specials that the FFB received from the Fund. As set out above,' 
this section provides, in relevant part: [ 

, 

The Bank [FFB] is authorized to make. commitments 
to purchase and sell, and to purchase and sellon terms 
and conditions determined' by the Bank [FFB] , any 
oblicration which is issued, sold, or guaranteed !2.Y......s. 
Feder'al agency.4S 

The Treasury Specials are "obligations," as that term is used in 
the FFB Ac:t. Again, the FFB Act' defines ~'obligations" as "any 
note, bondt, debenture, or other evidence of indebtedness. ,,46 As 
described above, the Treasury Specials that the FFB will receive 
from. the F'und are all interest-bearing debt obligations of the 
United Sta',tes issued by the Secretary. 

Those Trea.sury Specials were issued by the Secretary through the 
Treasury Department. The Treasury Department is a "Federal 
agency," a.s that term is used in the FFB Act. Again I the FFB Act 
defines "Federal agency" as including anYi"executive 
department.. n47 The Treasury Department is; an executive 
department.. 48 

Accordingly, each of the Treasury.Specials is an "obligation 

which. is i.ssued ... by a Federal agency," as those terms are 

used in th.e FFB Act. It follows that the express terms of the 

first sentence of section 6(a) of the FFB,Act authorize the FFB 

to sell th.e Treasury Specials back to the ; Secretary. 


4SId. 

46FFB Jl.ct § 3 ( 2) I 12 U. S . C ~ § 2282 (-2) ~ 

47FFB Jl.ct §' 3 (1) "i 12 U.S.C. § 2281(1).' 

48Section 301(a) of title 31, united states Code, provides: 

(a) 'The Department of the Treasury is an executive 
department of the United states Government at the seat 
of th.e Government. 

31 U.S.C. 	 § 301(a). 
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step 3B:The Secretary purchases the Treasury Specials from 
the FFB. 

section 3111 of title 31; united states Cbde, authorizes the 
Secretary to purchase the Treasury specials before their 
maturities. This section p~ovides: 

An obligation may be issued under' this chapter to 
buy, redeem, or refund, at or before maturity, 
outsi:anding bonds ..notes. certificates of indebtedness. 
Trea~ury bills. or savings certificates of the united 
StatE!S Government. Under regulations of the Secretary 
of the Treasury, money received from'the sale of an 
obli~Jation and other money in the general fund of the 
Treasury may be used in making the purchases, 
redemptions, or refunds. 49 

The first sentence of section 3111 refers to the purchase of 
"bonds," "notes," "certificates of indebtedness," "Treasury 
bills," and "savings certificates" of the United states 
government:. There is no doubt that section 3111 of title 31, 
UnitedStc'ltes Code, also applies to the special Treasury debt 
obiigatiorts that are issued by the Secretary directly to various 
government: trust funds and deposit accounts as investments, 
including the Treasury Specials that are part of the Proposed 
Transacticm. . 

The specicll Treasury debt ob11gations that the Secretary issues 
directly to trust funds and deposit accouhts are, in fact, 
"bonds," "notes," ahd "certificates of indebtedness," depending 
upon the respective maturities of such special Treasury debt 
obligatiorls. As evidence of this, section 3102(a) of titl'e 31, 
United states Code, specifies that the "bonds" that are 
authorized to be issued by that section may be issued eit.her "to 
the public" or "to Government accounts. "so Accordingly, the 
special Treasury debt obligations having terms greater than ten . 
years that are issued ~irectly to government accounts are "bonds" 
issued by the Secretary under section 3102 of title 31, united. 
states Code. Similarly, the special Treasury debt obligations 

4931 U.S.C. § 3111 (emphasis added). 

SOThe Elecond sentence of section 3102 (a) of title 31, united 
states Code, provides: 

. . • The Secretary may issue bonds authorized by this 
section to the public and to Government accounts at any 
annual interest rate and prescribe conditions under 
section 3121 of this title. 

31 U.S.C. § 3102(a) (emphasis added). 
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h~ving terms fiom one to ten years that are issued directly to 

government accounts are "notes" issued by the Secretary under 

section 3103 ~f ·title 31, united states Code, and the special 

Treasury debt obligations having terms less than one year that 

are issued directly to government accounts are "certificates of 

indebtedness" issued by the Secretary under section 3104 of 

title 31, united states Code. 


One central difference'betwe~n the bonds, notes, and certificates 
of indebt~dness that the ~ecretary issues' to the public and the 
bonds~ notes, and certificates of indebtedness that the Secretary 
issues directly tp certain governmen~ trust funds is the amount 
of discretion that the Se~retary is granted to prescribe the 
,terms a'nd conditions of such obligations. Section 3121 of . 
title 31, united states Code, provides the Secretary with broad 
discretion to prescribe the terms and conditions of the bonds, 
notes, and certificates of indebtedness that th~ Secretary issues 
to the public. 51 In contrast, the statute~ governing the 
investment of certain government trust funds prescrib~ specific 
terms and conditions, such as the interest rate and the method 

51Section 3121(a) of title 31, united states Code, provides: 

(a) In issuing oblig~tions under sections 3102­
3104 of this title, the Secretary of the Treasury may 
presc:ribe-­

(1) whether an obligation i~ to be 
issued' on an interest-bearing basis, a 
discount basis, or an interest-bearing and 
discount basis; , 

(2) regulations on the conditions under 
w~ich the obligation will be offered for 

'sale, including whether it will be offered 
for sale on a competitive or other basis; 

(3) the offering price and'interest 
rate; 

(4) the method of computing the interest 
rate; 

(5) the dates for; paying principal and 
interest; 

(6) the form and denominations of the 
obligations; and 

(7) other conditions. 

31 U.S.C. § 3121. 
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for computing the interest rate" 
.". 

of the bonds, notes, and 
certificates of indebtedness to be issued directly to such trust 
funds. S2 

Notwithstanding the limitations on the Secretary's d,iscretion to 
determine certain of the terms and conditions of the special 
Treasury debt obligations that the Secretary issues directly to 
government trust funds and deposit accounts, such special 
obligations are nonetheless covered by sections 3111 of title 31, 
United states Code. consequently, the Secretary is authorized to 
purchase the Treasury specials from the FFB under section 3111 of 
title 31, united states Code. 

,,Moreover, even though section 3111 refers to the outstanding 
obligations of the United states government being purchased ' 
through either the issuance of new Treasury obligations under 
chapter 31 of title 31 or through the use of money in the general 
fund of the Treasury, there is no doubt that the SecretarY'is 
also authorized, under section 324 of title 31, United states 
Code, to pay for such purchases by delivering obligations that 
have been-acquired by the Secretary. This conclusion is 
discussed in more detail in the analysis of the next step of the 
Proposed Transaction. 

step' 4A: 	 .As payment for the purchase of the Treasury specials, 

the Secretary delivers to the FFB 'the FFB Debt 

Obligations that are presently held by the Secretary. 


Section 324 of ,title 31, United states Code authorizes the 
Secretary -to deliver the FFB Debt Obligations as payment for the 
Treasury Specials. First, SUbsection (a) of that section 
provides, in part: 

SZFor example, the statute governing the investment of 
surplus funds in the Fund specifies: 

~['he obligations issued for purchase by the Fund 
shall'. . . bear interest at a rate equal to the 
averaqe market yield computed as of the end of the ,.,calendar month next preceding the date of issue, borne 
by all marketable interest-bearing obligations of the 
United states then forming aa part of the public debt 
which are 	not due or callable until after the 
expir~tion of 4 years from the end of that cal~ndar 
month.. If the average market yield is not a multiple 
of 1/8 of 	1 percent, the rate Of interest on the 
obligations shall be a multiple of 1/8 of 1 percent 
nearest the average market yield. 

5 U.S.C. § 8348(d). 
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(a) The Secretary of the Treasury may-­

(1) dispose of obligations-­

(A) acquired by the Secretary 
for the United States Government 

53 

The Secretary acquired the FFB Debt Obligations that are 
presently held by the Secretary when the FFB issued obligations 
to the Sedretary under section 9(b) of the FFB Act to finance the 
original purchases of the USPS Debt Obligations and the TVA Debt 
Obligations by the FFB. 54 Accordingly, the FFB Debt Obligations 
,are "obligations . . • acquired by the Secretary for the united 
States," as those terms are used in section 324(a) of title 31, 
united states Code. ' 

Secondly, subsection (b) of that section specifically authorizes 
the Secret,ary to accept obligations, instead of cash, as payment 
for obligations disposed of by the Secretary under subsection 
(a). Subsection (b) provides: 

(b) The Secretary may dispose . . .of obligations 
under subsection (a) of this section in the way, in 
amounts, at prices (for cash, obligations, property, or 
a combination of cash, obligations, or property), and 

~31 U.S.C. § 324(a). 

~Section 9(b) of ~heFFB Act provides, in relevant part: 

(b) The Bank [FFB] is also authorized to issue its 
obligations to the Secretary of the Treasury and the, 
Secretary of the Treasury may in his discretion 
purchase or agree to purchase any such obligations, and 
for such purpose the Secretary of the Treasury is 
authorized to use as a public debt transaction the 
proceeds of the sale of any securities hereafter issued 
under chapter 31 of Title 31, and the purposes for 
which securities may be issued under chapter 31 of 
Title 31 are extended to include such purchases. Each 
purchase of obligations by the Secretary of the 
Treasury shall be on such terms and conditions as to 
yield a return at a rate not less than a rate . 
determined by the Secretary of the Treasury, taking 
into consideration the current average yield on 
outstanding marketable obligations of the United States 
ofco~parable maturity. . . • 

12 U.S.C. § 2288(b). 
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on conditions the Secretarv considers advisable and in 
the public interest.~ 

Therefore, section 324 of title 31, United states Code, 
authorizes: for the Secretary to deliver to the FFB the FFB Debt 
Obligations presently held by the Secretary as payment· for the 
purchase clf the Treasury Specials. 56 Moreover, sUbsection (b) of 
that section provides the Secretary with broad discretion to 
determine the price at which to deliver the FFB Debt Obligations. 

step 4B: 	 The FFB accepts the FFB Debt Obligations as payment for 
the Treasury Specials sold back to the Secretary. 

As in Step 2B (in which the FFB accepts the Treasury Specials as 
payment for the USPS Debt Obligations and the TVA Debt 
Obligations sold to the Fund), section 6(a) of the FFB Act 
authorizes the FFB to accept the FFB Debt·Obligations as payment 
for the Treasury Specials sold back to the Secretary. As setout 
above, this <'section provides, in relevant, part: 

The Bank [FFB] is authorized to make commitments 
to purchase and sell, and iQ purchase and sellon terms 
and conditions determined by the Bank [FFBJ, any 

, obligation which is issued, sold, or guaranteed by a 
Federal agency.~ 	 . 

5531 U.S.C. § 324(b) (emphasis added) ~, 

56Section 9(b) of the FFB Act also authorizes the Secretary 
to sell the FFB Debt Obligations held by the Secretary. This 
section provides, in part: 

The Secretary of the Treasury may sell, upon such 
terms and conditions and at such price or prices as he 
shall determine, any of the obligations acquired by him 
under this SUbsection [9(b)]. 

As discussed above, the FFB Debt Obligations are "obligations", 
as that. term is used in the FFB Act. Furthermore, the FFB Debt 
Obligations are "obligations acquired by [the Secretary]. under 
this SUbsection [9(b)]." As also discussed above, the Secretary 
acquired th,e FFB Debt Obligations in connection with the FFB 
having borrowed funds from the Secretary under section 9(b) of 
the FFB Act to finance the FFB's original purchases·of the USPS 
Debt Oblig'3.tions and the TVA Debt Obligations. It follows that 
the expres:s terms of section 9 (b) of the FFB Act authorize the 
secretary to sell the FFB Debt Obligations back to the FFB. 

~12 U.S~C. § ~285(a) {emphasis added). 
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section 6(a) of the FFB Act thus provides the ·FFB with broad 
discretiorl to determine the terms and conditions on which to sell 
the Treasury specials back to the Secretary. That broad 
discretiort may reasonably include accepting delivery of certain 
debt obli9ations, 'instead of cash~ as payment for the Treasury 
Specials. Therefore, the first sentence of section 6(a) of the 
FFB Act authorizes the FFB to accept the FFB Debt Obligations as 
payment fClr the Treasury Specials sold back to the Secretary. 

Ifi conclusion, each step of the Proposed Transaction is 
authorized by an express provision of the relevant governing 
statute. 

II. 

When the :r'roposed Transaction Is completed, the Total Amount of 
outstandinq Debt That Is subject to the Debt Limit statute Will 
Be ReduceCll. 

When. the Proposed Transaction is completed, the USPS Debt 
Obligations and the TVA Debt Obligations that are presently held 
by the FFB will be held by the Fund. The USPS Debt Obligationsc 

and the TVA Debt Obligations are not debt that is subject to the 
'debt limit. statute. The current debt limit statute provides, in 
pertinerit part: . 

(b) . The face amount of obligations issued under 
this chapter [chapter 31 of title 31, United States 
Code] and the face amount of obligations whose 
princip~l and interest are guaranteed by the United 
States Government (except guaranteed obligations held 
by the Secretary of the Treasury) may not be more than' 
$4,900,000,000,000, outstanding at one time, rsubject to 
changes periodically made in that amount as. provided by 
law through the congressional budget process described 
in Rule XLIX of the Rules of the House of 
Representatives or otherwise. 58 

The USPS Debt Obligations and the TVA Debt Obligations are not 
obligations that were issued under chapter 31 of title 31, united 
States Code, 59 and they are not obligations that are guaranteed 

58 ' ' 31 U.S.C. §3101(b). 

5~he USPS Debt Obligations were issued by USPS under 
39 U.S.C. § 2005; the TVA Debt Obligations were issued by TVA 
under 16 U.S.C. §831n-4. 
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as to both principal and interest by the united states. 60 Since 
the USPS Debt Obligations and the TVA Debt Obligations are not 
debt that is subject to the debt limit statute, the steps of the 
Proposed 'l~ransaction involving the purchase and sale of the USPS 
Debt Obligations and the TVA Debt Obligations will have no effect 
(increase or decrease) on the 'amount of outstanding debt subject 

to the debt limit statute. 


When the Proposed Transaction is completed, the FFB Debt 
obligatiolls that are', presently held by the Secretary will be 
cancelled. However, the FFB Debt Obligations are not debt that 
is subject to limit.~Therefore, the cancellation of the FFB 
Debt Obli~rations will have D.Q effect (increase or, decrease) on 
,the amount of outstanding debt that is subject to the debt limit 
statute. 

When the Proposed Transaction is completed, the Treasury Specials 
(having a value equal to the value of the, USPS Debt Obligations 
and TVA De!bt obligations that are sold to the' Fund) that are 
presently held by the Fund will be held by the Secretary. The 
Treasury Specials are debt that is subject to limit. Therefore, 
the fact t:hat the Treasury Specials will, no longer be ' 
"outstanding" debt will cause a decrease in the total amount of 
'outstanding debt that is subject to the debt limit statute.~ 
The amount:- of that decrease will be equal to the face amount of 
the Treasury Specials that the'Secretary accepted as payment from 
the FFB a~ a ,part of the Proposed Transaction. 

60See :19 U.S.C. § 2005(d) (5) (payment of principal of or 
interest' cln obligations issued by USPS not guaranteed by the 
government: of ,the United States); 16 U.S.C. § 831n-4(b) (payment 
of principal of or interest on obligations issued by TVA not 
guaranteed by the government of the United States). 

6~S s~t out in text accompanying footnote 58, supra, the 
debt limit s~atute applies to (1) obligations issued tinder 
chapter 31. of title 31, United states Code, and (2) obligations 
whose principal and interest are guaranteed by the United states. 
Debt obligations that are issued by the FfB are issued under 
section 9 of the FFB Act, 12 U.S.C. § 2288, not chapter 31 of. 
title 31, United States Code. In additio~, the FFB Act does not 
specifically provide that debt obligations that are 'issued by the 
FFB are gu.aranteed as to both principal and interest by the 
United States. Therefore, the FFB Debt obligations ,are not debt 
that is su.bject to the debt limit statute. . . 

6~he debt limit statute applies to the face 'amount of 
certain types' of obligations that are "outstanding at one time. 1t 

31 U.S.C. § 3101(b). When the Treasury Specials are held by the 
Secretary, they are no longer "outstanding," for purposes of the 
debt limit statute. 
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III. 


Any debt issuance capacity under the debt:limit statute that 
would be made available from the" Proposed.Transaction may be used 
to issue to the public new debt obligations of "the united states 
to obtain additional funds for the Treasury's cash account, and 
you~ issuance of new debt obligations within such debt issuance 
capacity will not violate the debt limit ~tatute.63 

IV. 

The proposed Transaction Is substantially ,Similar. to Actions that 
the Secretary and theFFB Took on Several:Previous occasions, and 
th~ General Accounting Office concluded that those Previous 
Actions Het All Legal Requirements. ' 

Each step of the Proposed Transaction is, las a factual matter, 
substantially similar to actions taken by the Secretary and the 
FFB iri 1985, 1986, 1987, 1988, 1989, and i990.~ " 

The only difference between those previous actions .and the 
Proposed Transaction is that in the previous actions the 
Secretary purchased, as investments for the F:und, certain debt 

63See generally Memorandum dated November 10, 1995, from 
Walter Dellinger, Assistant Attorney General,' Office of Legal 
Counsel, t'D' Treasury General counsel, Edward S. Knight, at 6. 

640n October 9, 1985, the Secretary purchased, as an 
investment for the Fund, a debt obligation of the FFB in the 
principal ,amount of $5 billion that matured June 30, 1986. On 
October 25, •. 1985, the Secretary purchased, as an investment for 
the Fund, ,a debt obligation of the FFB in the principal amount of 
$3.5 billion "that matured June 30, 1986. ,On October 31, 1985, 

.. the Secretary purchased, as an investment 'for the Fund, a debt 
obligation of the FFB in the principal amount of $6.499,990 
billion th'3.t matured June 30, 1986.' Those short-term debt 
obligation:; were paid in full on June 30, :1986. On July 31, 
1986, the Secretary purchased, as investments for the Fund, debt 
'obligation:; of ,the FFB in the principal amounts of $5 billion, 
$5 billion l and $4.99,990 billion that matured on June 30 of 
1987, 1988, and 1989, respectively. Thos~ debt obligations were 
refunded on their respective maturity dates with new debt 
obligation:; of the FFB that the Secretary purchased, as 
investment:; for the Fund. Now the Fund holds debt obligations of 
the FFB in the principal amounts of $5 billion, $4.99,990 
billion, and $5 billion that mature on June 30 of2003,2004, and 
2005, respectively. . 
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obligations that were issued by the FFB itself,55 whereas in the 
proposed 'I'ransaction the Secretary proposes to purchase, as 
investments for the Fund, certain .debt obligations that were 
issued by USPS and TVA, respectively, and are presently held by 
the FFB. Except for the difference in the identities of the 
obligations proposed to be purchased by the Fund, the Proposed 
Transaction is the same as the previous actions. And, as 
discussed above, the USPS Debt Obligations and the TVA Debt 
Obligations are as much lawful investments for government trust 
funds as are debt obligations issued by the FFB. 

The first in this series of previous actions taken by the 
Secretary and the FFB was the subject of congressional 
hearings. 51;. At those hearings, the Comptroller General of the 
United States reported his conclusions regarding that first' FFB 
transaction with the Fund. Those conclusions were: 

(1) that there was nothing improper in the FFB 
issuing debt obligations of the FFB to the Fund because 
section 9(d) of the FFB Act provides that debt 
obligations of the FFB shall be lawful investments for 
all trust funds under the control of the United States; 

(2) that the FFB could prepay its own debt owed to 
the Secretary with Treasury debt obligations acquired 
by the FFB from the Fundi 

(3) that, after doing so, .the amount of 
outstanding Treasury debt obligations would be reduced 
by the amount Treasury debt obligations that the FFB' 
paid to the SecretarYi 

(4) that the Secretary could thereupon issue new 
Treas'ury debt obligations to the public in an amount 
equal to the amount of Treasury debt obligations paid 
by the FFB to the Secretary; 

(5) that the legality of the Secretary's actions 
depended solely on whether the FFB debt obligations' 
issued··tothe Fund count as debt that is subject to the 
debt, limit statute; and 

65As set out in footnote 40, supra, debt obligations issued 
by the FFB are lawful investments for all government trust funds 
under the control of any officer of the United States. FFB Act 
§ 9 (d), 12 U.S.C. § 2288 (d) . 

66See generally The Federal Financing Bank. and the Debt 
Ceiling: H1aarings Before the Subcomm.· o'n Economic Stabilization 
of the Hou:se Comm. on Banking, Finance, and Urban Affairs, 99th 
Cong., 1st Sess. (1985). . 
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(6) that FFB debt obligations i~sued to the Fund 
do nc)t count as debt that is subject to the debt limit 
statute. 67 

Thus, the Comptroller General concluded that the first of the 
1985 FFB actions with the Fund met all legal requirements. The 
Proposed 'l~ransaction is substantially similar to that previous 
action. 

v. 

·The Conoltlsions Reaohed in this Opinion Are Consistent with the 
conolusiotls Reaohed by Past Treasury General Counsels. 

In 1982 j then Treasury General Counsel Peter J. Wallison also 
concluded that the FFB could lawfully eXGhange debt obligations 
issued by USPS and TVA for special Treasury debt obligations held 
by governUlent trust funds. In a memorandum to .the Treasury 
Assistant Secretary (Domestic Finance) evaluating the 
permissibility of, among other options, having the FFB sell to 
government trust frinds certain obligations that the FFB held in 
its loan portfolio to raise additional funds for the Treasury's 
cash accou.nt during a debt limit impasse, .Mr. Wallison concluded: 

. . . with respect to the TVA and Postal Service debt 
now held by the FFB . . . , the obligations are clearly 
both permissible trust fund investments and not subject 
to the public debt limit. Any purchases of FFB-held 
debt would allow the FFB to repay some of its 
obligations to the Treasury, bringing. in cash. Because 
this type of transaction involves non-limit securities, 
use of new trust fund cash or cash raised by redeeming 
specials should not raise any legal difficulties, 
assuming yields were appropriate. 68 . 

In 1985, then Treasury General Counsel Robert M. Kimmitt 
concluded that it would be permissible for the Secretary to use 
of the authority of the FFB, under section 9(a) of the FFB Act, 
to issue up to $15 billion of debt obligations of the FFB outside 
of the debt limit statute to obtain additional funds for the . 
Treasury's cash account. However, Mr. Kimmitt also concluded 
that the use of other cash-raising options that would permit the 
Treasury Department to act for extended periods of time without 

67Id. at 32. 

6~emorandum dated' May 11, 1982, from Treasury General 
Counsel Peter J. Wallison to Treasury Assistant ,Secretary Mehle 
at 2. 
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,. 
congressional a'ction ,would be held to be an impermissible evasion 
of the debt limit. In a memorandum to the Treasury Secretary 
evaluating the permissibility of, among other options, having the 
Secretary and' the FFB sell their entire loan portfolios to raise 
additional funds for the Treasury's cash account during a debt 
limit impasse, Mr. Kimmitt concluded: .. 

To use billions of dollars of special purpose agency 
debt in effect to raise money to pay the general 
obligations of the United states for well over a year 
after the debt iimit is reached is to make a mockery of 
the debt limit.~ 

,Significantly, Mr. Kimmitt reached his 'negative conclusion about 
the option of selling entire loan portfolios to keep the 
government operating for extended periods ,of time after the 
public debt limit has been reached. , 

In contrast, I am reaching here a favorable conclusion about a 
much more limIted action, namely, having the FFB sell the 
relatively small portion of the FFB portfolio made up of the USPS 
Dept oblig'ations and the TVA Debt Obligations. My office 
considered the possibility of having the FFB sell the other 
obligation.s held in the FFB portfolio, but each of those other 
obligation.s was eliminated for one of two reasons: either (1) it 
was not free from doubt that the respective obligation qualified 
as a permitted investment for government trust funds; or (2) if 
the respective obligation did qualify as a permitted investment 
for trust funds, it was not free from doubt that a sale of such 
obligation would make available any additional issuance capacity 
under the debt limit statute. The USPS Debt Obligations and the 
TVA Debt Ctbligations are the only obligations presently held by 
the FFB as, to which I can deliver an favorable opinion without 
qualificat.ion that (1) they may be lawfully sold to any 
government. trust fund, including the Fund, as investments, and 
(2) their sale will make available additional issuance capacity 
under the debt limit statute. 70 

Moreover, the Proposed Transaction involving the sale of the USPS 
Debt Obligations a,nd the TVA Debt Obligations to the Fund is but 
one of th:ree actions that, when taken together, will keep the 
government; operating for only a very short period. Thus, the 
Proposed 'I'ransaction does not "make a mockery of the debt limit." 

6~emorandum dated October, 16, 1985, from Treasury General 
, Counsel RCtbert M. Kimmitt ,to Treasury Secretary Baker, 

Attachment: B at 6. (emphasis added). 

roTh~ PFB is not selling to the Fund a' $300 milliori variable 
rate debt obligation of USPS because it has been determined that 
debt obligation is not an appropriate investment for the Fund. 
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Acc6rdingly, th~ conclusi6ns reached in this op1n10n are 
consistent. with the conclusions reached by past Treasury General 
Counsels. 
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DEPARTMENT OF THE TREAS~Y 
WASHINGTON. D.C 20220 

ACTION\CTION 

MEMORANDUM FOR: 	 SECRETARY RUBIN 
DEPUTY SECRETARY SUMMERS 

THROUGH: 	 UNDER SECRETARY HAWK~ j5X 
FROM: 	 Gerald Murphy C)),-; ­

Fiscal Assistant Secretary 

SUBJECT: Exchange Stabilization Fund Investments 
Subject, to the Debt Limit 

ACTION FORCING EVENT: 

In the aosence of an ihcrease in the. current statutory debt limit 
of $4,900 billion, the ceiling will be exceeded on February 15, 
1996. In ordet to avoid exceeding the limit~ we need to 
t~orar' the reinvestment of the Exchange 
stabilization Fund (ESF). Based upon pas 
~ttached), Treasury has left ESF uninvested many times 
exceeding the statutory debt limit. 

, 
The discontinuance of reinvestment does not reduce the cash 
av~ilable to ESF to carry out its functions. However, it: will 
result in a loss of some earnings to the ESF. Since, by way of 
of fset, the Genera 1 Fund pays less interest as a result of this 
action, there is no net cost to the Government. 

As of January 31,1996, the ESF had a balance of $3.9 billion 
invested in Treasury securities subject to the debt limit. 

We would appreciate your immediate approval to discontinue the 
reinvestment of the ESF when needed to avoid exceeding the 
statutor~t limit. 

/~<.v 
Approved Disapproved 	 Let's Discuss 

Attachment: Tab 1 - east Approved Memoranda 
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AdFRin i:d ,- ril!-; "e ly Con fldeRt let±. 'T1'-::JL-.~O-9 30~6 
DEPARTMENT OF~THE TREASURY~,)'" . ; 

WASHINGTON 

,)SISTANT SECRE1'ARY 

october 19, 1990 

MEMORAlWUM FOR: 	 SECRETARY BRADY 

DEPUTY SECRETARY ROBSON~~ 


THROUGH: 	 UN DER SECRETARY GL1\UBERr {/ 
..:.'7n J 

fROM: 	 Gerald Murphy 

Fiscal ~ssistant Secretary 


ACTION FORCIHG EVEUT: 

On october 19, 1990 'it appears that the debt mriy come very close 
to the statutory limit of $3195.0 billion. There is a 
poss~bility that the limit may be exceeded on this day. In 'order 
to avoid exceeding the limit we may need to disinvest the 
Exchange Sta~ilization Fund (ESF). Based on past approval 
(copies attached) 	Treasury has disinvested ESF many times to 
avoid breaching the debt limit. 

These temporary disinvestment~ do not reduce the cash available 
to ESF to carry out its functions, but they will result in some 
loss of earnings to the account. Since by w~y of offset, the 
General Fund pays 	 less interest, there is no cost to the 
Government. 

As of Marc!l ]1, 1990 (see attached unclassified balance sheet), 
ESF had a balance·of $24.9 billion. However, most of that Was 
held in the form of foreign currencies ,andSDR's and .9 billion 
was actually invested in Treasury securities subject to the 
limit. The current ,balance sheet could not be attached to this 
memotandum since it is classified, however it will be made 
available upon request. 

We would appreciate your immed1ate approval to disinvest if 
needed. 

~- Approve 	 Disapprove other 

Attachments , 

r\ew.i.nistFati",,;dy Confjdentje-,i· . 

~&~ If-/t:;../~5 



DEPARTMENT OF THE TREASURY 
WASHINGTON 

June 30, 1989 

ASSISTANT SECRETAHY 

MEMORANDUM FOR:. 	 SECRETARY BRADY 

DEPUTY SECRETARY ROBSON 


THROUGH: 	 Under Secretary Glauber 

~~--......-.--.. ..FROM: 	 Marcus W. Pa "­
Acting ~ Ass1.stant Secretary 


SUBJECT: 	 Use 0 f E. S . f. for Debt ~imi t Purpose s 

ACTION FORCING EVENT: 

On July J, 1989 it appears that the debt may come very close to 
the statutory limit of 52,800.0 billio~. There is a remote 
possibility that the lim1.t may be exceeded on this day due to 
large Social Security investments that take place on the first 
workday of each month. In order to avoid exceeding the limit we 
may need to disinvest the Exchange Stabilization Fund (ESF). 
Based on past approval (copies attached) Treasury has disinvested 
ESF many times to avoid breaching the debt limit. 

These temporary disinvestments do not reduce the cash available 
to ESF to carry out it~ fun~tions, but they will result in some 
loss of earnings to the account. Since by way of offset, the 
General Fund pays less interest, there is no cost to the 
Government. 

As of December 31, 1988 (see attached unclassified balance 
sheet), ESF had a balance o~ 521.4 billion. However, most of 
th~t was held in the form of foreign currencies and SDR's and 
52.3 billion was actually invested in Treasury securities subject 
to the limit. The current balance sheet could not be attached to 
this· memorandum since it is classified, however it will be made 
available upon request. 

We would appr~ciate your approval by June 3fr, 1989 to di nvest 
and reinvest various amounts on a daily basis, if needed, to 
accommodate fluctuations iIi the debt until the limit is 

inc~~d. 

It ,/) Approve Disapprove 	 Other---...::....:.­

Attachments 

! . 

;. 



lJErARTMElH OFTHE: TREASURY 
"""SHINGTON 

October 3, 1986 

Hf~HORANDUH fOR: SECRETARY BA~£R 

TErROUGH 1 Under Secretary Gould ~~ .' 

fHOM: Gerald Murphy ~., 
ftscal Assistant Secretary 

SUBJECT: Use, of E. S .. F. f'or Debt Limi t Purposes 

It appears likely that the Treasury vill have to disinvest 
the 8xchangeStabilization Fund (ESF) in order not to t 

exceed the curront debt coiling ($2,111 billion) .. ' The ESP' 
currently totals about $483 million. Current estimates 
indicate the neod to fully di8inves~ the ESF by October a. 
Once the debt limit ts increased the Fundvill be fully 
invested. 

We would appreciate your approval by close of bUBines~ 
today, October 3, 1986. 

Approval: ~k 
, ;/ .. 

. 
WI.,.~~ 

~ '111", ~ 

Zoellick !2Z ','It .. ~ 
7 


INITIATOR n!:VIKW!:R nl!:VIKWItR REVIEWER REVlnER 
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FOR: 
THRU: 

FROM: 

SUBJECT: 

Memorallduln o o '0 
ACTION BRIEFING: INFORMA­

" 

SECRETARY BAKER 
"'Deputy Secretary Darman 

DATE: August 28, 1985 

Gerald Murphy ~~ 
Acting Fiscal 1\ssistant Secretary 

Debt Subject to Limit 

In John Hiehenke'g memo to Deputy Secretary Carman 
(copy attached), he indicated that a portion of the 
l~xchange Stabilization Fund' (ESF) would have t.o be dis­
lnvested in early September to a.void exceedinq the debt 
limit of 51823.8, billion. Treasury haa disinvested ESF 
rilany times in the past to avoid, breaching the debt limit. 
E:ssentially what we do ea,ch day during a crisis is to 
calculate the total debt as of. the preceding day and then, 
disinvest or reinvest ESF to stay within the ceiling. 

• . These ~e.mporary disinvestments do not reduce the cash 
a.vailable to 'ESf to carry' out its fUnctions, .but they will 
result in 30me' 1058 of earnings' to the account. 

As of JW1e 30, 1985 (see attached balance sheet), ESF 
had a balance of 512.9 billion. However, most.' of that is 
held in the form of foreign currencies and SOR"s and only 
52. J billion is .1ctually invested in Treasury securities' 
subject 
need to 
basis to 
limit is 

We 

Attachments 

I~ 
, , 

to the debt limit. ,At this time, we anticipate the 
disinvest and reinvest various amounts on a daily 

accommodate fluctuations. in the debt until the 
increased. 

·.... ouldClppreciate your a'pproval by September J. 

INITIATOR nEVIUVEn REvlmtn REVIEMn REVIEWER 

F:OAChiodo HtJNiehenk 

/ 

SEC: 



q I ....... ...1 •• ) 


1: ' ": 
,! •• , 

" , I':,! "" I;,
'- I ,,\',' 

j':

'. ~, . 1 

Dati! September '4 f 1984 

MEMORAN[]UM FOR: SECItETJ\JlY REGAN 'rLl'i: 
, , 

T~RU: Under, secret~ sprinkel-~ 
From: Carole Jones, Dineen~-"·"\. ' '\(' 

,f'iscal J\ssistant Secretary 

Subjlct: Debt Subject to Limit 

On September 6, the debt subject to· limit ia . 
f!stimated at·,$1574.2 which would be $1.2 billion over'­
1~e statutory ceiling. Therefore, it will be necessary 
on Friday, September 7, to disinvest the Exchange 
~;tabilization Fund by about S1.2 billion (as of Thursday, 
September 6). While this amount. will be reinvested the 
tlext day, there will be several. other days through 
September 20 when the disinvestment of ESF will be 
necessary to stay under the ceiling. Current estimate~ 
lndicate a maximum uninvested balance of approximately 
52.0 billion. ' 

These temporary disinvestments do not reduce the 
cash available to ESF to carry out its functions, but 
tiley will result in some loss of earnings to the. account. 

A sepalrate memo from Tom Healey will 'advise you',. 
further 'on the debt forecast for' the end of September/ ' 
early Octobelr. 

/l\pplrove: 

" 

InitIIuu Rninnr Rl"litwlf Rim"" An•• -
Ex. Sle 

-~ rnlml Gl~RPBY THEALEY Hicks St.uckyr ' .,'" 
,lis / DI" ~v If-Jf .f I" ~Il / / .1 ~) /,\ 

'J. , , r__ . 



NO, ___.__.._~~__~ 

Date 

;\\ EMOHANDUM FOR: gSE'CRETARY)[ZIDEPUTY SECRETARY 0 EXECUTIVE SECRETARY 
. gACTION:S:i:V>'X 0 BRIEFING .. . 0 INFORMATION 0 LEGISLATION 

o PR:ksS~'RELEASE 0 PUBLICATION 0 REGULATION 0 SPEECH 
o TJES!~M.g;~r::.;~::,:;.·. '... ". ".. 0 OTHER ~__._____ 

FROM: _ G :'. . .. . ' ...... '. .' 

THROUGH:~~~==~~~~~~~~+-~~~~~________________ 
SUBJECT: Excha'rige: Stabilization Subject to Debt Limit 

. ,-. . ~ " ': -.' . 

HEVIEW OFFICES (Check when office clearsl 
o Under Secretary lor Finance . o Enlorcement o Policy Management 

o Domeiltic Finance.' OATF o Scheduling 
o Economic Policy .. o Customs o Publi~ ArrairslUaison 
·0 Fiscal . o FLETC o Tax Policy 

o FMS o Secret Service o Treasurer 
o Public Debt o General Counsel o E&P 

o Inspector General o Mint 
o Under Secretary for International Arrairs .0 IRS" o Savings Donds 

",", ,. 

'.' Date:J Hcvicw Officer o Executive Secretary Date 

. 0 International Affairs: 

IN AM E i Please Type) 

INITIATOR(S) 

DMonroe 

HEVIEWERS 

DChiodo 

DBradbury 

·/Knight., 

,'/ JShRfer '. 

. ',"., . ~ ::.' , 

I:: 

o Legislative AHairs 
o Management 
oOCC 

OFFICE 

o Other _______ 

TEL. NO. 

·Cashand Debt Management 622-0580 

622~0580. 

622-2710 

622-0287 

622-0060 

DO F 80·02.1 (04189) 



. DEPARTMENT OF THE TREASURY 
WASHINGTON.D,C. 

UNDER SECRETARY March IS, 1996 

The HOiflorable Newt Gingrich 

. Speaker 

. U.S. Hc)use of Representatives· 

Washington, D.C. 20515 

Dear Mr. Speaker: 

Secretary Rubin has asked me to bring you up to date on debt limit developments since 
mylett;~r to you of February 26, and to give you a current report on Tieasury'sprojected cash' 
and debt positions for the balance of this month. He has also asked that [ convey his 
appreciation for the temporary debt limit action recently taken by the Congress, and for the 
Leadership's constructive comments about the need to resolve the debt limit issue by passing 
longer term legislation prior to the expiration of the current temporary debt limit measure. 

[n my last letter [ noted that our March 12 announcement of the regular bilt auction 
scheduled to be conducted on March 18 would have to be made conditional absent some debt 

'limit a(:tion by the Congress. With the passage of H.R. 3021 on March 7, however, we were 
able to make a timely and unconditional announcement of that auction. As a consequence, we 
will be able to raise sufficient funds to redeem the $25.5 billion in bills maturing on March 21. 

H.R. 3021 was signed into law on March 12 as Public Law No. 104-115: Under the 
terms of that legislation. the Secretary of the Treasury is authorized to issue obligations, 
exempt from the debt limit. in respect of amounts deposited in federal trust funds and 
government accounts (a) on or after March 15 (or such earlier on which the Secretary would 

. not otberwise be able to issue such obligations), and (b) before March 30. This new authority 
. was first used on March 13, when. amounts were received fordeposit in certaln trust funds 
that, but for -the exemption provided in Public Law 104-115, could not have been invested in 
Treasury obligations because of insufficient debt limit leeway. Pursuant to the new 
exemption, however, these deposits were fuUy invested. and all other deposits received before 
March 30 will also be fuBy invested. In addition, obligations held by trust funds and 
government accounts that mature during this period wi11 be reinvested under the terms of the' 
new lc:gislation. 

On March 19, we plan to announce, unconditionally, a regular weekly bill auction to 
be held March 25, which will provide sufficient funds to redeem the $24.7 billion in bil1s that 
mature on March 28. 

Subsequent auctions, however, may have to be announced conditionally in the absence 
of a further debt limit increase. Specifically, on March 20, we are scheduled to announce the 
amounts of 2- and 5-year notes to be auctioned on March 27 and 28, respectively, and to be 



issued and paid for on April I. On March 22, we are scheduled to.announce the amount of 
52-week bills to be auctioned on March 28, and issued and paid foron April 4. And on 

. March 26, we are Scheduled to announce the amounts of 13- and 26-week billsto be auctioned 
on April ll, and issued and paid for on April 4. . . . 

. '.' 

If' there is no debt limit increase, or assurance of a debt limit increase, by the time of 
the scheduled announcement date for any of these auctions, such announcement will state that 
the auction will be held only if Treasury has assurance of its ability to issue the securities on 
the scheduled issuance date without exceeding the debt limit. As I mentioned in my February 
26 letter, we strongly prefer not to make such conditional announcements because they 
prohibit "when-issued" trading in the securities to be auctioned. Dealers may thus be less able' 
to pre-market the securities, and their risk of participating in the auction may thus be . 
increased, raising the government's costs of borrowing. . 

. On March 30. absent further action by the Congress, the exemptions provided in Public 
Law 104~·115 willexpire. and all of the outstanding debt issued pursuant to Public Laws 104­
103 and 104-115 will become subjecno the debt limit. This will raise the amount of 
outstanding dcllt to a level substantially in excess of the current debt limit. Because . 
outstanding debt will be in excess of the debt limit on March 30, Treasury will be immediately 
disabled from issuing any additional debt. Accordingly, we will be unable to issue securities 
to the public or to any trust fund or federal account, including securities that would otherwise 
be issued to roll over maturing investments. . 

On April 1, approximately S28.6 billion in Treasury securities mature and must be 
redeemed. We do not currently project that we will have sufficient cash available for the 
required redemption of these maturing securities absent a debt limit increase. in addition, on 
April 1 we project that there will be approximately S13 billion in receipts and roll overs to be 
invested for federal trust funds andgovemmentaccounts. of which approximately S1.9 bi1lion . 
will be for the Social Security and Medicare funds. Unless Congress acts to increase the debt 
limit bef;[)re that time, we wiUbe unable to issue new seCurities for investments or to redeem 
those maturing. As you know, the statutes governing these funds and accounts (other than the 
Civil Seivice Retirement and Disability Fund and the G Furid) have no provision for automatic 
restoratic)n of interest lost as the resuh of Treasury's inability to invest receipts or to roB over 
maturing investments. 

Also on April I, absent any authority to issue debt, it is likely, based on our current . 
projectio.ns, that the Treasury will not be able to pay $6.4 billion of interest due on outstanding 
securities, as well as S11.8 billion of other payments, including military. civil service, 
veterans' and railroad retirement benefits, and military active duty pay. On April 3, we would 
be unable to make'$21. 3 billion of payments, including Social Security benefits. 

Let me say again that our cash and debt projections are subject to change. to reflect the 
actual volumes of daily receipts andexpenditures that w.e experience. We will keep you 

2 
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infonned of any changes that would material1y affect the projections that we have set forth in 
this letter. . 

We understand that Congress expects to act to increase the debt limit before March 29. 
We continue to believe that it is of great importance for Congress to resolve the uncertainties 
surround~lAg the debt limit by promptly enacting a long~term increase acceptable to both 
Congress and the President, as the Congressional Leadership pledged to the President on 
February 1. Secretary Rubin looks· forward to working with Members of Congress to achieve 
this objective. ., 

/ 

~ 
l \'sincere~.~ 

hn D. Hawke, Jr. (j 
nder Secretary of the Treasury 
for Domestic. Finance 

cc: 	 COIlgressional Leadership 
Committee Chairmen 
Ranking Members 
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