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COMPTROLLER GENERAL OF THE UNITED ST-A- 

WAsHINoToN. D.C. zolu 

The Honorable Thomas F. Eagleton 
Cirair,nan , Suwomittee on 

Agriculture, Rural Development, “/ 
and Related Agencies 

Committee on Appropriations 
ilnited States Senate 

Dear ;dr. Chairman: 

This report is the response to your Feoruary 15, 1373, , 
r.eg.ues$ that GAO project tne long-term costs of Rural Electri- 
fication Administration (REA) loan programs. AS you requested, 
we based our estimates on the sa;ne methodology descrioed in 
our recent report “Long-Term Cost IImplications qf Farrllers Hone 
.\d.ninistration Subsidized and Suaranteed Loan ?rogram,” PAD- 
79-15, April 24, 1379. A” CqJi) 

i 
I 

Since it was formed in 1936, REA has lent sve $30 billion 
to inprove and extend telephone and electric service through 
its electric, telepnone, and ditral Telephone Bank _3rograms. 
aver 80 percent of this amount has funded electri.fi-cZfZZi gro- 
3 f dins. In the past 3 years REA loan prograins nave increase3 
about 40 percent, from $2.6 billion in 1375 to $3.6 billion 
in 1973. In 1900, loan and guarantee com,nit,nents are expected 
to exceed $6.3 billion, which represents about 5 percent of 
all Federal credit assistance. 

3f the seven current REA$rural utility IDan prograins 
(four telephone and thrse electric) five are direct, or “in- 
sured” loan grograms and two are guaranteed loan progra,ns: 

1. Telephone loans, insured at a special rate of 2 
percent interest, 

2. Electric loans, insured at a sZecia1 rate of 
2 percent interest, 

3. Telephone loans, insured at a standard rate of 
5 percent interest, 

4. Electric loans, insured at a standard rate of 
5 percent interest, 
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5. Rural Telephone sank loan3 ,. 

6. Telephone loans, guaranteed, and 

7. Electric loans, guaranteed. 

SUBSIDIES FROM DIRECT AND 
GUARANTEED LOANS 

Direct loans are loans the Federal Government aakes at 
interest rates below those charged by private lenders. Guar- 
anteed loans are made by private lender3 at interest rates 
lower than those charged in the absence of Federal credit 
assistance programs, plus a fee or premium the Government 
sometimes receives to cover it3 administrative and insuring 
activities. If the interest rate that the Government charge3 
on its direct loans or the fee it requires on guaranteed 
loans 13 not high enough to cover its own expenses, the 
Government incur3 losses. These losses constitute a direct 
subsidy to the assisted borrower3 from the :Jation’s taxpayers. 

XOt?E OF REVIEH 

Our report does not evaluate Program benefits or their 
management, nor does it attempt to compare their effectiveness. 
Rather, we identify and estimate the variou3 cost elements in 
the loan programs, 
estimates. 

and present our framework for making such 

To estknatz the administrative costs of I the various loan 
~ro~ram3, we used documents given to us oy REA. As you re- 
quested, we did not obtain for!mal comment3 from REA officials. 

tiETHODOL3GY 

Cost concept 

The cost concept used here is that of money cost, not 
opportunity cost. Money cost measures the a!nount of money 
needed to acquire a good or service. The opportunity cost 
of acquiring a good or service measures the highest valued 
good or service necessarily for3aken, and for our purposes, 
such cost projections are not relevant. 

REA’s loan arrangements 

He based our cost estimates on a hypothetical one-time 
increase of $10 million for each REA loan program and on 
RCA’s current loan arrangements as described below. 

2 
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REA loans mature within 35 years, including the periods 
during which only interest is paid on funds advanced. REA 
generally advances one-third of the loan amount per year over 
a 3-year period. During this 3-year period, only interest 
on the funds advanced is required to be paid--a grace period 
on principal repayment. Once the loan has been fully awarded, 
another grace period of 3 years on the principal is allowable. 
Thus, repayment of principal can be amortized over 29 years, 
beginning 6 years after the first advance. 

Direct loans 

UA incurs four categories of costs with respect to 
direct or insured loans: interest, default, delinquency, 
and adninistration. 

Interest costs 

Interest costs on a direct loan are a subs’idy that is 
roughly the difference between the interest rate REA charges 
its borrowers and the cost to RSA for borrowing noney from 
tne Federal Financing 3ank, RZA’s main soclrce of loan funds. l-/ 
REA lending rates vary by program and currently range from 
2 to d.0 percent. 2/ Jci! ased an R%A borrowing rate of 9.5 
percent to calculate the direct interest suosidy. 3/ In esti- 
mating interest cost, we assumed .that RSA funds one-third 
of the loan request in each of 3 years and allows 3 additional 
grace years. Thus, during the first 6 years only, a borrower 
says interest on the amount of the loan outstanding, and over 
the next 29 years pays Jack tne principal 21~s interest on 
the loan’ 3 face amount. 

k/Tne actual costs are found by scheduling’ the two paytnents 
and determining tne difference in the flow of funds into 
and out of REA. 

z/The Rural Telephone sank interest rate in August 1979 was 
8.0 percent. 

2/;4ore recently (Xtober) rates paid by the REA on Certifi- 
cates of Jeneficial Ownersnip sold to tne Federal Financing 
dani< nave ranged frown 9-.2 to 10.3 percent. de have used 
the 9.5 percent rate in calculating the subsidy because 
that was the rate prevailing when we made our analysis. 

3 
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Defadl t 

Defaults on REA loans have oeen extremely rare. In the 
agency’s 43-year history, total default losses are under 
$50,300. The cost of default would be the principal on the 
loan that is not recovered, net of any collateral received 
upon foreclosure. rJe have not estinated the cost of default 
for REA’s loan programs. Ilowever, if estimates were nnade 
base3 upon the gast, the costs would be a negligible portion 
of total program costs. 

3el inquency costs 

REA defines delinquent payments as payments overdue more 
than 39 days. Delinquent payments can consist of interest 
or $rinci,oal, or oath. Since 1360, delinquent borrowers 
have :lu,naered betvJeen 2 and 10 at t;le end of each fiscal 
year, a very small percent of REA’s roughly 2,000 borrowers. 
lJitll late payments, RZA in effect provides short-term credit 
to its oorrowers for the period the payment is overdue. The 
cost to RE9 is tile interest it ,nust gay for funds oorrowed 
from tile Federal Financing Sank. rilus, if a loan payment 
of $l,i)OO on a 2 percent loan is delinquent for 2 inonths, 
it costs REX approximately $11 ($1,000 times the interest 
sussidy of 6.5 percent per year times l/6 year). For pur- 
gases of estimating delinquency costs, we assumed that the 
reported year-end delinquencies fairly approximate the pay- 
;llents that are in delinquent status at any given time through- 
out the y3ar. Thus, de1 inquency costs reflect the cost of 
HEA ;roviding short-tern credit for the corresponding alnount 
for a period Df 12 &nonths. Estimated delinquency costs over 
ti?e 35-year period ranged from $4,000 to $6,000, depending 
on the 2roJram. 

Administrative costs 

Since our cost estimates are based on a one-time increaSe 
in lending autnority in each RBA loan program, ad!ninistrative 
costs say not rise. We estinate that less than 25 new loans 
would result. REA may &e aule to aosorb the additional loan 
activity with current staff and resources. I’hus, uncertainty 
exists about administrative cost estimates. 

REA does not allocate its administrative costs in a :nan- 
ner that allo*ls us td determine tne zest of :naking an addi- 
tional new loan. Uillike a commercial bank that loans to a 
1 ar ge and cilang ing cl ien tels, virtually all REA loans are to 

4 
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repeat borrowers. Thus, to distinguian between what the 
banitiny industry call3 loan origination (or pre-loan activity) 
and nor:nal loan servicing activity, is not practical at REA 
because tnese two activities are similar. 

Using REA data, we estimated the costs of .naking loans 
as if HEA were a regular bank. Admittedly, the cost we 
report inay not fairly represent REA’s, particularly Since 
the administrative costs could be zero. 

In our estiinate, administrative costs consist of loan 
origination costs and loan servicing costs. Or ig inat ion 
efforts occur before the loan, and servicing is required 
after a loan is approved. We expect that servicing declines 
as a loan ages. Thus, nest of tne administrative costs 
incurred in a loan’s early years reflect the origination 
process and the higner servicing efforts needed during that 
period. The administrative costs of loan origination and 
loan servicing do not appear to be a najor cost concern at 
tnia time, since our estimate is less than one percent of 
the loan subsidy in all REA loan programs. 

Guaranteed loans 

REA guarantees loans it would have made to its borrowers 
but are .nade instead by the Federal Financing Bank OK private 
institutions. Zhe tarns and interest rate are negotiated 
between lender and oorcowsr. The Federal Financing Bank has 
Seen the DorrovJzr’s srinary choice for guaranteed loans be- 
cause it cnarge3 an interea -t rate lower than that commercially 
available. dhen the Federal Financing Bank .nakes loans guar- 
anteed oy REA,. no net interest cost to the governnent arises. 
MA guaranteed loan costs are for administrative efforts only. 
AcLninistrative costs are projected in the same way as in the 
direct loan programs. Since the guarantee prograins are not 
interest subsidized by REA, no delinquencf costs are ex- 
pet ted. &/ 

&/Federally ‘guaranteed loans are not costless to the economy 
as a whole since they tend to divert funds from other pr i- 
vate aorrowcrs who Jo not nave the benefits of a governslent 
guarantee. 
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The Federal Financing Bank and the Rural Electrification 
and Telegnone Revolving Fund all provide funds for REA loans. 
Rural Electrification and Telephone Revolving Fund loans are 
.nade at subsidized interest rates. Rural Telephone Bank (RT3) 
loans do not constitute a subsidy because the RTB does not 
incur losses an the interest rates it charges borrowers. The 
Federal r’inancing Bank has agreed to provide loan funds to 
rural electric and telephone systems financed witn REA ,guar- 
antees up to a specified total, subject to revision as re- 
quired. ~3 a guarantor of loans {ilade by other lenders, unless 
the borrower defaults, REA’s only costs are for loan adminis- 
tration. h/ 

iJ2 estimated the likely costs to REA during the next 
35 years of a on20time increase of $10 million for each REA 
loan prograin. Ir’ funding increas2d inore tnan $10 million, 
interest cost3 would increase proportionally (other costs 
may or .nay not increase as explained above). In estimating 
HEA co3ts, we identified four major cost elements--interest, 
delinqency, administration, and default. Appendix I is a 
detailed cost breakout for each REA program. Though loan 
payments are received quarterly, we report only the first 10 
years and emulative cost3 for 10, 20, 30, and 35 years. 

The direct interest subsidy accounts for 93 percent of 
total costs of tile direct loan programs. 4dmiaistrative 
costs account for about 1 percent of direct loan ?ra,jram 
costs and accqunt for all coqts in tne guaranteed 2rograns. 
Dslinqu2ncy and defaults appear to be a minor cost considera- 
tion in all programs. 

As shown in tab12 1, the 2 percent ingured loan programs 
will result in total costs of aoout $17 million, or 170 per- 
cent of the initial loan a:nount over the 35-year period. 
Total costs of the standard 5 percent insured loan program 
are nearly $10 million, or 100 percent of initial loan valu2. 
Thus, the higher lending rate of 5 percent results in a 
reduction in expected costs of over $7 niillion. 

A/~Y law, guaranteed loans are not included in F,zderal budget 
totals. They ar2 exe,ilpt from general liaitations iinpos23 by 
statute on Federal expenditures and budget outlays. 
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The Rural Telephone Bank’s costs of $93,000 reflect 
administrative cost only Secause this program does not sub- 
sidize interest rates. 

The guaranteed telephone and electric programs incur 
administrative expenses only and their projected total costs 
are $43,000 and $47,000, respectively. 

3n a per-dollar-program basis, the guaranteed loan pro- 
grams are the least costly because their costs are solely for 
administrative review, approval, and servicing. Total costs 
of the guaranteed programs, as a percentage of loan value, 
were about 0.45 percent. 

WST SUMMARY OF 1:JDIVIDUAL L3AN PROGRAHS 
Ldased on increased program fundlng of $10 million) 

Insured telephone 2 percent loans 

rJe estimate total interest costs of $17.1 million, or 
about 171 percent more than the initial loan. Administra- 
tive costs of $150,000 would be required to originate and 
service an estimated six new loans available frohn increased 
fund ing . Estimated delinquency costs are $5,000. 

Insured electric 2 percent loans 

Estimated interest costs amount to $17.1 million or 99 
percent of total program costs of $17.2 nillion for the 
esti:nated six new loans. Trl’le estimated admi.?istrative and 
delinquency costs are $133,030 and $6,000, respectively. 

Insured telephone 5 percent loans 

Since recent loans have averaged about $5 million, we 
expect about two new loans to result from pn additional $10 
million of funding for this program. Estimated total subsidy 
costs reflecting interest, delinquency, and administration 
total $9.9 million. The interest costs, $9.8 million, are 
considerably less than for the 2 percent loan program. Esti- 
mated administrative and delinquency costs are $93,000 and 
$4,000, respectively. 

Insured electric 5 percent loans 
c 

Total program costs are estimated at $9.9 million for 
our estimated 5 new lbans. Interest costs, amounting to 

7 
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about $9.8 million, account for 99 percent of program costs, 
while administrative and delinquency result in estimated 
costs of $li)l,OOO and $5,000, respectively. 

Rural Telephone Bank loans 

RTB loans carry interest rates equal to the cost Of 
funds to the Bank, thus there is no direct interest subsidy 
on these loans. de estimate program costs of $93,000 for the 
administrative effort required for the two new loans. 

Guaranteed telephone loans 

Like the other REA guaranteed loan program, the total 
subsidy costs of about $43,000 reflect adininistrative costs 
only. tiith loans recently averaging $13 million, we expect 
that less than one new guaranteed loan would result fro,n an 
additional $10 nillion. 

Guaranteed electric loans 

Our estimates are based on an incrslnental increase in 
1Qan volume of $10 million. In actuality, laan volume for 
this orogram has increased by $1 Dillion and our ,data on 
administrative costs reflect tnis level of activity. ,Ther e- 
fore our estimate of administrative costs associated with 
a $10 million increase are the result of sultiplying the 
expense associated with a $1 billion program by 0.01. 



Table 1 

Total REA 35-Year Proyram Costs d/ 
($ thousands) 

per $10 Nillion of Lending Activity 

Telephone Programs Electric Programs 

Insured Insured 
cost 2 Percent 5 Percent 
Element Rate Rate --- 

Interekt $ 17,053 $ 9,760 

Delinquency/ 
default 5 4 

Adainis- \D tration 150 93 

Total $ 17,208 $ 9,857 

Estimated 
new loans 6 2 

. 

a/aased on a hvoothetical one-time 

Insured Insured 
2 Percent 5 Percent 

Guaranteed RTB Rate Rate Guaranteed 

$ 0 s 0 $17,053 $9,760 $0 

6 5 

43 93 133 101 47 

$43 $93 $17,192 $9,866 $47 

0.8 2 6 5 0.08 

increase of $10 million for each REA program. 

* 
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CONCLUSIONS 

Tilis report projects the long-teryn costs associated with 
the various loan programs managed by the Rural Electrification 
Administration. Probably more important, it provides a basic 
framework or methodology to arrive at these estimates. 

We realize that estimates may be improved, if better 
data are available and if our methodology is refined periodi- 
cally to take into account administrative, and to a lesser 
degree, delinquency and default costs. He feel that the 
availability of such data would facilitate the needed refine- 
merits. 

3ur estimates are for the additional REA out-of-pocket 
costs associated with an enlarged program. It is reasonable 
to expect that savings of a similar magnitude could be real- 
ized with a smaller program. As we have pointed out, REA 
costs are not the same as the cost to the Government or to 
the economy. In July, we published an Exposure Draft--“A 
:dethodology for Estimating Costs and Subsidies from Federal 
Credit Assistance Progranrs,” PAD-79-5, July 17, 1979. This 
report estimates the past cost of credit assistance programs. 
Copies of the Exposure Draft are provided at this time as 
an independent enclosure. 

As arranged with your office, we are sending copies of 
tnis report to the Secretary of Agriculture. Copies are also 
available to other interested parties. 

. . 

Comptroller General 
of the United *States 

Enclosure 

10 
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REA INSURED ELECTRIFICATION LOANS: 2 PERCENT SPECIAL RATE -- 

(FY 79 Authorization - $700 miIlion) 

Loan Data: Statutory Authorization: Section 305, Rural Electrification Act of 1936, 
as amended P.L. 93-32. Type of Credit Aid: Insured Loans. Loan Term: Maximum term 
of 35 years. Interest Rate: 2 percent. Loan recipients include rural electric coop- 
eratives, public utility districts, and power companies. 

The table belov shows the expected costs for $10 million 
additional lending authority. Six additional loans are 
expected. 

Year 
Interest 

Cost a/ -- 
Delinquency Administrative 

Cost b/ cost c/ -- -- 

2 
3 
4 
5 
6 
7 
a 
9 

10 

S 216,700 $ -o- 
433,300 -o- 
650,000 4% 
650,000 2,000 
650,000 2,000 
650,000 1,000 
649,300 1,000 
647,100 -o- 
644,400 -o- 
641,100 -o- 

S 63,000 S 279,700 
3,000 436,300 
3,000 653,000 
2,000 654,000 
2,000 654,000 
2,000 653,000 
2,000 652,300 
2,000 649,100 
2,000 646,400 
2,000 643,100 

lo-Year Costs $ 5,831,900 $6,000 $ 83,000 $ 5,920,900 

ZO-Year Costs 

30-Year Costs 

35-Year Costs 

$11,879,200 $6,000 $103,000 
. 

$16,273,000 $6,000 $123,000 

$17,052,700 $6,000 $133,000 

35-Year Cummulative Cost Summary: 

Interest: $17,052,700 
Delinquency: 6,000 
Administration: 133,000 

Total 
costs 

$11,988,200 

$16,402,000 

$17,191,700 

Total $17,191,700 



a/Interest Costs - The interest cost on the insured 2 percent telephone loan program is 
the difference between the interest rate that REA lends funds--2 percent--and the rate 
REA pays the Federa? Financing Bank (FFB) for borroued funds. REA has recently been 
paying the FFB 8.5 percent. These direct loans cannot exceed 35 years maturity, fnclud- 
ing up to 6 years grace on principal repayment. Our cost estimates are based on35 
years, taking full advantage of the grace period r;hich requires an amortized period for 
principal repayment of 29 years. 

b/Delinquency Costs - The annual - _ .~. _--- ---_. delinquency cost is derived by multiplying the average an- 
nual delinquency rate experienced since 1968--0.5 per cent--times the annual amortized 
loan payment payable to REA, $426,000 times 35 years, times the interest subsidy of 6.5 
percent. In the past, most delinquencies occurred early in the loan period; therefore 
we have adjusted these costs. As the loan matures, annual delinquency rates decline, re- 
ducing annual delinquency costs until the sixth year, after which no additional delin- 
quency costs are expected. 

c/Administrative Costs - Administrative costs are loan origination costs (pre-loan activ- -- 
lty) and servicing costs. Loan servicing consists of (1) engineering or other technical 
advice during the construction of telephone facilities, and (2) the normal servicing ef- 
forts of loans which are required once a system becomes operational. We base our esti- 
mates on an average construction period of 2 years. Based on REA data, we estimated orig- 
ination and construction monitoring costs of $9,000 and $1,100, respectively, per loan 
and annual servicing costs of $1,700. Since the incidence of defaults fs lrw, we assume 
that administrative costs will not be affected. First year administrative costs of 
$60,000 include $57,000 in origination costs and $3,000 in construction-related loan 
servicing efforts. Second year costs of $7,000 reflect construction-related servicing 

only, while tLiird year costs of $9,000 include $5,000 for construction-related servicing 
and $4,000 for normal loan servicing efforts. Commencing with the fourth year after an 
application is made, annual administrative costs reflect norinal loan servicing efforts 
only. As the need for servicing declines, which in this program consists primarily of 
trips by REA field personnel to inspect the various systems and periodic review of their 
financial statements, annual servicing costs decline gradually until an expected annual 
cost of $2,000 is reached in the seventh year. After 7 years, we assume it will remain 
constant during the remaining life of the loan. 



REA INSURED ELECTRIFICATION LOANS: 2 PERCENT SPECIAL RATE 

(PY 79 Authorization - $700 million) 

Loan Data: Statutory Authorization: Section 305, Pural Electrification Act of 1936, 

as amended P.L. 93-32. Type of Credit Aid: Insured Loans. Loan Term: Maximum term 
of 35 years. Interest Sate: 2 percent. Loan recipients include rural electric coop- 
eratives, public utility districts, and pwer companies. 

The table below shows the expected costs for $10 million 
additional lending authority. Six additional loans are 
expected. 

Year 
Interest 

cost a/ -- 

Delinquency 
Cost b/ -- 

Adsunistrative 
cost c/ -- 

2 

3 

4 

5 

6 

7 

8 
9 

10 

5 216,700 $ -o- S 63,000 S 277,700 

433,300 -o- 3,000 436,300 
650,000 -o- 3,000 653,000 

650,000 2,000 2,000 654,000 

650,000 2,000 2,000 654,000 
650,000 1,000 2,000 653,000 

649,300 1,000 2,000 652,300 

647,100 -o- 2,000 649,100 

644,400 -o- 2,000 646,400 

641,100 -o- 2,000 643,100 

IO-Year Costs $ 5,831,900 $6,000 $ 83,000 

20-Year Costs . $11,879,200 $6,000 $103,000 $11,988,200 

30-Year Costs $16,273,000 $6,001) $123,000 $16,402,000 

35-Year Costs $17,052,700 $6,000 $133,000 

35-Year Cummulative Cost Summary: 

Interest: $17,052,700 

Delinquency: 6,000 

Administration: 133,000 

Total 
costs 

$ 5,920,9ou 

$17,191,7OU 

Total s17,191,700 



a/Interest Costs - The interest cost is the difference betueen tile interest rate a@ which 
REA lends funds, and the rate REA pays FFB for borrowed funds. (Recent ly , KEA borrowing 
has been at 8.5 percent.) These direct loans cannot exceed 35 years maturity, includinl! 
6 years of grace on principal repayment. Since our estimate is based on 35 years, the 
amortized period of repayment of principal is 29 years. 

b/Delinquency-Costs - KEA defines delinquencies as those payments overdue more than 30 days. --__ __~ 
The estimated annual delinquency cost is derived by applying the average annual delin- 
quency rate since 1968 of 0.66 percent to the annual amortized loan payment of $426,OOG 
over 35 years times the interest subsidy of 6.5 percent. We expect most delinquencies 
to occur in the earlier years of the loan. Accordingly, we have adjusted the annual de- 
linquency rates. 

c/Administrative Costs - Administrative costs consist of loan origination and loan serv- 
icing. Delinquencies are assumed to add negligibly to the administrative effort. Loan 
servicing consists of (1) assistance provided during the construction phase of a project, 
and (2) normal outstanding loan servicing. We assume an average construction period of 
18 months. Data provided by REA indicated that originating a loan costs $9,800, con- 
struction servicing costs $500 per loan, and normal servicing costs are estimated at 
$500 per loan, vhich we expect to decline modestly as the loan ages or matures. 



REA INSURED TELEPHONE MANS: 5 PERCENT STANDARI) RATE 

(FY 79 Program Authorlration - S160 mllllon) 

Loan Data: Statutory Authorxatlon: Section 305, Rural Electrlflcatlon Act of 193b, 
as amended P.L. 93-32. Type of Credit Ald: insured Loans. Loan Term: Maxrmum term uf 

35 years, including )-year grace period. Interest Rates: 5 percent. Loan recipients 
are generally public bodies, persons, or cooperatrves. 

The table below shows the expected costs tur SlU mIllIon 

dddltlona? lendlng authority. Two addltlondl Loans dre 

expected. 

Year 
Interest 

Cost a/ - - 

Delinquency Adznnlstratlve 

cost 0,' Cost c; ~ - - - 

1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

S 116,7tiO 

233,30U 

350,UUU 
3i!J,iJuo 

350,UUU 

350,OOU 

35U,3UU 

351,000 

351,JUU 

351,600 

$ -o- 
-u- 
-u- 

1,Lluu 

1,003 

1,903 

l,Cli)O 

-u- 

-u- 
-o- 

S22,LlUU s 138,700 

2,OUU 235,302 

3,i)uu 353,UOU 

3,ClOU 354,000 

3,'JI)U 354,110O 

2,uucr 353,005 

L,JOU 353,300 

2 ,uuu 353,UUU 

2,iJUO 353,400 

2 ,uuu 353,6UU 

IO-Year Costs $3,154,3UU $4,U30 $43,UUU $3,21)1,3UO 

ZU-Year Costs ' $6,586,300 S4,UlJO $o3,ouu j6,653,30tl 

30-Year Costs $9,257,dOil $4 ,u)ou Sd3,UUU 

35-Year Costs $9,759,6OU $4,3OU $93 .uuu $9,856,60(1 

35-Year Cummulative Cost Summary: 

Interest: $9,759,6UU 
Delinquency: 4,uou 
Administration: 93,UUU 

Total $9,d56,6UU 

-rota? 
costs 

$3,344,dW 



a/Interest Costs - The interest cost is the difference between the interest rate atwhich 
REA lends funds (5 percent) and the rate REA pays FFB for borrowed funds. (Recently, the 
REA borrowing rate has been 8.5 percent.) Our estimates are based on the maximum maturity 
for these loans (35 years), including a maximum &year grace period for principal repay- 
ment. Thus, the amortized period of repayment is 29 years. 

b/Dewuency Costs -- .__ - The estimated annual delinquency costs were calculated by applying 
the annual rate of delinquency since 1968, 0.5 percent, to the annual loan payment 
$633,000 over 35 years, times the interest subsidy of 3.5 percent. We expect most de- 
linquencies to occur in the earlier years of the loan and have adjusted our estimates 
accordingly. Following year 7, no additional delinquency costs are expected. 

c/Administrative Costs - Administrative costs consist of loan origination costs (pre-loan .~ __ 
activity) and servicing costs. Loan servicing consists of (1) providing engineering and 
other technical advice during the construction of telephone facilities, and (2) the 
normal loan servicing required once a system becomes operational. We base our estimates 
on an average construction period of 2 years. Based on REA data, we estimate the admin- 
istrative costs of this program to equal those of the 2 percent insured program, origi- 
nation costs of $9,000 per loan and servicing cost required during the construction phase 
of $1,100 per loan. Normal loan servicing costs are estimated at $1,700 per loan. We 
assume that the processing of defaults will have a negligible effect on administrative 
costs. First year administrative costs of $2 2,000 include $21,000 in origination costs 
and $1,000 in construction-related loan servicing efforts. Second year costs of $2,000 
reflect construction-related servicing only while the third year costs of $3,000 include 
$2,000 for normal loan servicing efforts and $1,000 for construction-related servicing. 
The fourth year after an application is made, annual administrative costs reflect normal 
loan servicing efforts only. As the need for servicing declines, which consists prirnar- 
ily of inspection trips by REA field personnel to the various systems, annual servicing 
Costs decline gradually to an annual cost of $2,000, in the sixth year. 

b 



RRA INSURED ELECTRIC LOANS: 5 PERCENT STANDARD RATE 

(FY 79 Program Authorization - $700 millioni 

Loan Data: Statutory Authorization: Section 305, Rural Electrification Act of 1936, 
as amended P.L. 93-32. Type of Credit Aid: Insured Loans. Loan Term: Maximum term of 
35 years, including 3-year grace period. Interest rate: 5 percent. Loan recipients 
include electric cooperatives , public utility districts, and power companies. 

The table below shows the expected costs for $10 million 
additional lending authority. Five additional loans are 
expected. 

Year 
Interest 
Cost a/ -- 

Delinquency 
Cost b/ -- 

Administrative 
Cost c/ - - 

1 $ 116,700 $ -o- $48,000 $ 164,700 
2 233,300 -o- 2,000 235,300 
3 350,000 1,000 2,000 353,000 
4 350,000 1,000 2,000 353,000 
5 350,000 1,000 2,000 353,000 
6 350,000 1,000 1,500 352,500 
7 350,300 1,000 1,500 352,800 
8 351,000 -o- 1,500 352,500 
9 351,400 -o- 1,500 352,900 

10 351,600 -o- 1,500 353,100 

lo-Year Costs $3,154,300 $5,000 $ 63,500 

20-Year Costs l $6,586,300 $5,000 $ 78,500 $6,669,800 

30-Year Costs 

35-Year Costs 

$9,257,800 $5,000 $ 93,500 

$9,759,600 $5,000 $101,000 

35-Year Cummulative Cost Summary: 

Interest: $9,759,600 
Delinquency: 5,000 
Administration: 101,000 

Total $9,865,600 

Total 
Costs 

$3,222,800 

$9,356,300 

$9,865,600 



Interest Costs - The interest cost is the difference between the interest rate atthich 
REA lends funds (5 percent) and the rate at which REA pays FFB for borrowed funds. (Re- 
cent ly , the REA borrowing rate has been 8.5 percent.) Our estimates are based on the 
maximum maturity for these loans, 35 years, which includes a possible 6-year grace per 
iod for principal repayment. Since our estimate is based on 35 years, to take full 
advantage of the grace period requires amortizing loan repayments over 29 years. 

Delinquency Costs - The estimated annual delinquency costs were calculated by applying 
the average annual rate of delinquency for the last 10 years, 0.66 percent, to the an- 
nual loan payment $633,000 over 35 years, times the interest subsidy of 3.5 percent. We 
expect most delinquencies to occur in the earlier years of the loan and have adjusted 
accordingly. Following year 7, no additional delinquency costs are expected. 

Administrative Costs - Administrative costs consist of loan origination and loan serv- 
icing costs. Loan servicing consists of assistance provided during the construction 
phase of a project and the norm1 outstanding loan servicing required. An average con- 
struction period of 18 months is assumed. Based on REA data, we estimate an average 
origination cost for 5 percent electrification loans at $9,000 per loan, construction 
servicing at $500 per loan, and normal loan servicing costs at approximately $500 per 
loan. We further expect normal loan servicing cost to decline as the loan ages or ma- 
tures. Consequently , the annual cost of servicing loans is reduced, upon project com- 
pletion, over the next 4 years until minimum annual servicing cost of $300 per loan is 
attained. 

- - _ _- 
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WRALTELEPHONE BANK LOANS 

(FY 79 Program Authorrration - Sll35 million) 

Loan Data: Statutory Authorization: Section 408, Rural Electrification Act of 1936, 

as amended P.L. 92-12. Type of Credit Aid: Insured Loans. Loan Term: Maximum of 
50 years.i%anagement has limited loans to 35 years.1 Interest rates: based on 
average cost of funds to the Bank. Loan recipients are usually public corporations 
and cooperatives. 

1 

2 
3 
4 
5 
6 
7 
8 
9 

10 

IO-Year Costs 

20-Year Costs 

30-Year Costs 

35-Year Costs 

The table below shows the expected costs for SlO million 
additional lending authority. Two additional loans are 

expected. 

Interest Delinquency Administrative 
Cost a/ Cost b/ cost c/ -- -- -- 

s -o- S -o- $22,000 
-o- -o- 2,000 
-o- -o- 3.000 
-o- -o- 3,000 
-o- -o- 3,000 
-o- -o- 2,000 
-o- -o- 2,000 
-o- -o- 2,000 
-o- -o- 2,000 
-o- -o- 2,000 

-o- -o- $43,000 
* 

-o- -o- $63,000 

-o- -o- $83,000 

-o- -o- $93,000 

35-Year Cumnulative Cost Summary: 

Interest: $ -o- 
Delinquency: -o- 
Administration: 93,000 

Total s93,uou 

Total 

costs 

$22,000 - 
2,000 
3,000 
3,000 
3,000 
2,000 
2,000 
2,000 
2,000 
2,oou 

$43,000 

$63,000 

$83,000 

$93,000 



a/Interest Costs - Since the interest rate charged to borrowers by the RTB is equal to t)e _~ -__-_- -~ 
average cost of funds to the Bank, there is no interest subsidy. Thus total program costs 
will consist solely of administration and default. This program has been default-free 
since its inception and we have made no attempt to estimate the cost of potential de- 
faults. Uhile there is no direct interest subsidy present in the lending rates of the 
RTB, we note that the availability of low cost funds through the sale of Class A Stock 
to the Government enables the RTB to advance funds at rates and terms which otherwise 
might not be available to potential borrowers. 

b/Del.ncy Costs - If the REA borrowing rate is greater than the loans’ interest rate, -- __~ 
some delinquency costs would arise. 

c/Administrative Costs - RTB is authorized to use, without cost, the facilities and the - 
services of employees of REA or any other agency of the Department of Agriculture. RRA 
does not maintain subsidiary accounts of the cost of providing services to the RTB, and 
the costs are therefore not readily determinable. However, according to data provided 
by REA, the administrative procedures required for approval of RTB loans are similar to 
those required for the other RRA-insured telephone loans. Therefore, we have assumed 
that the administrat!ve costs are equal to those of the insured loan programs. 

t 
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PEA TELEPHONE LOAN GUAMTEES 

(Fy 78 Program Authorrzaticn - $200 million) 

Loan Data: Statutory Authorization: Section 306, Rural Electrification Act of 1936, 

as amended P-L. 93-32. Type: Guaranteed. Loan Term: Agreed upon between the 
lender and the borrower. Interest Pate: Agreed upon between the lender and the 
borrower. 

Year 

1 

2 

3 

4 

5 

6 
7 

8 

9 

10 

IO-Year Costs 

20-Year Costs 

3U-Year Costs 

35Year Costs 

The table below snows the expected costs for $10 million 
additional lending authority. Less than one loan is expected. 

Interest Delinquency Administrative 
Cost a/ cost b/ cost c/ -- -- -- 

s -o- S -o- s t?,ooo 
-o- -o- 1,300 

-o- -o- 1,300 

-o- -o- 1,300 

-o- -o- 1,300 

-o- -u- 1,oou 

-o- -u- 1,000 

-o- -u- 1,UUO 

-u- -u- 1,000 

-o- -u- 1,000 

-u- -o- 518,200 

-o- -u- S28,2UO 

l 

-o- -o- $38,200 

-o- -o- S43,200 

35-Year Cummulative Cost Summary: 

Interest: s -o- 
Delinquency: -u- 
Administration: 43,200 

Total $43,200 

Total 
costs 

$ 8,UOO 

1,3ou 

1,300 

1,3uo 

1,300 

l,ouu 

1,000 
1,000 

1,000 
s ,uuo 

$18,200 

S28,200 

$3d,2UO 

$43,200 



A 
a/Interest Costs - No interest costs exist. As with other guaranteed loan programs, total - 

program costs are solely for administration. 

b/Delinquency Costs - If the REA borrowing rate is greater than the loans’ interest rate, - 
some delinquency costs would arise. 

c/Administrative Costs - We have assumed that the administrative costs of this guarantee - 
program correspond closely to those of the insured loan programs. First year administra- 
tive costs of $8,000 include $7,000 in origination costs and $1,000 in loan servicing 
costs. Administrative costs, reflecting servicing efforts only, total $1,300 during the 
next 4 years and decline to $1,000 for each of the remaining 30 years. Our use of the 
cost factors associated with the insured program may underestimate this program’s true 
costs. 



REA GL-‘AFAAHTEED ELECTHIFICATIW LOAHS - 

(FY 7~ program Authuritation - $4 billion) 

Loan Data: Statutory Authorlzatlon: Section 306, Rural Electrification Act o: 1936, 
as amended P.L. 92-33. Type of C'redlt .Ald: Guaranteed. Loan Term: Agreed upon 
between the lender and the borrower. Interest Rates: Agreed upon between lender and 

the borrower. A substantial portron af Juarantees 1s used to fznance partlclpatlon 
In ]olnt generatlng prolects (power supply). 

Expected Costs of 510 !+illllon Additional Guarantee Authority d/ 

Year 
Interest Delinquency 

Cost b,’ cost c/ -- - - 

Admrnlstrative 
Cost d/ -- 

Total 
costs 

1 s -u- 
2 -o- 
3 -o- 
4 -o- 
5 -u- 
6 -o- 
7 -o- 
8 -o- 
9 -u- 

10 -o- 

5 -o- 
-u- 
-o- 
-o- 
-o- 
-o- 
-c)- 
-o- 
-o- 
-o- 

$ 4,00u 
4,009 
4,000 
4,000 
1 ,I)uu 

1 ,ODU 

1,000 

1,000 

1,000 

1,000 

5 4,uuo 
4,000 
4,JI)O 
4,oou 
1,000 

1 ,oou 

1,000 

1 ,uou 

1 ,ooil 

1,000 

lo-Year Costs -u- -o- $22,000 $22,000 

20-Year Costs 

30-Year Costs 

-o- -o- $32,000 $32,000 

-O- -u- $42,000 $42,000 

35-Year Costs -o- -o- $47,000 $47,000 

35-Year Cummulative Cost Summary: 

Interest: 

Delinquency: 
Administration: 

Total 

$ -o- 

-o- 
47,000 

S47,UOO 



a/Our original program cost estimates are based on an incremental loan guarantee volume - 
of $1 billion, which is approximately one-sixth of the increased guarantee volume rea- 
lized in recent years. With loans averaging about $130 million each, we expect that an 
additional 7.5 new loans would result from this increased loan volume. While our orig- 
inal cost estimates are based on an increased loan volume of $1 billion, we have adjusted 
our projections by a factor of 0.01 in our aggregate estimates for purposes of compara- 
bility to reflect costs associated with $10 million in increased funding. 

b/Interest Costs - -- Since REA functions as a guarantor in this loan program, there is no 
direct interest subsidy and consequently no direct interest cost incurred by the agency. 

c/Delinquency Costs - If the REA borrowing rate is greater than the loans' interest rate, - 
some delinquency costs will arise. 

d/Administrative Costs - Administrative costs consist of loan origination and loan servi- - 
cing costs. We base our origination estimates on data obtained from REA indicating a 
L-year loan approval period for the large generation and transmission projects. We esti- 
mate an origination expense of $202,000 will be incurred with each loan guarantee ap- 
proval. Since the approval process requires 4 years, we have allocated one-fourth 
of the total origination cost to each of the first 4 years resulting in costs of approxi- 
mately $50,00 incurred annually during the approval period. Upon approval and prior to 
commercial operation. normal loan servicing requirements amount to $10,000 per loan. 
Once operational, we expect efforts to decline modestly by 25 percent to $7,200. We do 
not expect servicing costs to decline substantially as they do in other loan programs. 
After adjusting our estimates by a factor of 0.01, origination costs of $4,000 are pro- 
jected during each of the first 4 years, and annual loan servicing costs of $1,000 are 
projected for the remaining 31 years. 





Single copies of GAO reports are available 
free of charge. Requests (except by Members 
of Congress) for additional quantities should 
be accompanied by payment of $1.00 per 
COPY - 

Requests for single copies (without charge) 
should be sent to: 

US. General Accounting Office 
Distribution Section, Room 1518 
441 G Street, NW. 
Washington, DC 20548 

Requests for multiple copies should be sent 
with checks or money orders to: 

U.S. General Accounting Office 
Distribution Section 
P.O. Box 1020 
Washington, DC 20013 

Checks or money orders should be made 
payable to the U.S. General Accounting Of- 
fice. NOTE: Stamps or Superintendent of 
Documents coupons will not be accepted. 

PLEASE DO NOT SEND CASH 

To expedite filling your order, use the re- 
port number and date in the lower right 
corner of the front cover. 

. 

GAO reports are now available on micro- 



AN EQUAL OPPORTUNlYY EMPLOYER 

UNITED STATES 
GENERAL ACCOUNTING OFFICE 

WASHINGTON, D.C. 20548 

OCFICIAL BusIWtsS 
PENALTY FOR PRIVATE USL,S300 

POSTAGE AND FEES PAID 

V. S. GENERAL ACCOUNTING Of FICL 

THIRD CLASS 




