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The Rural Electrification Administration pro-
vides loans for extending and improving rural
electric and telephone service. In fiscal year
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

3-114333

The Honorable Thomas F. £agleton

Chairaman, Subcommittee on
Agriculture, Rural Development, 7/
and Related Agencies

Committee on Appropriations

United Statesg Senate

Dear Ar. Chairman:
PR,

This report is the response to your Feoruary 15, 1373, ,
regquest that GAO project tne long-term costs of Rural Electri-
fication Administration (REA) loan programs. As you ra2quested,
we oased our estimates on the samne methodology descriped in
our recent report "Lonjy-Term Cost Implications of Farmers idome
Adninistration Subsidized and Guaranteed Loan Program," P2AD-
79‘15' April 24’ 19790 ﬂC'QUQ);/

Since it was formed in 1936, REA nas lent ove[ $30 pbillion
to iaprove and extend telephone and electric service through
its electric, telepnone, and Rural Telaphone BanK JroJjrams.
Jdver 80 percent of this amount has funded slectriftcation pro-
jrams. In the past 3 years REA loan projraas have increasel
about 40 percent, from $2.6 billion in 1976 to $3.6 oillion
in 1978. In 1980, loan and juarantee commitments are expected
to exceed $6.3 pillion, which represents about 5 percent of

all Federal credit assistance.

Of the seven current REA.rural utility loan prograams
(four telephone and three electric) five are direct, or "in-
sured" loan projrams and two are juaranteed loan prograas:

1. Telepnone loans, insured at a special rate of 2
percent interast,

2. Electric loans, insured at a special rate of
2 percent intarest,

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 3ank loans,,
6. Telephone loans, guaranteed, and
7. Electric loans, guaranteed.

SUBSIDIES FROM DIRECT AND
GUARANTEED LOANS

Direct loans are loans the Federal Government makes at
interest rates below those charged by private lenders. 3Juar-
anteed loans are made by private lenders at interest rates
lower than those charged in the absence of Federal credit
assistance programs, olus a fee or premium the Government
sometimes receives to cover its administrative and insuring
activities. If the interest rate that the Government charjes
on its direct loans or the fee it requires on juaranteed
loans is not high enough to cover its own expenses, tine
Sovernment incurs losses. These losses constitute a direct
subsidy to the assisted borrowers from the Nation's taxpayers.

3COPE OF REVIEW

Our report does not evaluate program benefits or their
management, nor does it attempt to compare their effectiveness.
Rather, we identify and estimate the various cost elements in
the loan programs, and present our framework for making such
estimates.

To estimnate the administrative costs of the various loan
proJjrams, we usad documents jiven to us oy REA. As you re-
Juested, we did not obtain formal comments from REA officials.

METHODOLOGY

Cost concept

The cost concept used here is that of money cost, not
opportunity cost. Money cost measures the anount of money
needed to acguire a good or service. The opportunity cost
of acquiring a jood or service neasures the highest valued
good or service necessarily forsaken, and for our purposes,
such cost projections are not relevant.

REA's loan arrangements

We oased our cost estimates on a hypothetical one-time
increase of $10 million for each REA loan program and on
REA's current loan arrangjements as described below.
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REA loans mature within 35 years, including the periods
Juring which only interest is paid on funds advanced. REA
Jenerally advances one-third of tne loan amount per year over
a 3~year period. During tais 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 jrace 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

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

Interest costs

Interest costs on a direct loan are a subsidy that is
roughly the Jdifference vetween the interest rate REA charges
its porrowers and the cost to RZA for borrowing noney from
tne Federal Financing Bank, REZA's wmain source of loan funds. 1/
REA lending rates vary by program and currently range from
2 to 3.0 percent, 2/ We used an REA borrowing rate of 8.5
percent to calculate the direct interest suosidy. 3/ In esti-
mating interest cost, we assumed that REA funds one-third
of the loan reguest in each of 3 years and allows 3 additional
Jrace years. Thus, during tne first & years only, a porrower
pays interest on the amount of the loan outstanding, and over
the next 29 years pays ODack the principal plus interest on
the loan's face amount.

1l/Tne actual costs are found by scheduling the two payments
and determining the difference in the flow of funds into
and out of REA.

2/The Rural Telephone 3ank interest rates in August 1979 was
8.0 percent.

3/4ore recently (October) rates paid by the REA on Certifi-
cates of 3eneficial Ownersnip sold to tne Federal Financing
8ank nave ranged from 3.2 to 10.3 percent. We have used
the 3.5 percent rate in calculating the subsidy because
that was the rate prevailing when we made our analysis.
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Default

Defaults on REA loans have oeen extremely rare. In the
agency's 43-year history, total default losses are under
$50,000. The cost of Jdefault would be the principal on the
loan that is not recovered, net o9f any collateral received
upon foreclosure. wWe have not estimatad the cost of default
for REA's loan programs. However, if estimates were made
based upon the past, the costs would be a negligible portion
of total projram costs.

Delinjuency costs

REA defines Jdelinquent payments as payments overdue more
tnan 30 Jays. Delinquent payments can consist of interest
or priacipal, or ooth. Sinca 1960, Jelinguent borrowers
have nuadered between 2 and 10 at the end of each fiscal
Year, a very small percent of REA's roughly 2,000 borrowers.
Wita late payments, REA in effect provides short-term credit
to its oorrowers for the period the paywent is overdue. The
cost to REA is the inte2rest it aust pay for funds oorrowed
from the Federal Financing Bank. Taus, if a loan paymnent
of $1,000 on a 2 percent loan is delinguent for 2 months,
it costs REA approximately $11 ($1,000 times the interest
subsidy of 5.5 percent per year times 1/6 year). For pur-
Poses of estimating delinguency costs, we assumed that the
reported year-end delinguencies fairly approximats the pay-
aents that are in delinquent status at any given time through-
out the y=ar. Thus, delinquency costs reflect the cost of
REA providing short-term credit for the corresponding amount
for a period of 12 months. Estimated delinquency costs over
tne 35-year period rangad from $4,000 to 36,000, depending
on tne projram,

Administrative costs

3ince our cost estimates are based on a one-time increase
in leniingy autnority in each REA loan program, administrative
costs may not risa. We estinate that less than 25 new loans
would result. REA may be aole to aosorb the additional loan
activity with current staff and resources. Thus, uncertainty
exists about administrative cost estimates.

REA does not allocate its administrative costs in a nan-
ner that allowWs us to determine tne cost of makingy an addi-
tional new loan. Unlike a commercial bank that loans to a
larje and cnanjing clientele, virtually all REA loans arz to
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repeat borrowers. Taus, to distinguish between what the
oanking industry calls loan origination (or pre-loan activity)
and norwnal loan servicing activity, is not practical at REA
because tnese two activities are similar.

Using REA data, we estimated the costs of making loans
as 1f REA were a regular bank. Admittedly, the cost we
report may not fairly represent REA's, particularly since
the admninistrative costs could be zero.

Ia our estimate, administrative costs consist of loan
origination costs and 1loan servicing costs. Origination
efforts occur pefore the loan, and servicing is required
after a loan is approved. We expect that servicing declines
as a loan ages. Thus, most of tne administrative costs
incurred in a loan's early years reflect the origination
Jrocess and the higner servicing efforts needed during that
period. The administrative costs of loan origination and
loan servicing do not appear to be a major cost concern at
tnis time, since our estimate is less than one percent of
the loan subsidy in all REA loan proJjrams.

Guaranteed loans

REA guarantees loans it would have made to its borrowers
put are nade instead by the Federal Financinj Bank or private
institutions. <The ta2rms and interest rate are negotlated
between lendar and vorrower. The Federal Financing Bank aas
been the pborrower's primary choice for juaranteed loans bde-
cause it cnarges an iaterest rate lower than that commercially
available. when the Faderal Financing 3ank makes loans juar-
anteed py REA, Ao net interest cost to the jovernment arises.
REA juaranteed loan costs are for administrative efforts only.
Administrative costs are projected in the same way as in the
direct loan programs. 3ince the guarantee programs are not
interest subsidized by REA, no delinguency costs are ex-
pected. 1/

1/Federally guaranteed loans are not costless to the economy
as a whole since tirey tend to Jdivert funds from other pri-
vate oorrowers who Jdo not nave the benefits of a government
juarantee.
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FINANCING REA LOANS

The Federal Financing 3ank and the Rural Electrification
and Telephone Revolving Fund all provide funds for REA loans.
Rural Electrification and Telepnone Revolving Fund loans are
nade at sub3idized interest rates. Rural Telephone Bank (RT3)
loans do not constitute a subsidy because the RTB does not
incur losses on the interest rates it charges borrowers. The
Federal financing 3ank has agreed to provide loan funds to
rural electric and telephone systems financed witn REA Juar-
antees up to a specified total, subject to revision as re-
Juired. As a guarantor of loans aade by other lenders, unless
the dDorrower defaults, REA'3 only costs are for loan adminis-
tration. 1/

COST PROJECTIONS

Ve estimated the likely costs to REA during the next
35 years of a one-time increase o5f $10 million for each REA
loan program. If funding increased more tnan $10 million,
interest costs would increase proportionally (other costs
may or may not increase as explained above). 1In estimating
REA costs, we identified four major cost elements--interest,
delinguency, administration, and Jdefault. Appendix I is a
detailed cost breakout for each REA projram. Though loan
paynents are raceived quarterly, we report only the first 10
years and cuaulative costs for 10, 20, 30, and 35 years.

e direct interest subsidy accounts for 99 percent of
total costs of tne direct loan programs. Administrative
costs account for apbout 1 percent of direct loan orojran
costs and account for all costs in tne Jjuaranteed »rograms.
Delinguency and defaults appear to be a minor cost considera-
tion in all programs.

As shown in tabla 1, the 2 percent insured loan programs
will result in total costs of aoout $17 million, or 170 per-
cent of the initial loan amnount 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 value.
Thus, the higher lending rate of 5 percent results in a
reduction in expected costs of over $7 million.

1l/8y law, juaranteed loans ara not included in Faderal budget
totals. They are exeapt from jeneral limitations impos=2d by
statute on Faderal expenditures and budget outlays.

()]
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The Rural Telsphone Bank's costs of 593,000 reflect
administrative cost only because this projram 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.

on a per-dollar-program basis, the gjuaranteed loan pro-
jrams 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.

COST SUMMARY OF INDIVIDUAL LOAN PROGRAMS

(B8ased on increased program ftunding of $10 million)

Insurad telephone 2 percant loans

Ade estimate total interest costs of $17.1 wmillion, or
about 171 percent more than the initial loan. Administra-
tive costs of $150,000 would be reguired to originate and
gservice an estimated six new loans available from increased
funding. Estimated delinguency costs are $5,000.

Insured electric 2 percent loans

gstimated interest costs amount to $17.1 million or 99
percent of total proyram costs of $17.2 million for the
estimated six new loans. The estimated administrative and
delinguency costs are $133,000 and $6,000, respectively.

Insured telgghohe 5 percent ioans

Since recent loans have averaged about $5 million, we
expect about two new loans to result from an additional $10
million of funding for this program. Estimated total subsidy
costs reflecting interest, delinguency, 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 percant loans

-

Total program costs are estimated at $9.9 million for
our estimated 5 new loans. Interest costs, amounting to
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about $9.8 million, account for 99 percent of program costs,
while administrative and delinguency result in estimated
costs of $101,000 and $5,000, respectively.

Rural Telephone Bank loans

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

Guaranteed telephone loans

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

Guaranteed electric loans

Our estimates are based on an incremental increase in
loan volume of $10 million. In actuality, loan volume for
this program has increased by $1 nillion and our data on
administrative costs reflect tnis level of activity. There-
fore our estimate of administrative costs associated with
a $10 million increase are the result of multiplying the
expense associated with a §1 pillion program by 0.01.



Table 1

Total REA 35-Year Program Costs a/
($ thousands)
per $10 Million of Lending Activity

Telephone Programs Electric Programs
Insured Insured Insured Insured
Cost 2 Percent 5 Percent 2 Percent 5 Percent
Element Rate Rate Guaranteed RTB Rate Rate Guaranteed
Intereét $ 17,053 $ 9,760 $§ 0 $ 0 $17,053 $9,760 $0
Delinguency/
default 5 4 - - 6 5 -
© Adminis-
G et tration 150 93 43 93 133 101 47
Total $ 17,208 $ 9,857 $43 $93 $17,192 $9,866 $47
Estimated

new loans 6 2 0.8 2 6 5 0.08

a/Based on a hypothetical one-time increase of $10 million for each REA program.



CONCLUSIONS

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

Wwe 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. we feel that the
availability of such data would facilitate the needed refine-
nents.

Our 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 majnitude 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
tne economy. In July, we published an Exposure Draft--"A
dethodology for Estimating Costs and Subsidies from Federal
Credit Assistance Programs," 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.

A3 arranged with your office, we are sending copies of

tnis report to the Secretary of Agriculture. Copies are also
available to other interested parties.

~

Sin yours, Y

Ao -

Comptroller General
of the United States

Enclosure

10
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REA INSURED ELECTRIFICATION LOANS: 2 PERCENT SPECIAL RATE

(FY 79 Authorization - $700 mi}lion)

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

expected.

Interest Delinquency Administrative Total

Year Cost a/ Cost b/ Cost ¢/ Costs
1 $ 216,700 $ -0- $ 63,000 $ 279,700
2 433,300 -0- 3,000 436,300
3 650,000 -0- 3,000 653,000
4 650,000 2,000 2,000 654,000
;; 5 650,000 2,000 2,000 654,000
6 650,000 1,000 2,000 653,000
7 649,300 1,000 2,000 652,300
8 647,100 -0- 2,000 649,100
9 644,400 —0- 2,000 646,400
10 641,100 -0- 2,000 643,100
10-Year Costs $ 5,831,900 $6,000 $ 83,000 $ 5,920,900
20-Year Costs $11,879,200 $6,000 $103,000 $11,988,200
30-Year Costs $16,273,000 $6,000 $123,000 $16,402,000
35~Year Costs $§17,052,700 $6,000 $133,000 $17,191,700

35-Year Cummulative Cost Summary:

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

Total $17,191,700

I XIANdddv

I XIANddd¥
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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 Federal Financing Bank (FFB) for borrowed funds. REA has recently been
paying the FFB 8.5 percent. These direct loans cannot exceed 35 vears maturity, includ-
ing up to b years grace on principal repayment. Our cost estimates are based on 3%
vears, taking full advantage of the grace period which 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 pavment payable to REA, $426,000 times 35 vears, times the interest subsidy of 6.5
percent. In the past, most delinquencies occurred early in the loan period; therefore
we have ad justed 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-

7 1ty) 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 is 1lrw, 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 third 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 normal 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.

I XIdN3ddav
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REA INSURED ELECTRIFICATION LOANS:

2 PERCENT SPECIAL RATE

(FY 79 Authorization - $700 million)

Loan Data: Statutory Authorization: Section
as amended P.L. 93-32. Type of Credit Aid:

of 35 years. Interest Rate:

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

additional len

expected.
Interest
Year Cost a/
1 $ 216,700
2 433,300
3 650,000
4 650,000
5 650,000
6 650,000
7 049,300
8 647,100
9 644,400
10 641,100
10-Year Costs $ 5,831,900
20-Year Costs . $11,879,200
30-Year Costs $16,273,000
35-Year Costs $17,052,700

35-Year Cummulative Cost Summary:

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

Total $17,191,700

Delinquency Administrative
Cost b/ Cost ¢/
$ -0- $ 63,000

-0- 3,000
-0- 3,000
2,000 2,000
2,000 2,000
1,000 2,000
1,000 2,000
-0- 2,000
-0- 2,000
-0- 2,000
$6,000 $ 83,000
$6,000 $103,000
$6,000 $123,000
$6,000 $133,000

305, Rural Electrification Act of 1936,
Loan Term: Maximum term
2 percent. Loan recipients include rural electric coop-
eratives, public utility districts, and power companies.

Insured Loans.

Total
Costs

$ 277,700
436,300
653,000
654,000
654,000
653,000
652,300
649,100
646,400
643,100

$ 5,920,900
$11,988,200
$16,402,000

$17,191,700

I XIaNdddv

I XIAN3Iddv



a/Interest Costs — The interest cost is the difference between the interest rate at- which
REA lends funds, and the rate REA pays FFB for borrowed funds. (Recently, REA borrowing
has been at 8.5 percent.) These direct loans cannot exceed 35 years maturity, including

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 ~ REA 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 $426,000
over 35 vears 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,
) o and (2) normal outstanding loan servicing. We assume an average construction period of
SRR 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, which we expect to decline modestly as the loan ages or matures.

S1
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REA INSURED TELEPHONE LOANS: 5 PERCENT STANDARD RATE

(FY 79 Program Authorization - $160 million)

Loan Data: Statutory Authorization: Section 305, Rural Electrification Act ot 1936,

as amended P.L. 93-32. Type of Credit Aid: Insured Loans. Loan Term:
35 years, including 3-year grace period. Interest Rates: 5 percent.

are generally public bodies, persons, or cooperatives.

The table below shows the expected costs tor $1U miilion
additional lending authority. Two additional loans are

expected.
Interest Delinquency Administrative
Year Cost ays Cost b/ -Cost ¢/
1 S 116,700 s -U- $22,000
2 233,300 -0- 2,000
3 350,000 -0- 3,900
4 350,000 1,000 3,00u
5 350,000 1,000 3,000
[} 350,000 1,00u 2,000
7 350,300 1,000 2,300
8 351,000 -u- 2,000
9 351,400 -y- 2,000
10 351,600 -0- 2,00V
10-Year Costs $3,154,300 $4,000 $43,000
20-Year Costs $6,586,300 $4,0u0 $63,000
30-Year Costs $9,257,800 $4,000 $83,UUU
35-Year Costs $9,759,600 $4,300 $93,000

35-Year Cummulative Cost Summary:

Interest: $9,759,600
Delingquency: 4,000
Administration: 93,000

Total $9,856,600

Maximum term oI
Loan reciplents

Total
Costs

$ 138,700
235,300
353,000
354,000
354,000
353,000
353,300
353,000
353,400
353,600

$3,201,3u00
36,653,300
$9,344,800

$9,856,600

I XTaN3ddv
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a/Interest Costs - The interest cost is the difference between the Interest rate at’ which

" 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 6-year grace period for principal repay-
ment. Thus, the amortized period of repayment is 29 years.

b/Delinquency 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 ad justed 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 $22,000 include $21,000 {n 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 nprmal 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 primar
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.

LT
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REA INSURED ELECTRIC LOANS: 5 PERCENT STANDARD RATE

(FY 79 Program Authorization - §700 millionf

Loan Data: Statutory Authorization: Section 305, Rural Electrification Act of 1936,
as amended P.L. 93-32, Type of Credit Aid: Insured Loans. Lcan Term: Maximum term of
35 years, including 3-year grace period. Interest rate: S percent. Loan reciplents
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.

Interest Delinquency Administrative Total

Year Cost a/ Cost b/ Cost ¢/ Costs
1 $ 116,700 $ -0- $48,000 $ 164,700
2 233,300 -0- 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 -0- 1,500 352,500
9 351,400 -0- 1,500 352,900
10 351,600 -0- 1,500 353,100
10-Year Costs $3,154,300 $5,000 $ 63,500 $3,222,800
20-Year Costs ' $6,586,300 $5,000 $ 78,500 $6,669,800
30-Year Costs $9,257,800 $5,000 $ 93,500 $9,356,300
35-Year Costs $9,759,600 $5,000 $101,000 $9,865,600

35-Year Cummulative Cost Summary:

Interest: $9,759,600
Delinquency: 5,000
Administration: 101,000
Total $9,865,600
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a/ Interest Costs - The interest cost is the difference between the interest rate at “which
REA lends funds (5 percent) and the rate at which REA pays FFB for borrowed funds. (Re-
cently, 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.

b/ 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-

" licing costs. Loan servicing consists of assistance provided during the construction
phase of a project and the normal 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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RURAL TELEPHONE BANK LOANS

{FY 79 Program Authorization - $185 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. (Management has limited loans to 35 years.) Interest rates: Based on
average cost of funds to the Bank. Loan recipients are usually public corporations
and cooperatives.

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

expected.
Interest Delinquency Administrative Total
Ygar Cost a/ Cost b/ Cost ¢/ Costs
1 $ -0- $ -0- $22,000 $22,000 -

2 -0- -0- 2,000 2,000
3 -0- -0- 3,000 3,000
[ 4 -0- -0- 3,000 3,000
© 5 -0- -0- 3,000 3,000
6 -0- -0- 2,000 2,000
AT L 7 -0- -0- 2,000 2,000
8 -0~ -0- 2,000 2,000
9 -0=- -0- 2,000 2,000
10 -0- -0- 2,000 2,000
10~-Year Costs -0~ -0- $43,000 $43,000
20-Year Costs ~0- -0- $63,000 $63,000
30-Year Costs -0- -0- $83,000 $83,000
35-Year Costs -0- -0- $93,000 $93,000

35-Year Cummulative Cost Summary:

Interest: $ -0~
Delinguency: -0-
Administration: 93,000

Total $93,u00
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§/£ptere§§”£9§£§ - Since the interest rate charged to borrowers by the RTB is equal to the

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. While 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/Delinquency 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. REA
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 REA-insured telephone loans. Therefore, we have assumed
that the administrative costs are equal to those of the insured loan progrums.
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Loan Data: Statutory Authorization:

REA TELEPHONE LOAN GUARANTEES

(FY 78 Program Authorization -~ $200 million)

as amended P.L. 93-32. Type:

lender and the borrower.

borrower.

Guaranteed. Loan Term:

Interest Rate:

Agreed upon between the lender and the

Agreed upon between the

The table below snhows the expected costs for $10 million

additional lending authority.

Year

C WO N U B WN -

-t

10-Year Costs

20-Year Costs

30-Year Costs

35-Year Costs

35-Year Cummulative Cost Summary:

Interest

Cost a/

$ -0-
-0~
-0_
-0-
-0-
_0_
_0._
..0-
_U-
-0-

Interest:
Delinquency:
Administration:

Total

s -0-
-0-

43,200

$43,200

Delinguency
Cost b/

$

-0-
-0-

Less than one loan is expected.

Administrative
Cost ¢/

$ 8,000
1,300
1,300
1,300
1,300
1,000
1,000
1,000
1,000
1,000

$18,200
$28,200
$38,200

$43,200

Section 306, Rural Electrification Act of 1936,

Total

Costs

$ 8,000
1,30u
1,300
1,300
1,300
1,000
1,000
1,000
$.000
4,000

$18,200
$28,200
$38,200

$43,200
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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,
sone 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.
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REA GUARANTEED ELECTRIFICATIOW LOANS

(FY 79 Program Authorization - 54 billion)

Loan Data: Statutory Authorization: Section 3006, Rural Electrification Act of 13936,
as amended P.L. 92-33. Type of Credit Aid: Guaranteed. Loan Term: Agreed upon
between the lender and the borrower. Interest Rates: Agreed upon between lender and
the borrower. A substantial portion of guarantees 1is used to finance participation
1n jJeint generating projects {(power supply).

Expected Costs ot $10 Million Additional Guarantee Authority a/

Interest Delinguency Administrative Total
Year Cost b/ Cost </ Cost d/ Costs
1 $ -0- $ =-0- $ 4,000 $ 4,000
2 -0- -U- 4,000 4,000
3 -0- -0~ 4,000 4,0u0
4 -0~ -0~ 4,000 4,000
5 -0- -0~ 1,000 1,000
o 6 -0~ -0~ 1,000 1,000
e 7 -0- -0~ 1,000 1,000
8 -0- -0~ 1,000 1,000
9 -0- -0~ 1,000 1,000
10 -0- -0~ 1,000 1,000
10~Year Costs -0- -0~ $22,000 $22,000
20~-Year Costs -0- -0~ $32,000 $32,000
30~Year Costs -0- -0- 542,000 $42,000
35-Year Costs -0- -0~ $47,000 $47,000

35-Year Cummulative Cost Summary:

Interest: $ -0~
Delinquency: -0-
Administration: 47,000
Total $47,u00
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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 0.0l 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
4-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 Qur estimates by a factor of 0.0l, 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.
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