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Farm Credit System Insurance Corporation Announces Plans to Reduce Insurance Premium Rate by 50 Percent

SAN DIEGO, Calif., August 12, 1999  --  The Farm Credit System Insurance Corporation (Corporation) Board of Directors announced that it will reduce the rate of insurance premiums charged on accruing loans held by Farm Credit System (System) institutions from 9 basis points to 4.5 basis points.


The rate adjustment will be for the period July 1 through December 31, 1999.  The premium rate on nonaccrual loans remains at 25 basis points and zero on government-guaranteed loans.


“Premium costs for the last half of the year will be reduced by approximately $13 million to $14 million as a result of the Board’s action, cutting rates by 50 percent on accruing loans,” said Corporation Chairman Michael M. Reyna.  “This reduction is appropriate because the Farm Credit System Insurance Fund has again reached the secure base amount.”

The secure base amount is defined by law as 2 percent of the level of insured debt outstanding at System banks.  The secure base amount at June 30 is $1.31 billion.


The policy statement on adjustments to the insurance premiums provides for a review to be conducted at least semiannually and sets out five factors the Board will consider in determining whether to adjust premiums.  The five factors are the level of the Insurance Fund 
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relative to outstanding insured debt obligations, any projected losses to the Insurance Fund, the condition of the System, the health of the agricultural economy, and any risks in the financial environment.


“While the System’s overall condition and performance remain sound, the most significant factors affecting our decision to assess a premium of 4.5 basis points were the current level of the Insurance Fund, prospects for further growth and the current outlook for commodity prices and export markets,” Reyna said.  Other factors influencing the Board’s decision included increasing loan delinquencies and restructurings and severe drought conditions in the Eastern U.S.


The U.S. Department of Agriculture recently lowered forecasts for farm income, agricultural exports, and price projections for several key commodities for the next 18 months.  

Reyna also noted that the Corporation will complete a review next month to establish the premium rates for calendar year 2000.

The Corporation is managed by a three-member board of directors composed of the members of the Farm Credit Administration Board.  In addition to Chairman Reyna, Marsha Pyle Martin and Ann Jorgensen serve as members of the board.
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The Farm Credit System Insurance Corporation, an independent U.S. Government-controlled corporation, ensures the timely payment of principal and interest on insured notes, bonds, and other obligations issued on behalf of Farm Credit System banks.

