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MEMORANDUM








Farm Credit System Insurance Corporation

March 26, 2004
To:

Chairman, Board of Directors



Chief Executive Officer



Each Farm Credit System Institution

From:

Douglas L. “Doug” Flory
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Chairman

Subject:
Premium Rate Review and Adjustment

The Farm Credit System Insurance Corporation (Corporation) has completed the mid–year review of insurance premium rates.  The Board reduced premium rates from 10 basis points to 6 basis points on accrual loans beginning July 1, 2004.  We are maintaining 25 basis points for nonaccrual loans and zero for government guaranteed loans for the second half of 2004.  We have received comments from a number of System institutions and the Farm Credit Council requesting that we reconsider our decision not to implement the discretionary authority provided in the 2002 Farm Bill to reduce premiums on GSE guaranteed loans.  At this time, we have decided not to exercise this authority.
Last September, we reduced premiums from 12 to 10 basis points due to moderating growth in insured debt.  In 2003, insured debt increased about 6 percent, compared with more than 10 percent the previous year.  After trending below the 2 percent secure base amount during most of the year, we finished 2003 just slightly above at 2.006 percent, or approximately $5 million higher than the secure base amount.  See Attachment 1.  This is the first time we have closed the year at the secure base amount.  It is also the first time we allocated funds to the Allocated Insurance Reserve Accounts (AIRAs).
The Farm Credit Act and the FCSIC Board’s policy statement on the Secure Base Amount and Allocated Insurance Reserve Accounts (AIRAs) require the Corporation to determine whether an excess balance exists for allocation to the AIRAs.  If there is any excess in the Insurance Fund at yearend, the statute requires that the secure base amount be recalculated using an average daily balance method.  This Systemwide average daily debt amount is then compared with the yearend balance adjusted downward by prospective insurance and operating expenses for 2004.  This calculation resulted in an excess Fund balance of approximately $39.9 million to be allocated to the AIRAs.  Unusually high growth of approximately $2 billion in insured debt during the first two months of 2004 and the AIRA allocation reduced the unallocated portion of the Fund to 1.95 percent.
In completing the mid-year review, the Board considered the following factors: the current level of the Fund and growth projections; the likelihood of any losses to the Fund; the condition of the System; the health and prospects of the agricultural economy and risks in the financial environment.  The first factor remains the most significant.

We obtained updated growth estimates for the System that project a weighted average growth in insured debt of 5.5 percent for 2004.  The average actual growth rate over the past five years has been just under 7 percent.  If insured debt continues to expand, growing between 5 to 7 percent, our analysis indicates a premium assessment of 6 basis points on accrual loans for the second half of 2004 should result in our being at or near the 2 percent secure base amount at yearend.
We will review insurance premiums again in September of 2004.  We are of course interested in your views on this issue and invite your comments.
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