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At a Glance

In the context of federal credit assistance, administrative costs are expenses that agencies incur to
manage and operate the government’s loan and loan guarantee programs. Those costs are measured
separately in the federal budget and on a different basis from the credit subsidy—the main measure
of costs for direct loan and loan guarantee programs under the Federal Credit Reform Act of 1990.
Specifically, the credit subsidy is an accrual measure (that is, the estimated present value of the
expenses and receipts associated with a loan or loan guarantee over its lifetime is recorded when the
legal obligation is first made), whereas administrative costs are measured on a cash basis (that is, such
costs are recorded when cash transactions occur). As a result, it is challenging to combine credit
subsidies and administrative costs to generate a more complete estimate of the total costs of the
government’s credit programs.

The Congressional Budget Office has developed a method for estimating the present value of the
lifetime administrative costs of certain federal credit programs—referred to as the administrative

cost subsidy. That method produces estimates for a single cohort of loans or loan guarantees that are
calculated on a basis similar to that used for credit subsidy estimates. CBO presents those estimates in
an effort to promote transparency about the costs of federal credit programs.

The agency’s findings are as follows:

® Direct loans versus loan guarantees. The administrative cost subsidy rates for direct loans tend
to be higher than those for loan guarantees. (The administrative cost subsidy rate is equal to the
administrative cost subsidy divided by the amount of credit obligations.)

® Program size. Large direct loan and loan guarantee programs (measured by the amount of credit
obligations) tend to have lower administrative cost subsidy rates than smaller programs.

® Comparison with private lending. The administrative cost subsidy rates for federal student
loans and housing and real estate loans are lower than those of private lenders, but those for the
government’s commercial loans are higher. A comparative analysis is limited, however, because the
government does not perform all administrative functions for the loans, and its motivation for
lending may differ from that of private lenders.
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Notes

All years referred to in this report are federal fiscal years, which run from October 1 to September 30
and are designated by the calendar year in which they end.

The programs discussed in this report were selected on the basis of the amount and type of credit
obligations (direct loans and loan guarantees). The sample does not represent all of the government’s

credit activities.

Numbers in the text, tables, and figures may not add up to totals because of rounding.



Administrative Costs of
Federal Credit Programs

Summary

The federal government supports some private activi-
ties—such as homeownership, postsecondary education,
and certain commercial ventures—through credit assis-
tance offered to individuals and businesses. Some of that
assistance is provided through direct loans, and some is
provided through federal guarantees of loans made by
private financial institutions.

In the process of providing such credit assistance, the
government incurs administrative costs. Administrative
costs include servicing and collection costs that are essen-
tial to the repayment of direct loans and the recovery of
losses from loan guarantees. They also include costs for
general administrative functions (such as credit-extension
costs for underwriting and processing loans, as well as
policy and oversight costs).

Those costs are measured separately in the federal budget
and on a different basis from the credit subsidy—the
main measure of costs for loan and loan guarantee
programs under the Federal Credit Reform Act of 1990
(FCRA). Specifically, in the budget, the credit subsidy is
measured as the present value of the lifetime cost of (or
savings from) a loan at the time of disbursement or, for a
loan guarantee, when the guarantee is made.! (A present
value is a single number that expresses the flow of current
and future income or payments in terms of an equivalent
lump sum received or paid at a specific time.) By con-
trast, administrative costs are measured on a cash basis—
that is, they are recorded when the spending occurs. As

a result, credit subsidies and administrative costs cannot
be directly combined to produce an estimate of those
programs’ total costs.?

1. Lifetime costs represent the estimated net cost at the time of
disbursement of the federal government’s expected cash flows
stemming from a credit commitment over the life of a loan.
Estimates of those costs take into account the time value of
money.

2. For an analysis of administrative costs conducted shortly after
FCRA was implemented, see Congressional Budget Office,
Budgeting for Administrative Costs Under Credit Reform
(January 1992), www.cbo.gov/publication/20562.

To enhance transparency about the costs of certain
federal credit programs, the Congressional Budget Ofhice
has developed a method for calculating the present value
of their lifetime administrative costs using data collected
from federal agencies by the Office of Management

and Budget (OMB). In this report, those estimates are
referred to as administrative cost subsidies. By combining
the administrative cost subsidy with the credit subsidy,
an estimate of the total cost of selected credit programs
may thus be calculated.

Measuring Administrative Cost Subsidies

In its cost estimates and baseline budget projections,
CBO generally follows the standard budgetary pro-
cedures for credit programs. In the budget, the credit
subsidy is measured separately for each cohort of direct
loans and loan guarantees. (A cohort refers to all loans
or guarantees originated by a program in one fiscal year.)
By contrast, administrative costs are not measured in
the budget on a cohort basis. Instead, the administrative
costs of loans and loan guarantees originated over many
previous years and during the current fiscal year are
combined into a single number on the basis of when the
spending takes place.

CBO’s method for calculating administrative costs in
this report differs from the approach used in the federal
budget: The agency has estimated the administrative
costs associated with particular cohorts. For the cohorts
of direct loan programs analyzed in this report—which
comprise loans originated in fiscal years 2019, 2020,
and 2021—CBO estimated an average administrative
cost subsidy rate of 2.0 percent (see Figure S-1).° (That
rate is equal to the administrative cost subsidy divided
by the amount of credit obligations.) For loan guarantee
programs, the average administrative cost subsidy rate
was lower, 0.3 percent. CBO also estimated that larger

3. When CBO requested data for this report, 2021 was the latest
cohort for which data were available. For some of the programs
discussed in this report, the data may have been skewed
because of significant changes in program operations during
the coronavirus pandemic. For example, some programs paused
repayments and did not attempt to collect delinquent debt.
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Figure S-1.

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of Selected Direct Loan
and Loan Guarantee Programs, by Lending Category

Student Loans
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Data source: Congressional Budget Office, using data from the Office of Management and Budget. See www.cbo.gov/publication/59507#data.

A cohort refers to all loans or guarantees originated by a given program in a single fiscal year.

The administrative cost subsidy rate is defined as the present value of total administrative costs over the lifetime of a direct loan or loan guarantee, divided by
the amount of credit obligations. (A present value is a single number that expresses the flow of current and future income or payments in terms of an equivalent

lump sum received or paid at a specific time.)

n.a. = not applicable.

a. The estimates for commercial loan guarantees exclude the Paycheck Protection Program administered by the Small Business Administration.

programs (measured by the amount of credit obligations)
tend to have lower administrative cost subsidy rates than
smaller programs do.

In CBQO’s view, an alternative method—the fair-value
approach—would provide a more comprehensive esti-
mate of the total cost of a credit program, particularly
when measuring both the credit subsidy and the admin-
istrative cost subsidy on that basis. The advantage of such
an approach is that it would incorporate market risk—
the financial risk that remains even with a well-diversified
portfolio and that depends solely on the performance of
the economy. (For a discussion of fair-value estimates of
administrative expenses, see Appendix A.)

Federal Direct Loan Programs Compared With
Private-Sector Lending

This report also compares the administrative cost sub-
sidies for federal direct loan programs with those of
private financial institutions offering similar types of
credit (such as housing and real estate loans and com-
mercial loans). They may be different for a number of
reasons. The federal government’s motivation for offering

loan programs may differ from that of the private

sector. For example, the government’s credit programs
have goals that have been set by the Congress and the
Administration, whereas private firms seek to maximize
profits and may be subject to regulation that requires a
certain amount of lending to low- and moderate-income
borrowers. Additionally, the government does not always
perform all administrative functions for the underlying
loans. For example, it often outsources servicing and
collection activities to the private sector. Those differ-
ences could partially explain why the federal government
might spend more or less than private financial institu-
tions do. For instance, CBO found that, on average, the
administrative cost subsidy rates were lower for housing
and real estate loans offered by the federal government
than for those offered by private lenders but were higher
for commercial loans.

Budgetary Measures and the
Administrative Costs of Federal
Credit Programs

Current budgetary measures for costs associated with
federal credit programs were established by the Federal
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Credit Reform Act of 1990. The costs of credit programs
fall into two categories, which are measured differently in

the federal budget.

® Credit subsidy. FCRA requires the use of accrual
accounting to measure the lifetime cost to the
government of making direct loans or guaranteeing
loans made by private-sector lenders. (Under accrual
accounting, unlike cash accounting, the estimated
present value of credit programs’ expenses and related
receipts is recorded when the legal obligation is first
made rather than when subsequent cash transactions
occur.) As required by FCRA, the credit subsidy, in
the case of direct loans, equals the lifetime cash flows
between the government and the borrower recorded
up front on a present-value basis. In the case of a loan
guarantee, the credit subsidy is the present value of
future cash flows between the government and the
private institution making the loan.

® Administrative costs. Administrative costs—which
include the cost of originating direct loans and loan
guarantees, performing oversight functions, servicing
loans, and collecting on defaulted loans—are treated
differently in the federal budget. As required by
FCRA, those costs are excluded from the credit
subsidy and instead are measured on a cash basis—
that is, the government’s expenditures are recorded
as outlays in the year in which they occur and as the
Congress appropriates funds for those expenditures.
(For a discussion of CBO’s earlier report on the
budgetary treatment of the administrative costs of
federal credit programs and how those costs compare

with the administrative costs of grant programs, see
Box 1.)

The different budgetary treatments—each with its own
advantages and disadvantages—make it difficult to com-
bine the two costs and then compare the overall costs of
federal credit programs.

How Credit Subsidies Are Measured in the
Federal Budget

Under FCRA, the present value of all projected cash
inflows and outflows associated with a direct loan or
loan guarantee is calculated by discounting those flows

at Treasury rates with corresponding terms to maturity
and adding them together to produce a single value.* The

4. CBO often presents two approaches to estimate the credit
subsidy for federal credit programs. The first follows accounting

procedures used in the federal budget and prescribed by FCRA.

budget records a separate credit subsidy cost for each set,
or cohort, of loans or loan guarantees originated by a
program in a fiscal year. For example, the 2021 cohort of
student loans is the set of student loans originated during
fiscal year 2021.

The expected cash flows incorporated in the credit
subsidy of a direct loan include the disbursement to the
borrower, the scheduled principal and interest payments
net of defaults and recoveries, and the fees that the gov-
ernment expects to receive.’ For loan guarantees, the cash
flows include payments that the government is expected
to make to the private-sector lender when a borrower
defaults on the loan, fees that the government receives,
and recoveries. Those costs are updated each year to
reflect changes in the credit subsidy on the basis of loan
performance and interest rate changes.

How Administrative Costs Are Measured in the
Federal Budget

Because the administrative costs of direct loans and loan
guarantees are measured in the federal budget on a cash
basis, those costs are recorded when the cash flows from
the government occur. For example, the administrative
costs recorded in 2021 for student loans included the
costs of originating loans made that year and the costs of
servicing loans made in previous years. In addition, the

The second, called the fair-value approach, estimates the market
value of the government’s obligations by accounting for market
risk. Market risk is the component of financial risk that remains
even after investors have diversified their portfolios as much

as possible; it arises from shifts in macroeconomic conditions,
such as productivity and employment, and from changes in
expectations about future macroeconomic conditions. For
taking on market risk, investors demand greater compensation
than they would expect to receive from investing in Treasury
securities, which are regarded as risk-free. For more information
on the fair-value method, see Michael Falkenheim and Wendy
Kiska, How CBO Estimates the Market Risk of Federal Credit
Programs, Working Paper 2021-14 (Congressional Budget Office,
November 2021), www.cbo.gov/publication/57581,

and Congressional Budget Office, Measuring the Cost of
Government Activities That Involve Financial Risk (March 2021),
www.cbo.gov/publication/56778.

5. Credit subsidies include recoveries from collections on defaulted
principal and interest and proceeds from the liquidation of any
collateral. In the case of student loans, the Administration’s credit
subsidy estimates also include contract collection costs, which
effectively reduce recoveries. Although this report provides the
Administration’s estimates, CBO’s credit subsidy estimates for
student loans do not include contract collection costs. The agency
treats those costs as administrative costs and, as required by FCRA,
projects them on a cash basis rather than on a subsidy basis.
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Box 1.

Findings From CBO’s 1992 Report on Budgeting for Administrative Costs

In January 1992, the Congressional Budget Office published
Budgeting for Administrative Costs Under Credit Reform, which
discussed the effects that the enactment of the Federal Credit
Reform Act of 1990 (FCRA) had on credit program accounting
and the budgetary treatment of administrative costs.' For that
report, CBO also estimated the long-term administrative costs
of federal credit programs and showed how they compared
with the administrative costs of private-sector credit programs.

CBO concluded that the implementation of FCRA removed the
bias—in terms of budgetary costs—in favor of loan guarantee
programs and against direct loans and grants. Cash account-
ing, the method used in the budget before the enactment of
FCRA, overstated the costs of direct loans when they were
made by ignoring future repayments but treated loan guaran-
tees as relatively costless when credit was extended because
cash flows did not occur until a future date. FCRA did not
include administrative costs in the credit subsidy, and thus
administrative costs continued to be funded separately on a
cash basis—even though those costs could be significant and
were directly related to extending or guaranteeing credit.

CBO estimated that the administrative cost subsidy rate was
7.7 percent of the total amount of direct loans issued in 1991
and 1.0 percent of the total amount of loan guarantees and
grants made in 1991. Based on the limited program data
available at the time, those results were similar to the adminis-
trative costs of private-sector loans. The data used to construct
the estimates in this report are more comprehensive than the
data that were available for the 1992 report.

1. Section 503 of the Federal Credit Reform Act of 1990, 2 U.S.C. § 661(b)
(2006) required CBO to study and issue a recommendation on the
budgetary treatment of administrative costs. See Congressional Budget
Office, Budgeting for Administrative Costs Under Credit Reform
(January 1992), www.cbo.gov/publication/20562.

administrative costs for each loan or loan guarantee pro-
gram are not always measured separately in the budget.
Budget accounts for administrative costs may cover more
than one credit program and include administrative
costs associated with other types of programs. Although
cash accounting is also used for most other government
activities, it differs from the accrual treatment of credit
subsidies.

In its 1992 report, CBO found that continuing to budget for
administrative costs on a cash basis would have advantages.
Specifically, the agency concluded that a change in the budget-
ary treatment of administrative costs would have the following
effects:

® |ncrease the budgeting and accounting workload of federal
agencies;

® Reduce Congressional control over agency appropriations;

® |ncrease the deficit in the short run because of the outlays
required by a present-value method of budgeting;? and

®  Potentially make credit programs less comparable to
noncredit programs.

This report builds on CBO’s prior work on the administrative
costs of federal credit programs in three ways. First, the esti-
mates in this report reflect changes in business practices and
technology since 1992 that may have affected administrative
costs. Second, CBO now has a wider range of data available on
federal credit programs. For instance, for this report, CBO used
loan performance data by cohort, a larger sample of federal
credit programs, and supplemental information on federal
credit program contracts, none of which were available to the
agency in 1992. Third, this report includes an enhanced com-
parison between the administrative costs of credit programs
administered by the federal government and by the private
sector. CBO obtained more detailed data on private-sector
lending activities than was previously available and developed
a method that estimates the present value of long-term admin-
istrative costs for private-sector credit programs.

2. A present value is a single number that expresses the flow of current and
future income or payments in terms of an equivalent lump sum received or
paid at a specific time.

This report divides administrative costs into four main
categories (see Figure 1):

® Credit-extension costs are the costs required to
originate a direct loan or loan guarantee. The salaries
of loan officers who assess the creditworthiness of
borrowers seeking direct loans are an example of
credit-extension costs.
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Figure 1.
Categories of Administrative Costs

Administrative Costs

Credit-Extension Policy and Servicing Collection
Costs Oversight Costs Costs Costs

All costs associated with originating All costs associated with enforcing All costs associated with staying in All costs associated with collecting
aloan or loan guarantee. Those the policies of a loan or loan touch with the borrower and collecting on defaulted loans, including those
costs are generally linked to the guarantee and conducting oversight on an outstanding loan. Loan the government assumes when a
disbursement of the loan or loan activities. Those costs continue for guarantee programs incur servicing claim is made on a loan guarantee.
guarantee. One example is the cost as long as the program is active. costs after they assume loans on Those costs continue until all
to employ loan officers and One example is the cost to report on which borrowers have defaulted. balances are collected or written off.
underwriters. and audit program performance. Examples include the costs to Examples include the costs to locate
generate and mail billing borrowers and garnish wages.
statements, process payments, or
modify loans.

Data source: Congressional Budget Office. See www.cbo.gov/publication/59507#data.

® Policy and oversight costs are the costs of enforcing when collateral from the borrower or lender is seized
policies that govern the direct loan or loan guarantee and liquidated for recovery by the government.®
program and of conducting oversight activities Examples of collection costs are those required to
related to the program. A program incurs policy locate a borrower who has defaulted on a direct loan
and oversight costs while an outstanding direct loan but cannot be reached with the contact information
or loan guarantee exists or for as long as the credit on file and those associated with collecting from a
program is active. A few examples of policy and borrower (including seizing and selling collateral)
oversight costs are the costs to update computer who defaulted on a loan guaranteed by the
systems to comply with data security regulations, the government.
costs to revise borrower forms to comply with fair-
lending laws, and the costs to investigate potential In this report, servicing and collection costs are often
cases of loan fraud. discussed together because those costs are essential to

preserving the value of the government’s credit obliga-
tions. Estimates of the administrative cost subsidy rate
are presented for each administrative cost function, as
well as in total.

®  Servicing costs are those associated with contacting
the borrower and collecting on a loan (before any
default). Those costs are incurred when loans are
modified, statements are sent, payments are received
or attempts are made to collect such payments from
the borrower or lender, and efforts are made to
collect on outstanding nondelinquent loans or loan
guarantees. Some examples of servicing costs include
the cost to mail a loan statement to a borrower and
the cost to process a borrower’s monthly payment on
a direct loan.

Administrative cost subsidy rates vary widely not only
between direct loans and loan guarantees but also across
individual loan programs. The administrative cost
subsidy rate is higher for direct loan programs than for
loan guarantee programs because the government is
responsible for all administrative costs associated with
direct loans but not for all of the costs of loan guaran-

®  Collection costs are incurred when the government tees (private-sector lenders share some of those costs).
or private lender attempts to collect on defaulted
loans (including those the government assumes 6. In this report, only active collection efforts are included in
when a payment is made on a loan guarantee) and collection costs. The costs of maintaining records on older,

defaulted loans are an example of an inactive collection effort.
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In terms of efliciency, any differences should be small
when the administrative costs for loan guarantees that
are borne by the private sector are included. However,
borrowers may pay a higher interest rate or larger fees
for guaranteed loans than they would for a similar direct
loan in order to compensate the lender for its adminis-
trative costs.

Challenges in Combining Credit Subsidies and
Administrative Cost Subsidies

The Congress often provides appropriations for the
subsidy cost of multiple loan programs (including both
direct loans and loan guarantees) along with an appro-
priation for the administrative expenses associated with
operating those loan programs in the same program
account.

In many cases, such appropriations are provided with-
out any clear indication of how the administrative costs
relate to the various loan programs. For example, the
“Agricultural Credit Insurance Fund Program” is the
program account that receives an annual appropriation
to operate and administer several programs, including
emergency disaster loans and direct loans and loan
guarantees for farm operating and ownership. Including
administrative costs, particularly expenses that are essen-
tial to preserve the value of the government’s obligations,
in measures of the subsidy costs would make subsidy
estimates across programs more comparable.

Given the different budgetary treatment of credit
subsidies and administrative costs, combining the two
measures to get a more comprehensive estimate of the
overall cost of a credit program is not straightforward.
The credit subsidy for a loan program in any year
measures the lifetime cost of the loans originated in that
year—that is, it measures the credit subsidy cost for only
that cohort of loans. By contrast, administrative costs are
not recorded in the budget for individual cohorts and
not in a way that isolates the cost of each program. The
appropriation provided for administrative costs not only
covers the credit-extension costs for the cohort of loans
to be made in the same year, but also includes servicing,
policy and oversight, and collection costs in that year for
many past cohorts.

Effects of Accrual Accounting for
Administrative Costs

The primary goal of accounting as prescribed by FCRA is
to recognize budgetary costs when commitments (direct
loans and loan guarantees) are made, rather than when

those costs are paid. FCRA grants agencies permanent
indefinite authority to cover credit costs that exceed
expected costs. For example, when a loan guarantee
program needs to make larger-than-expected claim pay-
ments on defaulted loans, permanent indefinite authority
allows the agency to make those payments without any
new funding from the Congress. If credit subsidy costs
are lower than expected for the credit program, those
savings accrue to the Treasury and not to the program.
Loan guarantees are contractual obligations, and this
system ensures that the government will not default on
those obligations. The credit subsidy cost is updated each
year on the basis of data for the cash flows received to
date and revised assessments of future cash flows.

By contrast, under cash budgeting for administrative
costs, the Congress appropriates funds for those costs for
all cohorts, past and present, on an annual basis. Those
annual appropriations give the Congress more control
over administrative costs. However, some administrative
activities—particularly the servicing activities necessary
for the repayment of a direct loan or for recoveries in the
case of default—are unavoidable after a loan has been
originated if the government is going to recover any of
the money it provided.

Covering administrative expenses with permanent indefi-
nite authority would ensure that sufficient resources were
available to carry out those administrative activities but
would reduce the amount of control the Congress has
over those expenses after the origination of a loan as well
as reduce a program’s incentive to operate efficiently. It
might also reduce an agency’s incentive to cut spending
on administrative activities in ways that would result in
larger credit losses.” Fewer resources for administrative
activities could increase credit losses, either because the
agency could not thoroughly screen borrowers at origina-
tion or because it would have to allocate fewer resources
for servicing and collection.

7. Lawmakers have sometimes allowed for greater administrative
funding in other contexts, such as when those funds could
result in lower costs for mandatory programs. For example,
the Budget Control Act of 2011 allowed for an adjustment of
its appropriation caps for program-integrity spending that was
expected to reduce costs in the Social Security and Medicare
programs. (Program-integrity activities are meant to ensure that
taxpayer dollars are spent effectively and efficiently and to prevent
fraud, waste, and abuse.)
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CBO’s Estimates of Administrative
Cost Subsidy Rates for Selected
Credit Programs

For the programs included in this report, CBO estimates
that the administrative cost subsidy rates for direct loan
programs are, on average, higher than those for loan guar-
antee programs.® To allow for direct comparison with the
credit subsidy rate, CBO estimates an administrative cost
subsidy rate that is equal to the present value of adminis-
trative costs divided by the amount of credit obligations.
For the 2019, 2020, and 2021 cohorts, the weighted
average estimate of the total administrative cost subsidy
rate was 2.0 percent for direct loan programs and 0.3 per-
cent for loan guarantee programs (see Table 1). Large
programs (those with relatively larger amounts of credit
obligations) tend to have lower administrative cost sub-
sidy rates, on average, than small programs, suggesting
that there are some economies of scale.” (For estimates of
those subsidy rates for individual programs and cohorts,

see Appendix B.)

Direct Loan Programs

In its direct loan programs, the federal government bears
all costs for credit extension, policy and oversight, loan
servicing, and debt collection. The total administrative
cost subsidy rate for those activities varied by the type of
lending for direct loans issued between 2019 and 2021
(see Table 2 on page 10).

Student Loans. The federal direct student loan program
account had the largest amount of credit obligations

8. 'The programs included in this report are administered by the
Departments of Agriculture, Education, Homeland Security,
Housing and Urban Development, State (including International
Assistance), and Veterans Affairs, and the Small Business
Administration. In many cases, however, the data did not include
all of the credit programs administered by those agencies. Several
other departments or agencies (such as the Departments of
Commerce, Energy, and Transportation, and the Environmental
Protection Agency) also administer credit programs but did not
provide data for this analysis.

9. Economies of scale occur when a higher volume of loans or
loan guarantees leads to a lower cost per loan or guarantee.
For example, economies of scale may exist for each type of
administrative function, particularly when an agency administers
multiple programs that are similar or when a program continues
to extend credit in subsequent years. Servicing and collection
costs tend to vary with the amount of defaulted loans, but policy
and oversight costs are often not directly related to the amount of
credit obligations. The cost to extend credit may not have both
fixed and variable components. Further analysis would be needed
to determine the extent of any economies of scale.

($358 billion) among the departments and agencies that
provide direct loans. The program had a total admin-
istrative cost subsidy rate of 2.1 percent. Nearly all of
the program’s administrative expenses were related to
servicing and collection activities, which accounted for
1.9 percentage points of that subsidy rate.

Housing and Real Estate Loans. CBO estimated the
administrative cost subsidy rate for two housing and real
estate programs that offer direct loans, both of which

are administered by the Department of Agriculture. The
first program is the Rural Housing Service’s Multifamily
Housing Revitalization Seconds program (part of the
Multifamily Housing Revitalization program account),
which offers second mortgages to finance the repair and
rehabilitation of multifamily housing projects. That pro-
gram had the second-largest amount of credit obligations
among all direct loan programs ($76 billion) over the
2019-2021 period, which was significantly more than
all other direct loan programs except for student loans. It
had the lowest total administrative cost subsidy rate (less
than 0.5 percent).

The second housing and real estate program is the
Section 502 Single Family Housing Direct Loan program
(part of the Rural Housing Insurance Fund, or RHIE
program account). That program offers payment assis-
tance to low-income borrowers in rural areas. The RHIF
program account had the highest total administrative
cost subsidy rate (27.8 percent) of all direct loan pro-
grams. It also had the highest administrative cost subsidy
rate (6.7 percent) for servicing and collection activities.

Commercial Loans. Most of the direct loan pro-

grams that CBO analyzed offer commercial loans, yet
the amount of credit obligations for those programs
($39 billion) is less than the amounts for student loans
and for housing and real estate loans. CBO estimated a
total administrative cost subsidy rate of 2.8 percent for
commercial loan programs; subsidies for credit extension
and policy and oversight costs (1.5 percent) were similar
to those for servicing and collection costs (1.3 percent).

Loan Guarantee Programs

In loan guarantee programs, the federal government
bears all costs for conducting credit extension and policy
and oversight activities, but most costs for loan servicing
and debt collection are typically borne by private-sector
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Table 1.

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of Selected Direct Loan
and Loan Guarantee Programs, by Program Account

Administrative Cost Subsidy Rate

(Percent)®
Credit Administrative
Obligations  Cost Subsidy
(Billions of (Billions of Credit Policyand  Servicing and
Department or Agency dollars) dollars)® Extension Oversight Collection Total
Direct Loan Programs
Agriculture
Agricultural Credit Insurance Fund
Program Account 9.2 0.8 3.1 1.6 4.2 8.9
Multifamily Housing Revitalization
Program Account 76.4 * * o * >
Rural Electrification and Telecommunications
Loans Program Account 17.4 0.1 0.2 0.1 0.2 0.6
Rural Housing Insurance Fund
Program Account 3.0 0.8 17.0 4.0 6.7 27.8
Rural Water and Waste Disposal
Program Account 3.9 0.1 1.0 0.1 0.7 1.9
All Program Accounts 109.9 1.8 0.8 0.3 0.6 1.7
Education
Federal Direct Student Loan
Program Account 358.4 7.6 o 0.2 1.9 2.1
Homeland Security
Disaster Assistance Direct Loan
Program Account 0.3 * 0.6 0.2 23 3.1
Small Business Administration
Business Loans Program Account 0.1 * 4.0 24 0.6 7.0
State and International Assistance
Development Credit Authority/Overseas
Private Investment Corporation
Program Account 8.1 0.1 0.5 0.2 0.5 1.1
Repatriation Loans Program Account * * 25.4 0.3 1.8 27.5
All Program Accounts 8.1 0.1 0.5 0.2 0.5 1.1
All Departments
All Program Accounts 476.8 9.6 0.2 0.3 1.5 2.0

Continued

lenders.”” CBO found small differences in the esti-
mates of the administrative cost subsidy rate by lending

category—in total and by administrative function—
for loan guarantees issued between 2019 and 2021.

Housing and Real Estate Loans. CBO found that the
total administrative cost subsidy rate (0.3 percent) for
housing and real estate loan guarantees was the lowest
among all lending categories, including both direct loans

10. The federal government may subsidize some of the administrative
costs for loan guarantees borne by private lenders. For example,
the Department of Education’s Federal Family Education Loan
program, which ended in 2010, provided interest subsidies to
lenders and direct payments to guaranty agencies to compensate

for the administrative costs incurred to extend credit, collect on
defaulted loans, perform default-avoidance activities, and provide
counseling to schools, borrowers, and lenders. See Department of
Education, Student Loans Overview: Fiscal Year 2011 Budger Request
(February 1, 2010), https://tinyurl.com/m5hdfw8k (PDF).

and loan guarantees. Those programs had the largest
amount of obligations ($2.0 trillion) among all programs
in CBO’s analysis and a low administrative cost subsidy
rate for servicing and collection activities (0.2 percent).


https://www2.ed.gov/about/overview/budget/budget11/justifications/t-loansoverview.pdf
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Table 1. Continued

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of Selected Direct Loan
and Loan Guarantee Programs, by Program Account

Administrative Cost Subsidy Rate

(Percent)®
Credit Administrative
Obligations  Cost Subsidy
(Billions of (Billions of Credit Policyand  Servicing and
Department or Agency dollars) dollars)® Extension Oversight Collection Total
Loan Guarantee Programs

Agriculture

Agricultural Credit Insurance Fund

Program Account 10.8 0.3 0.8 0.5 1.1 25

Commodity Credit Corporation Export Loans

Program Account 6.1 * 0.2 o o 0.2

Rural Housing Insurance Fund

Program Account 61.3 0.4 0.2 0.1 0.2 0.6

Rural Water and Waste Disposal

Program Account 0.1 * 0.4 1.0 0.1 1.6

All Program Accounts 78.2 0.6 0.3 0.2 0.3 0.8

Housing and Urban Development

Community Development Loan Guarantees

Program Account 0.2 * 0.9 1.3 6.8 8.9

FHA—Mutual Mortgage Insurance

Program Account 916.8 0.8 * ** 0.1 0.1

All Program Accounts 917.0 0.8 * ** 0.1 0.1

Small Business Administration

Business Loans Program Account¢ 91.1 0.3 0.1 0.2 o 0.3
State and International Assistance

Development Credit Authority/Overseas

Private Investment Corporation

Program Account 45 0.1 1.2 0.2 0.3 1.7
Veterans Affairs

Veterans Housing Benefit Program Fund 972.4 4.4 * 0.1 0.3 0.4
All Departments

All Program Accounts 2,063.2 6.1 *x 0.1 0.2 0.3

Data source: Congressional Budget Office, using data from the Office of Management and Budget. See www.cbo.gov/publication/59507#data.

The programs included in this report are administered by the Departments of Agriculture, Education, Homeland Security, Housing and Urban Development, State
(including International Assistance), and Veterans Affairs, and the Small Business Administration. In many cases, however, the data were incomplete or did not
include all of the credit programs administered by those agencies. Several other departments or agencies (such as the Departments of Commerce, Energy, and
Transportation, and the Environmental Protection Agency) also administer credit programs but did not provide data for this analysis.

A cohort refers to all loans or guarantees originated by a given program in a single fiscal year.
* = between zero and $50 million; ** = between -0.05 percent and 0.05 percent.

a. The subsidy rate for each administrative cost function is equal to the present value of the administrative costs for that function divided by the amount of
credit obligations. (A present value is a single number that expresses the flow of current and future income or payments in terms of an equivalent lump sum
received or paid at a specific time.) In calculating the totals by department or agency, the subsidy rates for individual programs are weighted by the amount
of credit obligations.

b. The administrative cost subsidy is defined as the present value of total administrative costs—for credit extension, policy and oversight, and servicing and
collection—over the lifetime of a direct loan or loan guarantee.

c. The estimates for the Small Business Administration’s business loans program account exclude the Paycheck Protection Program.


https://www.cbo.gov/publication/59507#data
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Table 2.

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of Selected Direct Loan
and Loan Guarantee Programs, by Lending Category

Administrative Cost Subsidy Rate

(Percent)®
Credit Administrative
Obligations  Cost Subsidy
(Billions of (Billions of Credit Policyand  Servicing and
Lending Category dollars) dollars)® Extension Oversight Collection Total
Direct Loans
Student Loans 358.4 7.6 o 0.2 1.9 2.1
Housing and Real Estate Loans 79.5 0.8 0.6 0.2 0.3 1.1
Consumer Loans® * * 25.4 0.3 1.8 27.5
Commercial Loans® 389 1.1 1.0 0.5 1.3 2.8
All Lending Categories 476.8 9.6 0.2 0.3 15 2.0
Loan Guarantees
Housing and Real Estate Loans 1,950.7 55 * 0.1 0.2 0.3
Commercial Loans® 112.6 0.6 0.2 0.2 0.2 0.6
All Lending Categories 2,063.2 6.1 * 0.1 0.2 0.3
Addendum:
Paycheck Protection Program 795.1 0.5 o ** o 0.1

Data source: Congressional Budget Office, using data from the Office of Management and Budget. See www.cbo.gov/publication/59507#data.

A cohort refers to all loans or guarantees originated by a given program in a single fiscal year.

* = between zero and $50 million; ** = between zero and 0.05 percent.

a. The subsidy rate for each administrative cost function is equal to the present value of the administrative costs for that function divided by the amount of
credit obligations. (A present value is a single number that expresses the flow of current and future income or payments in terms of an equivalent lump sum
received or paid at a specific time.) In calculating the totals by lending category, the subsidy rates for individual programs are weighted by the amount of

credit obligations.

b. The administrative cost subsidy is defined as the present value of total administrative costs—for credit extension, policy and oversight, and servicing and

collection—over the lifetime of a direct loan or loan guarantee.

c. The estimates for commercial loan guarantees exclude the Paycheck Protection Program administered by the Small Business Administration.

d. The consumer loan category consists of just one program: repatriation loans offered by the State Department.

One reason for the low subsidy rate for those activities

is that loan guarantee programs incur servicing costs
only after they assume defaulted loans. When a bor-
rower defaults, private lenders attempt to make the loan
current (for example, through collections or loan modifi-
cations) before making a claim on the loan guarantee. In
most cases, once the government makes a claim payment
to the lender, it assumes the defaulted loan and incurs

all future administrative costs for the loan, just as if that
loan was a direct loan. Those future costs may include
seizing and selling any collateral backing the loan.

Commercial Loans. Loan guarantees for commercial
loans, in aggregate, account for just $113 billion of the
$2.1 trillion in loan guarantees issued by the programs

that CBO analyzed. Those programs had the same low
administrative cost subsidy rate for servicing and col-
lection expenses (0.2 percent) as housing and real estate
loans. That result is expected given that most of the pro-
grams have very low default rates; thus, the government
rarely assumes defaulted loans.

CBO did not include the Small Business
Administration’s (SBA’s) Paycheck Protection Program
(PPP) in its estimates for commercial loan guarantees,
because that program has characteristics that are more
similar to a grant program than to a typical loan guar-
antee program. However, CBO did include estimates as
an addendum in the tables that accompany this report.

Credit obligations for the PPP totaled $795 billion in


https://www.cbo.gov/publication/59507#data
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2020 and 2021, and CBO estimated that the administra-
tive cost subsidy rate was just 0.1 percent—split roughly
equally between costs for credit extension and policy and
oversight activities and costs for servicing and collection.

The PPP processed a large number of loans just a few
weeks after the program was created in 2020 to assist
small businesses that were adversely affected by the
coronavirus pandemic. The SBA estimated that more
than 80 percent of the administrative costs for the PPP
were related to credit extension for the 2020 cohort;

that percentage fell to less than 40 percent for the 2021
cohort of loans as the program became more stream-
lined. Conversely, just 10 percent of administrative costs
was related to servicing activities for the 2020 cohort,
but that percentage increased to half of all administrative
costs for the 2021 cohort. Policy and oversight activities
were initially limited and accounted for about 10 percent
of total administrative costs for both cohorts. A signifi-
cant amount of fraud occurred soon after the program
was implemented because the initial application for
forgiveness on PPP loans of $150,000 or less required no
documentation.!! (For further discussion about the PPP,
which ended on May 31, 2021, see Box 2.)

Data and Methods Used to Estimate
Administrative Cost Subsidies

CBO received data for the administrative costs of most
credit programs from the agencies that administer those
programs, facilitated by a request from the Office of
Management and Budget. CBO, in consultation with

11. CBO has not estimated whether current amounts of spending
on administrative costs are sufficient to monitor fraud in credit
programs such as the PPP or whether increased spending
on collection efforts for defaulted loans could result in net
budgetary savings. To receive forgiveness of PPP loans, borrowers
only needed to self-certify that they met the criteria for loan
forgiveness; no supporting documentation was required.

The streamlined application for loan forgiveness was created

as a result of directives in the Economic Aid to Hard-Hit

Small Businesses, Nonprofits, and Venues Act. See Division

N, Title IIT of the Consolidated Appropriations Act, 2021,
Public Law 116-260, 134 Stat. 1993. For more information
about the Paycheck Protection Program, see Pandemic Response
Accountability Committee, Small Business Administration
Paycheck Protection Program Phase III Fraud Controls (January
21, 2022), hteps://tinyurl.com/59nj2heh (PDF); Government
Accountability Office, Paycheck Protection Program: SBA

Adeded Program Safeguards, bur Additional Actions Are Needed
(July 2021), www.gao.gov/assets/gao-21-577.pdf; and Small
Business Administration Inspector General, Inspection of SBA’s
Implementation of the Paycheck Protection Program, Report 21-07
(January 14, 2021), hetps://tinyurl.com/369m25y4 (PDE).

OMB, selected a subset of agencies to represent a broad
range (in terms of size and sector) of direct loan and loan
guarantee credit programs. The data are from the 2019,
2020, and 2021 cohorts and include the following:

the total amount of administrative costs in each credit
program account; an allocation of those costs across four
categories of administrative functions; and general infor-
mation about the credit portfolio, including data regard-
ing the average maturity, the average number of years
from origination to default, and the average number of
years that a collection effort is active on defaulted loans.
CBO estimated missing values using data from its credit
subsidy models and from the appendixes and Federal
Credit Supplements included in the federal budgets pro-
posed for fiscal years 2021 through 2024."

Each program account—which may include several
individual credit programs—receives an annual appro-
priation for its administrative expenses. Agencies are
not required to account for the administrative costs of
individual programs or cohorts but did provide esti-
mates to CBO for use in this report. Those estimates are
inherently imprecise given the lack of detailed account-
ing for administrative functions within and across
individual programs. All agencies provided an estimate
of the allocation of their program accounts’ adminis-
trative costs to individual programs, with the excep-
tion of the Development Credit Authority (an agency
within the Department of State)."” For that agency,
CBO distributed the annual administrative costs for the
program account weighted by the volume of outstanding
loans and new credit obligations across all of its credit
programs.

Agencies also estimated how each program’s adminis-
trative costs were distributed to the four administrative
functions used in this report—-credit extension, servicing,
policy and oversight, and collection. For most programs,
CBO used the data reported by the agencies. In some
cases, however, agencies did not report any expenses for

12. Ofhice of Management and Budget, Budget of the U.S.
Government, Fiscal Years 2021-2024, www.govinfo.gov/app/
collection/budget.

13. The Better Utilization of Investments Leading to Development
Act 0f 2018 (BUILD Act, PL. 115-254), which was signed
into law on October 5, 2018, established a new agency—the
U.S. International Development Finance Corporation—by
consolidating the Development Credit Authority of the U.S.
Agency for International Development and the Overseas Private
Investment Corporation.


https://www.oversight.gov/sites/default/files/oig-reports/PRAC/SBAFraudControlsFinal02Jan21.pdf
https://www.gao.gov/assets/gao-21-577.pdf
https://www.sba.gov/sites/default/files/2021-01/SBA%20OIG%20Report-21-07.pdf
https://www.govinfo.gov/app/collection/budget
https://www.govinfo.gov/app/collection/budget
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Box 2.

The Paycheck Protection Program

The Paycheck Protection Program (PPP) was created in 2020
by the Coronavirus Aid, Relief, and Economic Security Act
(CARES Act, Public Law 116-136). The program provided an
initial $349 billion in loan guarantees for business loans that
were designed to help certain firms cover payroll and other
expenses.! An additional $321 billion in funding for the program
was provided by the Paycheck Protection Program and Health
Care Enhancement Act (P.L. 116-139), followed by $284 billion
in funding from the Consolidated Appropriations Act, 2021

(P.L. 116-260).2

Most loans made by PPP lenders were eligible for loan for-
giveness under the terms described both in the authorizing
legislation and in subsequent reauthorizations of the program.
Businesses qualified for full or partial forgiveness under the
following circumstances: if they maintained the same number
of employees and did not reduce employees’ compensation
within 8 to 24 weeks of the loans’ disbursal; if they spent at
least 60 percent of the loan proceeds on payroll costs; and if
they did not spend any loan proceeds on disallowable business
expenses.

Given the program’s design, the Congressional Budget Office
treated the PPP as a cash grant program that increased
the federal deficit by $628 billion.> However, the Office of

1. See Congressional Budget Office, cost estimate for H.R. 748, the CARES Act,
Public Law 116-136 (April 16, 2020), www.cbo.gov/publication/56334.

2. See Congressional Budget Office, cost estimate for H.R. 266, the Paycheck
Protection Program and Health Care Enhancement Act (April 22, 2020),
www.cho.gov/publication/56338, and cost estimate for H.R. 133, Estimate
for Division N-Additional Coronavirus Response and Relief Consolidated
Appropriations Act, 2021, Public Law 116-260 (January 14, 2021),
www.cho.gov/publication/56961.

3. See Congressional Budget Office, The Effects of Pandemic-Related
Legislation on Output (September 2020), www.cbo.gov/publication/56537.

credit extension or for policy and oversight activities; in
those instances, CBO applied a minimum allocation of
5 percent to each function to account for general pro-
gram expenses. (The minimum allocation applied to only
a few programs.) In most of those cases, CBO incorpo-
rated the remaining costs across the other administrative
functions using the agencies’ initial allocation to those
functions. For student loans, however, CBO estimated
the allocation of administrative costs to each function

Management and Budget (OMB) treated the PPP as a credit
program. Using methods prescribed by the Federal Credit
Reform Act of 1990, OMB reported, in the Administration’s
2024 budget proposal, subsidy costs of $529 billion (a subsidy
rate of 101.5 percent) for loan guarantees made in 2020 and
$290 billion (a subsidy rate of 1071 percent) for guarantees
made in 2021.* Those subsidy rates were high, in part because
of a significant amount of fraud in loan forgiveness applica-
tions—specifically, some recipients received loan forgiveness
even though they did not meet the eligibility requirements and
should have repaid the loans. There are indications of fraud in
an estimated $64 billion to $117 billion in loans disbursed from
the PPP, representing up to 15 percent of the total amount of
loans guaranteed by that program.®

Despite the high credit subsidy rate for the PPP, CBO estimates
that the program has a low administrative cost subsidy rate.
The Small Business Administration (SBA) did not spend a signif-
icant amount of money administering the program and did not
report spending any money on debt collection efforts. Policy
and oversight costs were small because of policy decisions
made by the Congress and the SBA. Loan servicing costs were
also small because lenders, not the SBA, serviced the loans.
As a result, CBO’s estimate of the FCRA subsidy rate in 2024,
adjusted to include administrative costs, is not substantially
different from OMB’s estimate in the 2024 budget of the credit
subsidy rate for the 2020 and 2021 cohorts.

4. See Office of Management and Budget, Budget of the U.S. Government,
Fiscal Year 2024: Federal Credit Supplement (March 2023),
www.govinfo.gov/app/details/BUDGET-2024-FCS/. The subsidy rates for
the PPP exceeded 100 percent because the program included payments of
origination fees from the government to participating lenders.

5. See John M. Griffin, Samuel Kruger, and Prateek Mahajan, “Did FinTech
Lenders Facilitate PPP Fraud?” Journal of Finance (February 2023),
https://doi.org/10.1111/jofi.13209.

using open government databases that reported agencies’
spending by program account.'*

14. CBO used data from USAspending, which is the official open data
source for federal spending information. See www.usaspending.gov.
‘The appendix to the federal budget reports estimates of the federal
administrative cost subsidy for student loans on a basis comparable
to that used for credit subsidies. Those estimates—equal to
1.45 percent for the 2019, 2020, and 2021 cohorts and lower than
CBO’s average estimate of 2.1 percent—are supplemental and
not required by FCRA. See Office of Management and Budget,
Budget of the U.S. Government, Fiscal Years 2021-2023: Appendix,

www.govinfo.gov/app/collection/budget.


http://www.usaspending.gov
https://www.govinfo.gov/app/collection/budget
https://www.cbo.gov/publication/56334
https://www.cbo.gov/publication/56338
https://www.cbo.gov/publication/56961
https://www.cbo.gov/publication/56537
https://www.govinfo.gov/app/details/BUDGET-2024-FCS/
https://doi.org/10.1111/jofi.13209
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CBO estimated annual costs for each administrative
function as follows:

® Credit-extension costs. CBO estimated that all the
costs of extending credit to borrowers were realized
in the first year after the loan was disbursed or
the loan guarantee was made. Although programs
that disburse loans over multiple years may
incur additional credit-extension costs with each
disbursement, CBO assigned all costs to single
disbursements for simplicity and comparability with
other cash flow estimates for credit subsidy costs.

® Policy and oversight costs. To estimate the annual
costs for policy and oversight functions for each
loan, CBO divided the share of annual program
costs allocated to those functions by the number of
loans outstanding. For each year until the average
maturity of the loans, those amounts (increased by an
estimated long-run average inflation rate of 2 percent
each year) were then multiplied by the number of
loans in the cohort to estimate policy and oversight
costs.

® Servicing costs. To estimate the annual costs for
servicing activities for each loan, CBO divided the
share of annual program costs allocated to servicing
by the number of loans outstanding. For each year
until the average maturity of the loans, those amounts
(increased by an estimated long-run average inflation
rate of 2 percent each year) were then multiplied
by the number of loans in the cohort to estimate
servicing costs.

® Collection costs. To estimate the annual cost per loan
for collection activities, CBO divided the share of
annual program costs allocated to collection efforts
by the number of loans in default. Beginning in the
average year of default and continuing for each year
that a collection is active, the annual cost per loan
(increased by an estimated long-run average inflation
rate of 2 percent each year) was multiplied by the
expected number of defaulted loans to estimate the
administrative cost for collection activities.

The administrative cost subsidy for each cohort of loans
is the present value of the sum of the annual costs for
each administrative function: credit extension, policy
and oversight, servicing, and collection. The discount
rates used to compute the present value are the same as
those used to estimate the credit subsidy for each cohort.
That construction allows the administrative cost subsidy
to be compared directly with the credit subsidy.

Administrative Cost Subsidy Rates
for Federal Direct Loan Programs and
for Private-Sector Credit Activities
Private financial institutions provide a useful benchmark
for the administrative costs of federal credit programs
because they engage in similar lending and financial
activities. Private institutions may maximize their profit
from lending activities either by spending less on total
administrative costs or by spending more on certain
administrative activities that directly reduce credit losses.
By contrast, government agencies have permanent indefi-
nite authority to cover higher-than-expected credit losses
and separately receive an appropriation for administra-
tive costs.

For private lenders, CBO estimated the administrative
cost subsidy rate differently than for federal programs.
Specifically, CBO defined the subsidy rate as the non-
interest expense associated with making a set of loans
divided by the dollar amount of those loans. The agency
found that the rate varied across four private lending
categories: student loans, housing and real estate loans,
commercial loans, and consumer loans (see Table 3).
For loans originated between 2019 and 2021, CBO
estimated that the administrative cost subsidy rate

for private lenders was 2.5 percent for student loans,

2.9 percent for housing and real estate loans, 1.7 percent
for commercial loans, and 2.9 percent for consumer
loans.

CBO did not have administrative cost data by admin-
istrative function for private lenders. Because consumer
loans have higher default rates than housing and real
estate loans and commercial loans, they are likely to have
greater administrative costs for servicing and collec-

tion activities.”” Furthermore, in terms of loan policies,
underwriting practices, and loan modification and
restructuring procedures, commercial loans vary more
than housing and real estate loans and are therefore likely
to have greater expenses for credit extension and policy
and oversight activities.'®

Opverall, the federal direct loan programs in CBO’s

analysis had lower administrative cost subsidy rates, on

15. See Board of Governors of the Federal Reserve System, Charge-
Off and Delinquency Rates on Loans and Leases ar Commercial
Banks, www.federalreserve.gov/releases/chargeoft/delallsa.htm.

16. See Office of the Comptroller of the Currency, Comptroller’s
Handbook, Commercial Real Estate Lending, Version 2.0 (March
2022), heeps://tinyurl.com/2u7c8kpb (PDEF).

13


https://www.federalreserve.gov/releases/chargeoff/delallsa.htm
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Table 3.

Administrative Cost Subsidy Rates for Selected Federal Direct Loan Programs Compared
With Private-Sector Lending From 2019 to 2021

Outstanding Loans or Credit Obligations
(Billions of dollars)

Administrative Cost Subsidy Rate
(Percent)®

Federal Direct

Private-Sector

Federal Direct Private-Sector

Lending Category Loan Programs Lending Loan Programs Lending
Student Loans® 358 67 2.1 25
Housing and Real Estate Loans 79 355 1.1 2.9
Commercial Loans 39 145 2.8 1.7
Consumer Loans * _86 27.5 29
All Lending Categories 477 653 2.0 2.6

Data source: Congressional Budget Office, using data from S&P Compustat and the Office of Management and Budget. See www.cbo.gov/

publication/59507#data.
A cohort refers to all loans originated by a given program in a single fiscal year.

* = between zero and $50 million.

a. The administrative cost subsidy rate is defined as the amount of noninterest expenses divided by the dollar amount of outstanding loans for private-sector
lending and as the present value of total administrative costs—for credit extension, policy and oversight, and servicing and collection costs—divided by the
amount of credit obligations for federal credit programs. (A present value is a single number that expresses the flow of current and future income or payments
in terms of an equivalent lump sum received or paid at a specific time.) In calculating the totals by lending category, the subsidy rates for individual programs

are weighted by the amount of credit obligations.

b. The estimates for student loans issued in the private sector are based on data from financial statements issued by Sallie Mae, a private-sector company that
originates and services student loans. The data are available at https://tinyurl.com/5d3m3u4j.

average, than similar private-sector credit programs for
housing and real estate loans but a higher administrative
cost subsidy rate for commercial loans. The results in
each lending category varied because of differences in
volume, as well as differences in the credit risk profiles of
the programs, which generated different default rates and
collection efforts.

Student Loans

The federal government is responsible for nearly all
lending to students. Consequently, it is not easy to
compare private-sector lenders’ administrative cost
subsidy rates with those of the government. Sallie Mae
is a private-sector company that originates and services
student loans. Sallie Mae’s administrative cost subsidy
rate was 2.5 percent, on average, over the 2019-2021
period compared with a subsidy rate of 2.1 percent for
federal direct student loans. The estimate for federal
direct student loans may not be representative of typical
administrative costs, however, because the Department
of Education paused repayments and did not attempt
to collect on delinquent debt during the coronavirus
pandemic.

Private-sector student loans typically have lower default
rates—and thus potentially lower collection costs—than
federal student loans because private lenders have stricter
underwriting requirements. By contrast, federal student
loans are available to all borrowers regardless of their
creditworthiness.'” Although the amount of outstanding
private-sector loans administered by Sallie Mae between
2019 and 2021 totaled $67 billion—much less than

the $358 billion in federal obligations over the same
period—its administrative costs for student loans may
have been larger than those for federal loans because of
underwriting practices. For example, private-sector loans
are often larger than federal student loans (which are
limited in size by statute), and Sallie Mae’s underwrit-
ing efforts are probably more comprehensive, includ-
ing income verification and other criteria to establish
creditworthiness.

Housing and Real Estate Loans
The federal government operates several large mortgage
guarantee programs but just a few direct loan programs

17. For historical default rates on loans issued by Sallie Mae, see
Sallie Mae, “Smart Option Student Loan: Historical Performance
Data“ (March 31, 2023), hteps://tinyurl.com/mvcvat4y (PDF).


https://www.salliemae.com/content/dam/slm/writtencontent/Reports/investors/Reg_AB_Loan_Performance_Data-2023Q1.pdf
https://www.cbo.gov/publication/59507#data
https://www.cbo.gov/publication/59507#data
https://tinyurl.com/5d3m3u4j
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for housing and real estate loans. CBO’s data set
included two programs offered through the Department
of Agriculture’s Rural Housing Service: the Multifamily
Housing Revitalization Seconds program and the Section
502 Single Family Housing Direct Loan program. The
multifamily housing program had the largest amount
of credit obligations for direct loans ($76 billion), and
administrative costs were minimal across all adminis-
trative functions (less than 1 percent). By contrast, the
single-family housing program had the least amount

of credit obligations ($3 billion) but a high adminis-
trative cost subsidy rate for policy and oversight costs
(21 percent), as well as a high subsidy rate for servicing
and collection costs (6.7 percent). Servicing and collec-
tion costs in that program were high because of high
default rates, and credit-extension costs were also high
because borrowers in rural areas are frequently hard to
reach throughout the loan origination and underwriting
process.

Fannie Mae and Freddie Mac provide a private-sector
comparison for the administrative costs of large
single-family mortgage guarantee programs, such as

the Federal Housing Administration’s (FHA’s) Mutual
Mortgage Insurance Program.'® For loans issued from
2019 to 2021, on average, Fannie Mae and Freddie

Mac spent 0.2 percent of outstanding loan balances on
administrative expenses as compared with an administra-
tive cost subsidy rate of 0.1 percent for the FHA. Fannie
Mac’s and Freddie Mac’s expenses may have been higher
because their activities are broader than the FHA’. In
addition to underwriting and seeking recovery in the case
of losses, they also package mortgages into securities and
sell them to investors (with guarantees for timely pay-
ment of principal and interest), and they carry out other
activities such as the financing of multifamily homes.

Commercial Loans

The administrative cost subsidy rate was higher for
federal direct loan programs for commercial lend-

ing (2.8 percent) than for similar private-sector loans
(1.7 percent). Direct loan programs for commercial loans
incur higher administrative costs for credit extension

as well as for policy and oversight activities than other
direct loan programs. There are more federal programs
for commercial lending than for any other lending

18. Fannie Mae and Freddie Mac are government-sponsored
enterprises that were placed into conservatorship in September
2008. Since then, CBO has treated them as government entities
in its budget estimates.

category, but many of those programs are small (in terms
of credit obligations) or operate for just a few years."”

Consumer Loans

CBO’s data set included just one federal direct loan
program that it classified as consumer lending: repatria-
tion loans offered by the State Department. Repatriation
loans are provided to Americans abroad who are unable
to finance their return to the United States. That pro-
gram is very small, with just $11 million in credit obli-
gations between 2019 and 2021. However, it is relatively
expensive to administer. CBO estimated that the admin-
istrative cost subsidy rate was 27.5 percent over that
period, nearly all of which was attributable to the costs of
credit extension. By contrast, because the private sector
has underwriting standards and collateral requirements
for consumer loans—as it does for all types of lending—
its administrative cost subsidy rate for consumer loans
(2.9 percent) was similar to that for housing and real
estate loans.

Method Used to Estimate the
Administrative Cost Subsidy Rate for
Private Lending

CBO estimated the administrative cost subsidy rate

for private financial institutions using data from S&P
Capital IQ. The sample included data from the finan-
cial statements of 20 banks and a total of 26 “business
segments” representing distinct activities within the
organization from 2019 to 2021. Institutions may have
different nomenclatures for their business segments and
may report different types of data for each activity. For
example, some institutions may divide their activities
into “corporate banking,” “consumer banking,” and
“mortgage banking” business segments, and they may
provide balance sheets and income statements for each
category. Others may use different names, such as “retail
banking,” to refer to any or all of those same categories.

CBO identified business segments that aligned with at
least one of three lending categories—housing and real

19. The Administration’s budget for 2024 proposed 83 commercial
loan programs, 41 housing and real estate programs, 5 student
loan programs, and 2 consumer loan programs. Commercial
loan programs accounted for less than 15 percent of total
proposed credit obligations in the budget for 2024. For a list of
federal credit programs by lending category, see Congressional
Budget Office, “Details Supporting CBO’s Fair-Value Estimates
for 2024” (Supplemental Table 3 for Estimates of the Cost of
Federal Credit Programs in 2024, August 2023), www.cbo.gov/
publication/59232#data.
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estate loans, commercial loans, and consumer loans—
and obtained data for noninterest expenses. To account
for multiple lending categories within a single business
segment, CBO proportionally allocated a segment’s
noninterest expenses to each lending category using the
reported amount of loans for the category. The adminis-
trative cost subsidy rate for private lenders was estimated
as the ratio of noninterest expenses to assets for each
business segment.

Noninterest expenses for the selected business segments
in the private sector include administrative expenses
that are similar to those for the government programs
discussed in this report. Noninterest expenses measure
administrative costs for private lenders in a way that is
more comparable to the cash measures used in the bud-
get than the cohort-based subsidy measures used for this
report. However, CBO lacked the data to do a compari-
son using the same measure.

In its analysis, CBO considered the fact that some busi-
ness segments encompass both an institution’s lending

activities (which are reported as assets) and its liabilities.
For example, the noninterest expenses associated with
retail banking might include the costs of managing cus-
tomers’ deposits in checking and savings accounts (which
are reported as liabilities), as well as the costs of making
automobile and personal loans (which are reported as
assets) to those same customers. Because the report
focuses on lending activities, the proportion of noninter-
est expenses attributable to liabilities was removed from
CBO’s analysis.

CBO’s estimates of the administrative cost subsidy rate
for private lenders are highly uncertain primarily because
the financial statement data that the agency used were
not standardized across business segments for each bank,
making it difficult to clearly identify and assign each
business segment to a lending category.” As a result, for
its comparison with federal programs, CBO used data
for private lenders only when it was possible to clearly
identify lending categories.

20. CBO reviewed the lines of business reported in financial
statements and assigned a federal lending category, but that
assignment may be imprecise.



Appendix A: Fair-Value Estimates of
Administrative Cost Subsidies

In its analyses of the costs of federal credit programs,
the Congressional Budget Office measures credit subsi-
dies using the method prescribed by the Federal Credit
Reform Act of 1990 (FCRA). That method determines
the cost of direct loans and loan guarantees on the basis
of expected cash flows—primarily principal and interest
payments, defaults, and recoveries—that are discounted
at Treasury rates with corresponding terms to maturity.

An alternative approach, called the fair-value approach,
accounts for a greater degree of financial risk than is
reflected in the average budgetary effects. Specifically,
the fair-value method includes market risk, which is the
financial risk that remains even with a well-diversified
portfolio and that depends solely on the performance of
the economy. Government stakeholders are exposed to
that risk when the government provides credit assistance
or invests in a financial asset, such as an ownership stake
in a private business. The fair-value approach provides
information to policymakers about the cost of such risk,
whereas the FCRA approach does not.

For this report, CBO estimated the combined cost of
credit subsidies and administrative activities using FCRA
procedures, thus including administrative costs but not
the cost of market risk. Using fair-value measures for
those combined cost estimates would incorporate both
market risk and the costs associated with administering
loan and loan guarantee programs. Such an approach
would thus represent a more comprehensive cost measure
for credit programs, in CBO’s estimation.

As an example, the Administration’s estimate of the
FCRA credit subsidy rate for student loans originated
in 2019 is 45.3 percent, and the administrative cost
subsidy rate associated with those loans is 2.2 percent,
resulting in a total subsidy rate of 47.5 percent on a

FCRA basis.! CBO estimated that same credit subsidy to
be 62.1 percent on a fair-value basis. Incorporating the
fair-value estimate of the administrative cost subsidy rate
would yield a combined fair-value subsidy rate estimate

of 64.4 percent (see Table A-1).

Ideally, CBO would have presented fair-value estimates
of administrative costs in this report along with credit
subsidies estimated on that basis. But estimating admin-
istrative costs on a fair-value basis would require data
that were not available when this analysis was undertaken
and therefore is beyond the scope of this report.

A fair-value estimate of the administrative costs associ-
ated with a cohort would differ from a FCRA estimate
because administrative costs are uncertain. (A cohort
refers to all the loans originated by a program in one
fiscal year.) The cash flows discounted to yield the credit
subsidy are also uncertain. Such costs might be higher
than under the FCRA method because a fair-value
approach places more weight on costs during an eco-
nomic downturn when the cost of servicing delinquent
loans might increase. However, fair-value estimates
might be lower during an economic downturn because
more loans are written off and thus servicing and collec-
tion costs could decrease.

1. During the coronavirus pandemic, the Administration paused
student loan repayments and did not attempt to collect
on delinquent debt. Because no loans were in collection,
no adjustment was needed for a fair-value estimate of the
administrative cost subsidy rate. The 2019 cohort is discussed in
this report because it is more representative of the fair-value effect
on estimates of the administrative cost subsidy in normal times.



48  ADMINISTRATIVE COSTS OF FEDERAL CREDIT PROGRAMS DECEMBER 2023

Table A-1.

FCRA and Fair-Value Estimates of the
Credit and Administrative Cost Subsidy
Rates for the 2019 Cohort of Student Loans

Percent
FCRA Fair Value
Credit Subsidy Rate® 45.3 62.1
Administrative Cost Subsidy Rate® ﬁ ﬁ
Total 47.5 64.4

Data source: Congressional Budget Office, using data from the Office of
Management and Budget. See www.cho.gov/publication/59507#data.

A cohort refers to all loans originated by a given program in a single fiscal
year.

FCRA = Federal Credit Reform Act of 1990.

a. The FCRA credit subsidy rate is the rate shown for 2019 loans in the
Administration’s 2024 budget documents. The fair-value subsidy rate is
CBO’s estimate using the Administration’s FCRA credit subsidy rate and
the agency’s estimate of the fair-value adjustment.

b. The administrative cost subsidy rate is equal to the present value of
total administrative costs over the lifetime of the loans, divided by the
amount of credit obligations. (A present value is a single number that
expresses the flow of current and future income or payments in terms of
an equivalent lump sum received or paid at a specific time.)
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Appendix B: Estimates of the Administrative
Cost Subsidy for Individual Programs

and Cohorts

Using data collected from federal agencies by the Office
of Management and Budget (OMB), the Congressional
Budget Office has developed a method for calculating

the present value of the lifetime administrative costs of
credit programs—referred to as the administrative cost
subsidy.! This appendix presents estimates of the adminis-
trative cost subsidy rate for both individual programs and
cohorts of loans. (A cohort refers to all the loans origi-
nated by a program in one fiscal year.) By contrast, the
main text provides weighted-average estimates across the
2019, 2020, and 2021 cohorts for direct loans and loan
guarantees by program account, which may consist of
several individual programs. Significant variability exists
across programs and within program accounts, as well

as across cohort years for individual programs. (For the
effects of such variability on direct loans, see Table B-1.
For the effects on loan guarantees, see Table B-2. Those
tables also present estimates of the subsidy rates calculated
using procedures prescribed by the Federal Credit Reform
Act of 1990. Those estimates include both the credit
subsidy and the administrative cost subsidy.)

Variation in Estimates of Administrative Cost
Subsidy Rates From Year to Year

Estimates for an individual program may vary across
years for a several reasons, including changes in eco-
nomic conditions or the scope of the program. For
example, the Department of Education reported no
outstanding defaulted loans during the coronavirus pan-
demic because the Administration paused student loan
repayments. As a result, there were minimal administra-
tive expenses attributable to collection activities for those
student loans.

Variation in Estimates of Administrative Cost
Subsidy Rates Across Programs

The administrative cost subsidy rate for programs with
a larger amount of credit obligations tends to be lower

1. A present value is a single number that expresses the flow of
current and future income or payments in terms of an equivalent
lump sum received or paid at a specific time.

than the subsidy rate for programs with smaller obli-
gations, suggesting that administrative functions in
large credit programs may operate more efficiently than
those in smaller programs. The federal government’s
role in the operations of credit programs also partially
explains differences across programs. For example,
private lenders and firms originate, service, and manage
defaults on loans guaranteed by the Federal Housing
Administration’s single-family mortgage program. By
contrast, the Department of Homeland Security’s disas-
ter assistance loan program requires specialized natural
disaster assessors to be involved in making credit deci-
sions, as well as additional resources to make and service
loans to itinerant borrowers. Those costs are borne by the
federal government.

Variation in Estimates of Administrative Cost
Subsidy Rates Across Cohorts

The variation in estimates across cohorts for each
program is also affected by differences in the costs for
each administrative function, as estimated by individ-
ual agencies at the request of CBO and OMB. Those
agencies may have estimated that a larger portion of
total administrative costs was spent on credit-extension
functions in years in which a larger number of loans
were issued or that a larger portion of total costs was
spent on collection activities in years in which economic
conditions declined and defaults increased. For example,
the costs of originating a loan are generally less than the
costs of other administrative functions because origina-
tion costs generally occur in the year the loan is issued
rather than over the lifetime of the loan. Therefore, a
larger portion of total administrative costs spent on
credit-extension functions—and a smaller portion spent
on other administrative functions—will generally result
in a smaller administrative cost subsidy. Finally, because
servicing costs tend to be expensive and occur through-
out the loan’s lifetime, a larger portion of total admin-
istrative costs spent on loan servicing functions for one
cohort versus another will generally increase that cohort’s
administrative cost subsidy.
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Table B-1.
Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of
Selected Direct Loan Programs
Subsidy Rate
(Percent)®
Administrative Cost Function
FCRA,
Credit Administrative Adjusted
Obligations Cost Subsidy to Include
(Billions of  (Billions of Credit  Policy and Servicing and Administrative
Department and Program Account dollars) dollars)® FCRA®  Extension Oversight Collection  Total Costs
Agriculture
Agricultural Credit Insurance Fund
Program Account
Emergency Disaster * * 0.1 4.1 0.9 4.0 8.9 9.0
Farm Operating 34 0.3 2.2 5.7 1.2 3.0 9.9 121
Farm Ownership 5.7 0.5 -8.2 1.5 1.8 5.0 8.3 0.1
Multifamily Housing Revitalization
Program Account
Multifamily Housing Revitalization
Seconds 76.4 * 50.2 * o o o 50.2
Rural Electrification and
Telecommunications Loans
Program Account
FFB Electric Loans 14.8 0.1 53 0.2 0.1 0.2 0.4 5.8
FFB Guaranteed Underwriting 2.3 * 25 0.1 0.2 0.6 0.9 33
FFB Telecommunications Loans * * 1.7 2.7 0.2 0.5 3.3 1.6
Treasury Telecommunications Loans 0.3 * 6.1 4.0 0.5 1.5 6.0 121
Rural Housing Insurance Fund
Program Account
Section 502 Single Family Housing 3.0 0.8 -4.7 17.0 4.0 6.7 27.8 231
Rural Water and Waste Disposal
Program Account
Water and Waste Disposal Loans 3.9 0.1 9.6 1.0 0.1 0.7 1.9 11.5
Education
Federal Direct Student Loan
Program Account
Federal Direct Student Loans 358.4 7.6 46.1 * 0.2 1.9 2.1 48.2
Homeland Security
Disaster Assistance Direct Loan
Program Account
Community Disaster Loan Program 0.2 * 971 0.5 0.2 2.2 28 100.0
Special Community Disaster Loans * 100.0 2.0 0.3 4.4 6.6 106.6
Small Business Administration
Business Loans Program Account
7(m) Direct Microloans 0.1 * 17.2 4.0 24 0.6 7.0 243

Continued
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Table B-1. Continued

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of
Selected Direct Loan Programs

Subsidy Rate
(Percent)®

Administrative Cost Function

FCRA,
Credit Administrative Adjusted
Obligations Cost Subsidy to Include
(Billions of  (Billions of Credit  Policy and Servicing and Administrative
Department and Program Account dollars) dollars)® FCRA®  Extension Oversight Collection Total Costs
State and International Assistance
Development Credit Authority/Overseas
Private Investment Corporation
Program Account
Direct Loan Investment Funds 0.5 * 1.4 0.3 0.1 0.3 0.8 2.3
Direct Loans 7.6 0.1 -6.4 0.5 0.2 0.5 1.1 -5.2
Repatriation Loans Program Account
Repatriation Loans * * 26.0 25.4 0.3 1.8 27.5 53.5
All Departments and Program Accounts 476.8 9.6 42.8 0.2 0.3 1.5 2.0 44.8

Data source: Congressional Budget Office, using data from the Office of Management and Budget. See www.cbo.gov/publication/59507#data.

The programs included in this report are administered by the Departments of Agriculture, Education, Homeland Security, Housing and Urban Development, State
(including International Assistance), and Veterans Affairs, and the Small Business Administration. In many cases, however, the data were incomplete or did not
include all of the credit programs administered by those agencies. Several other departments or agencies (such as the Departments of Commerce, Energy, and
Transportation, and the Environmental Protection Agency) also administer credit programs but did not provide data for this analysis.

A cohort refers to all loans originated by a given program in a single fiscal year.
FCRA = Federal Credit Reform Act of 1990; FFB = Federal Financing Bank; * = between zero and $50 million; ** = between zero and 0.05 percent.

a. The lifetime cost of a loan or loan guarantee is generally described as a subsidy and is estimated by using procedures required by FCRA, where the subsidy
rate is equal to that amount divided by the amount of credit obligations. The subsidy rate for each administrative cost function is equal to the present value
of the administrative costs for that function divided by the amount of credit obligations. (A present value is a single number that expresses the flow of current
and future income or payments in terms of an equivalent lump sum received or paid at a specific time.) In calculating the totals by department and program
account, the subsidy rates for individual programs are weighted by the amount of credit obligations.

b. The administrative cost subsidy is defined as the present value of total administrative costs—for credit extension, policy and oversight, and servicing and
collection—over the lifetime of a direct loan or loan guarantee.

c. The FCRA credit subsidy rate is the weighted average of the subsidy rates shown for the 2019-2021 cohorts of loans in the Administration’s 2024 budget
documents.
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Table B-2.

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of
Selected Loan Guarantee Programs

Subsidy Rate
(Percent)®

Administrative Cost Function

FCRA,
Credit Administrative Adjusted
Obligations Cost Subsidy to Include
(Billions of  (Billions of Credit Policy and Servicing and Administrative
Department and Program Account dollars) dollars)® FCRA®  Extension Oversight Collection Total Costs
Agriculture
Agricultural Credit Insurance Fund
Program Account
Farm Operating—Unsubsidized 3.0 0.1 -0.3 1.2 0.3 0.4 2.0 1.7
Farm Ownership—Unsubsidized 7.8 0.2 -0.5 0.7 0.6 1.4 2.7 2.1

Commodity Credit Corporation Export
Loans Program Account

GSM 102 6.1 * * 0.2 * * 0.2 0.2

Rural Housing Insurance Fund
Program Account

Guaranteed 502 Single Family
Housing 60.7 0.3 -2.9 0.2 0.1 0.2 0.5 -2.3

Guaranteed 538 Multifamily Housing 0.6 * -4.0 1.4 1.8 2.2 5.4 1.4

Rural Water and Waste Disposal
Program Account

Water and Waste Disposal
Loan Guarantees 0.1 * -0.1 0.4 1.0 0.1 1.6 1.5
Housing and Urban Development

Community Development Loan
Guarantees Program Account

Section 108 Community
Development Loan Guarantee (Fee) 0.2 * -1.2 0.9 1.3 6.8 8.9 7.7

FHA-Mutual Mortgage Insurance
Program Account

MMI Fund 868.2 0.7 -4.3 o o 0.1 0.1 -4.3
MMI HECM 48.6 * -4.4 o o o o -4.3
Small Business Administration

Business Loans Program Account
504 Commercial Real Estate (CRE)

Refinance Program 0.6 * 1.2 0.2 0.3 0.1 0.6 1.8
7(a) General Business

Loan Guarantees 471 0.1 34 0.1 0.2 o 0.3 3.7
Paycheck Protection Program (PPP) 795.1 0.5 103.4 o o o 0.1 103.5
SBIC Debentures 1.7 * -2.7 0.1 0.1 0.1 0.3 -2.3
Secondary Market Guarantee 24.0 * -0.1 0.1 o o 0.1 o
Section 504 Certified Development

Companies Debentures 11.7 0.1 1.8 0.2 0.4 0.2 0.7 2.6

Continued
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Table B-2. Continued

Administrative Cost Subsidy Rates for the 2019-2021 Cohorts of
Selected Loan Guarantee Programs

Subsidy Rate
(Percent)®

Administrative Cost Function

FCRA,
Credit Administrative Adjusted
Obligations Cost Subsidy to Include
(Billions of  (Billions of Credit Policy and Servicing and Administrative
Department and Program Account dollars) dollars)® FCRA®  Extension Oversight Collection Total Costs
State and International Assistance
Development Credit Authority/Overseas
Private Investment Corporation
Program Account
Guaranteed Loan Investment Funds 0.5 * -4.8 0.4 > > 0.4 -4.4
Loan Guarantees 4.0 0.1 -6.7 1.3 0.2 0.3 1.8 -4.8
Veterans Affairs
Veterans Housing Benefit
Program Fund
Housing Guaranteed Loans 972.4 4.4 -0.1 o 0.1 0.3 0.4 0.3
All Departments and
Program Accounts 2,858.4 6.6 27.3 * 0.1 0.2 0.2 27.5

Data source: Congressional Budget Office, using data from the Office of Management and Budget. See www.cbo.gov/publication/59507#data.

The programs included in this report are administered by the Departments of Agriculture, Education, Homeland Security, Housing and Urban Development, State
(including International Assistance), and Veterans Affairs, and the Small Business Administration. In many cases, however, the data were incomplete or did not
include all of the credit programs administered by those agencies. Several other departments or agencies (such as the Departments of Commerce, Energy, and
Transportation, and the Environmental Protection Agency) also administer credit programs but did not provide data for this analysis.

A cohort refers to all loan guarantees originated by a given program in a single fiscal year.

FCRA = Federal Credit Reform Act of 1990; FHA = Federal Housing Administration; HECM = Home Equity Conversion Mortgage; MMI = Mutual Mortgage
Insurance; SBIC = Small Business Investment Company; * = between zero and $50 million; ** = between -0.05 percent and 0.05 percent.

a. The lifetime cost of a loan or loan guarantee is generally described as a subsidy and is estimated with procedures required by FCRA, where the subsidy rate
is equal to that amount divided by the amount of credit obligations. The subsidy rate for each administrative cost function is equal to the present value of
the administrative costs for that function divided by the amount of credit obligations. (A present value is a single number that expresses the flow of current
and future income or payments in terms of an equivalent lump sum received or paid at a specific time.) In calculating the totals by department and program
account, the subsidy rates for individual programs are weighted by the amount of credit obligations.

b. The administrative cost subsidy is defined as the present value of total administrative costs—for credit extension, policy and oversight, and servicing and
collection—over the lifetime of a direct loan or loan guarantee.

¢. The FCRA credit subsidy rate is the weighted average of the subsidy rates shown for the 2019-2021 cohorts of loans in the Administration’s 2024 budget
documents.
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