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M. Chairman, | ampleased to have the opportunity to
appear before this Task Force to discuss the Congres-
sional Budget (fice estimates of the cost of resolving
I nsol vent savings and |l oan institutions. | will begin by
reviewi ng cBo's cost estinates, published in January in
our annual report to the Budget committees. | will then
comrent on events since January that nmay affect these
estimates, and concl ude by conparing our estinates wth

those recently nmade by the Admnistrati on.

PROIECTED QO6TS CF RESA M NG THE SAVI NGS AND L OAN ORI SES

CBO bel i eves that for purposes of summari zing the costs
of the savings and | oan debacl e, the single nost useful
figure is the present value of future costs. Pr esent
val ue, which economsts and financial analysts w dely
use, reflects that paynents and receipts w |l take pl ace
over many years or even decades, and expresses the val ue

of those future flows in today's doll ars.

In January, CBO estinmated that the present-val ue
cost of resolving the savings and loan crisis woul d be
$215 billion. This included costs of $60 billion that
woul d be charged to the FsSLIC Resol ution Trust Fund for
those institutions that the regul ators had cl osed before
the establishment of the Resolution Trust Corporation

(RTC). Qur estimate of the present value of RTC's



cl eanup costs, expressed in terns of 1990 dollars, was
$155 billion. This estinmate was derived fromcash flow
proj ections through 2004 and assuned a casel oad of 1, 600

institutions.

The budget, however, is in terns of current year
dollars and is neasured on a cash basis. ¢BO's January
budget projections through fiscal year 1996 are sum
marized in Table 1. The insurance |osses estinmated for
the RTC total $155 billion over the 1989-1996 peri od.
Interest and admni strati ve expenses for the sane period
amounted to another $65 billion. This anount nust al so
be paid by loss funds. In addition, working capital
di sbursenents were projected at $382 billion. Recei pts,
derived fromthe disposal of assets acquired through the
resol ution process, were estinmated to total $365 billion.
Addi tional sales of assets were assuned to be nade after

1996 to bal ance out the working capital disbursements.

| would like to nmake two inportant points about
these estimates. First, they are very uncertain. No one
can predict how many thrifts the regulators wll decide
to close, or howfast RTCw Il resolve failed or failing
Institutions. Because a high degree of uncertainty sur-

rounds the future path of interest rates and real estate



TABLE 1. OUTLAYS FOR DEPOSIT INSURANCE IN THE CBO
BASELINE (By fiscd year, in billions of dollars)

Actual Estimate
1989 1990 1991 1992 1993 1994 1995 19%

Resolution Trugt Corporation

Insurance Losses 1 34 47 32 21 17 4 0
Working Capital
Disbursements 9 33 67 102 87 76 9 0
Receipts 0 -3 26 b3 -5 82 -714 52
Payments from Federa
Homel oan Banks -1 0 0 0 0 o] 0 0
Recei ptsfrom Resol ution Funding
Corporation (REFCORP) 0 -18 -12 0 0 0 0 0
Interest and Adminis-
trative Expenses a 1 5 9 14 15 14 9
Total Budget Outlays 9 47 80 90 47 26 48 43
Tota Including REFCORP 9 65 92 0 47 26 -48  -43

Other Deposit |nsurance Agencies
Federal Savings and Loan

Insurance Corporation (FSLIC) 10 b b b b b b b

FSLIC Resolution Fund a 5 n . 4 3 3 2 2

Savings Associaion Insurance '

Fund (SAIF) a a 0 -1 a a 3 4

Bank Insurance Fund 3 6 13 4 -2 -3 -4 -6

Othere a a a a a a a a
Total

Total Budget Outlays for

Deposit Insurance 22 58 103 93 48 25 47 42

Totd Including REFCORP

and FICO 26 76 115 93 48 25 47 42

SOURCE:  Congressional Budget Office, The EconomicandBudget Outlook: Fiscal Yean 1992-1996 (January 1991).

NOTE: Budget outlays reflect the treatment of the Resolution Funding Corporation (REFCORP) and Financing
Corporation (FICO), shell corporations created solely to borrow funds for savings and loan resolutions, as
government-gponsored enterprises. This treatment permitstheir borrowing to reduce the deficit. CBO has
long viewed thistreatment as inappropriate. The estimates assume the provision of additional resources to
theRTC beyond these available under current law.

a.  Lessthan $500 million.
b.  Defunct.
c.  Primarily National Credit Union Share Administration.




values, it is difficult to project the cost of disposing
of failed thrift assets. As a result, we will not know
the actual cost of resolvi ng failed savings and | oan
institutions until the last asset has been disposed,
whi ch probably will be well beyond the year 2000. The
actual cost could easily vary fromour January estinate

by $30 billion in either direction.

Second, CBO's January estimnmates assuned that the RTC
woul d recei ve adequate funds on a tinely basis. Funding
del ays, such as those that occurred in fiscal year 1991,
could increase the final costs of the thrift crisis, and
could lengthen the anount of time needed to conplete the

resol uti on process.

EVENTS SI NCE JANUARY

The last point is particularly inportant for ¢cBo's budget
estinates for fiscal year 1991. |n January, we estinated
that net outlays by the RTC for the current fiscal year
would total $80 billion. A this point, RTC net outlays
this year wll clearly be considerably 1lower, on the
order of $45 billion to $55 billion, or about the sane
|l evel as for fiscal year 1990. Al though the RTC was
given an additional $30 billion in loss noney in Mrch,

the pace of resolving institutions is significantly'



slower than that assunmed for our January budget esti-

mat es.

As loss funds dried up, the pace of RTC's resol u-
tions slowed dramatically. In the period from January
t hr ough March, RTC cl osed onl.y 22 institutions. Another
56 were closed in April through June. For July through
Septenber, 127 institutions mnmay be closed. These
quarterly casel oads are considerably | ower than the peak
quarter of April through June 1990 when RTC cl osed 155

institutions.

CBOis inthe process of updating its January budget
projections; these will be nade publ icinmn d- August. At
this time, CBO's estinates of the eventual cost and
nunber of thrift resolutions wll probably not change
significantly. To date, the estinmated costs of resol u-
tion by the RTC have been close to our projected costs.
The shortfall in budget outlays for the RTCin 1991 w ||
not affect our 1992 and 1993 estimates nuch, if at all,
since they assuned that the RITC would be operating at
full capacity. Rather, we w |l probably increase our

outlay projections for 1994 and beyond.



OGOWAR SON WTH ADM N STRATI ON ESTI MATES

The Adm nistration has estinated that the cost of the
savings and loan cleanup would be in the range of $90
billion to $130 billion in 1989 dollars. This range is
lower than CBO's present value cost estinate of $155
billion in 1990 doll ars. In recent testimony, the
Admni stration projected that as nuch as $160 billion in
| oss funds, measured in nom nal or budget dollars, would

be needed for the RTC to conplete its work.

To date, the CGongress has provided $80 billion in
loss funds, $50 billion by the Financial Institutions
Reform Recovery, and Enforcement Act of 1989 (Fl RREA)
and $30 billion by the RTC Funding Act of 1991. The
Adm ni stration has requested that the Gongress provi de up
to an additional $80 billion to the RIC to finish the
job, of which $50 billion to $55 billion woul d be needed
in fiscal year 1992.

The Admnistration apparently expects that the RIC
may have to resolve about 900 thrifts and that the job
can be conpleted by the end of fiscal year 1993. Under
current law, RTC's authority to resolve institutions ends

on August 9, 1992, except for those thrifts already



placed in conservatorship. The Admnistration has

requested a one-year extension of this authority.

Wi | e (BO does not have enough infornation about the
Administration's latest estimates to nake a precise
conpari son, our January estimates suggest that the final
resolution costs will be higher, that nore institutions
will be closed, and that the cleanup job will take nore
tine. Specifically, we estimate that the Gongress may
have to provide $100 billion to $140 billion in |oss
funds in addition to the $380 billion provided to date.
This range reflects the uncertainty in projecting the
costs of the cleanup effort that | mentioned earlier in

ny statenent.

(BO also believes that as nany as 1,600 thrift
institutions wll nost likely have to be resol ved, or
bet ween 500 and 700 nore than the nunber the Adm nistra-
tion currently projects. Finally, our January estinates
assuned that the RIC would remain active through late
1995, three years beyond the period contenplated in
FIRREA. Nothing has happened since January that woul d

|ead us to revise our estinates.



