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This report presents the results of the subject audit. Your Septenber 17, 1999,
witten coments on the draft report are included as exhibit E w th excerpts and
the O fice of Inspector General’s position incorporated into the relevant
sections of the report. W appreciate your views regardi ng reasons for the high
drop off rate of limted resource farnmers in the crop insurance program Wile
your views as to the reasons why this occurred are sonewhat different than ours,
what is inmportant is the recognition of the significant drop off rate, and novi ng
forward with a plan of action to correct the problem W also recognize that
there are a nunber of factors that were instrunental in causing the significant
drop off rate including the factors you cite in your response.

Regardi ng corrective action, you express disagreenent with our Reconmendati on
No. 1 which asked you to require reinsured conpani es to provi de speci al servicing
to linmted resource producers who were flagged during the transfer of CAT
pol i ci es. W are not sure for the reason for the disagreenent since it is
essentially what the Secretary required of the rei nsured conpani es when he agreed
that they would handle this portion of the crop i nsurance busi ness and what the
rei nsured conpanies agreed to. O her parts of your response indicate sone
actions you plan to resolve the problem but overall your response does not put
forth a plan that will effectively deal with these i ssues. Therefore, we cannot
reach managenent decisions on Recomendations Nos. 1, 2a, 2b, and 2c. For
Recommendati on No. 3a, your response seens to indicate that you have dealt with
the problem so we are not clear as to your reason for your non-concurrence. W
need clarification on this issue. For Reconmmendati on No. 3b, your response wll
be sufficient when you provide us with your plan and ti metabl e for inplenentation
of your action.

We recogni ze that you are working with Congress on a variety of ways to deal with
sonme of the issues inpacting limted resource farners as noted in this report.
We want to work with you to devel op effective and achi evabl e corrective actions
for the i ssues described in this report, and request that you provide us with the
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results of your studies you refer to, and your nore specific corrective action
plans and tineframes to address each of the recommendations in this report.

I n accordance with Departnmental Regul ation 1720-1, please furnish areply within
60 days showi ng the corrective action taken or planned and the tinefranes for
conpl etion of the recomendations. Please note that the regulation requires a
managenent deci sion to be reached on all findings and recomendati ons within a
maxi mum of 6 nonths fromreport issuance.

We appreciate the courtesies and cooperation extended to us during the audit.

JAVES R EBBITT
Assi stant | nspector Cenera
for Audit



EXECUTIVE SUMMARY

RISK MANAGEMENT AGENCY
SERVICING OF CAT POLICIES
AUDIT NO. 05099-6-KC

The audit was performed to assess the

adequacy  of servicing provided to
PURPOSE pol i cyhol ders who had Catastrophic Risk

Protection (CAT) policies transferred in
1998 from Farm Service Agency (FSA)
county offices (CO to private reinsured conpanies. W initiated
this reviewto eval uate the servicing of the CAT policies and foll ow
up on conditions noted during a previous review.

CAT provi des the nost affordabl e kind of catastrophic crop coverage
for producers. Producers with adequate resources can insure their
crops for only $50 a crop, while producers with linmted resources
can receive the sane protection for free.

Our review of the final transfer of CAT

RESULTS IN BRIEF policies showed that the program as

currently delivered, is allowing limted
resource producers that had coverage in
the past to slip away from the program
and farm without crop protection. The participation of limted
resource farmers declined about 78 percent in just 1 year, between
1997 and 1998, or the same period when reinsured conpani es assuned
sol e delivery of the CAT Program Interviews with limted resource
producers who dropped fromthe programreveal ed that over half of
t hose who were still eligible for coverage had received i nadequat e
servicing by the reinsured conpanies. We observed that the
producers who remained in the programtended to be producers wth
| arger acreages who could contribute nore per policy to the
rei nsured conpani es’ underwiting gains. From 1995 to 1998, the
average farm size in the CAT program increased from 98 acres per
policy to 155 acres per policy.

General |y, we question whether the CAT Programis a viable nmeans of
protection to farmers having catastrophic crop |osses. Wthin our
8-State universe of 84,028 CAT Program policies, we estimte that
only about 42,000 of the transferred policies were retai ned by the
private reinsured conpanies.? Seventy-five of the producers
surveyed said they cancelled their policies because they felt the
servicing or coverage was inadequate. The shrinking enroll nent,

e are 95 percent confident that this estinate is within 12 percent of the true val ue.
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however, appeared to have little effect on programdelivery costs.
From 1995 to 1998, reinsured conpani es received about $506 mllion
for the delivery of CAT insurance while the producers they serviced
only received about $250 million in CAT Program i ndemities. In
ot her words, even with the dimnished enrollnment, it cost over $2 to
del i ver the CAT Programfor every $1 paid out to producers for crop
| osses.

We al so found that RVA did not take an active role in nonitoring the
transfer and servicing of CAT Program policies. This concerns us
because during the initial transfer of 1997 CAT policies, we had
reported conditions simlar to those we found again during this
audi t. RVA program officials had responded in 1998 that they
pl anned a maj or eval uati on of policyhol der servicing during 1998 to
hel p identify any servicing problens which needed to be addressed.
However, our current audit showed that RMA did not conduct this
eval uation and has not corrected the deficiencies we reported for
t he CAT Program

On June 26, 1998, we also reported in a Mnagenent Alert that
reinsured conpanies were not providing any special servicing to
l[imted resource producers and that RVA had not provided any
gui dance to the conpanies on how to service the limted resource
producers who were flagged during the transfer process. Again, RVA
did not take any action to address the servicing of the limted
resource producers.

W t hout i nprovenents in the CAT Program producer participation wll
likely continue to decline, and the effectiveness of the program as
protection against catastrophic |osses for producers, especially
smal | and socially di sadvantaged farmers, will dimnish further

We reconmend that RVA concentrate its

KEY RECOMMENDATIONS efforts on inproving the CAT Program

policies, identifying ways of increasing
producer participation, and evaluating
rei nsured conpany conpensation in terms
of programcosts and effectiveness. Al so, RVA needs to deternine if
an alternative CAT Programdelivery systemneeds to be established,
at least in areas without private agents and for producers who may
not be serviced because of their small farm ng operations. As
i nteri mnmeasures, RVA should require reinsured conpani es to provide
special servicing to limted resource producers to ensure they are
aware of the program benefits. |In addition, we recomend that RVA
follow up on policies cited in our review and, in the future, use
audi t recommendati ons and ot her nanagenent tools as a neans to help
ensure that assigned tasks, such as the transfer of the CAT
policies, are acconplished effectively and in accordance wth
Secretarial directives.
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In its witten comments on the draft

AGENCY POSITION report (see exhibit E) RVA stated while

i nst ances of substandard service may have
occurred, it believes that the quality of
servicing of CAT policies by reinsured
conpani es was not the primary reason why limted resource farners
nmoved away from CAT coverage but rather it was because of
pol i cyhol ders dissatisfaction with the product. RMA did generally
agreed with our findings and recommendations or had taken sone
action to deal with the issues that were raised. However, RMA did
not provide sufficient information for managenment decisions on the
reconmendat i ons.
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INTRODUCTION

The Federal Crop Insurance Act, as

amended by the Federal Crop Insurance
BACKGROUND Ref orm Act of 1994 (the Act), required

the Federal Crop Insurance Corporation
(FQIC) to inplement a Catastrophic Risk
Protection (CAT) Program for producers. The CAT Program provides
the | owest |evel of coverage avail able to producers under the Act.
The Federal Agriculture Inmprovement and Reform Act (FAIR) of 1996
created an independent office called the R sk Mnagenent Agency
(RMA) with responsibility for the supervision of FCIC, and the
admi ni stration and oversight of prograns authorized under the Act.

For crop years 1995 through 1998, CAT provided coverage for a 50
percent loss in yield at 60 percent of the expected narket price.
For 1999 and subsequent years, producers will be offered coverage
for a 50 percent loss in yield at 55 percent of the expected market
price. Producers are charged $50 per crop in administrative fees
for this protection. Producers with nultiple crops pay no nore than
$200 per county and those farming in nmultiple counties never pay
nore than $600 for all crops. CAT coverage was initially offered
t hr ough bot h rei nsured conpani es and | ocal Farm Servi ce Agency (FSA)
of fices. Both delivery systens were authorized to waive the
adnm nistrative fees for eligible Iimted resource producers.

The FAIR Act al so provided for a change to a single delivery system
It authorized the Secretary to transfer CAT coverage from the FSA
offices to private insurance conpanies, in a State or portion of a
State, where there were sufficient nunbers of these conpanies
avai l able to service the producers. For the 1997 crop year, the
Secretary, in consultation with reinsured conpanies, approved 14
States for transfer to private insurance conpanies, including
Arizona, Colorado, IIllinois, Indiana, |owa, Kansas, M nnesota,
Mont ana, Nebraska, North Carolina, North Dakota, South Dakota,
Washi ngton, and Wonming. RMA assigned 108,820 CAT policies to 15
rei nsured conpanies in the 14 States.

In May 1997, the Secretary approved the transfer of CAT i nsurance in
the remaining 36 States to private crop i nsurance agents, begi nni ng
with the 1998 crop year. The decision was made after review ng the
nunber of crop insurance agents in each State to ensure an adequate
sales force was in place to provide all farners with CAT coverage.
Simlar tothe previous transfer, policies were randomy transferred
to an i nsurance conpany, and producers coul d sel ect anot her agent or
conpany if they did so before the sales closing date. There were
126,512 CAT policies in 37 States transferred effective for the 1998
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crop year, including 15 policies in Arizona that were not part of
the first transfer.

The primary objective of our review was

OBJECTIVES to evaluate the adequacy of reinsured

conpani es and agents’ servicing of the
CAT policies transferred in crop year
1998. Al so, we assessed whet her previous
recomendati ons were addressed by RMA during the 1998 transfer
process.

A random sanpl e of 330 CAT policies that

SCOPE were transferred in 1998 to private
i nsurance conpanies was statistically
selected from an audit wuniverse of 8
States wth 84,028 transferred CAT
policies, of which 8,144 policies were for producers who received an
adm ni strative fee waiver in 1997. The 330 policies were stratified
equally between policies that were applicable to producers
identified by FSA as either limted resource or nonlimted resource
in each State. To achieve the audit objectives, we visited and/or
contacted the RVA National Ofice; RMA Research and Devel opnent
Di vi sion and Conpliance Division Ofices in Kansas City, Mssouri
RVA Regi onal Service Ofices in Jackson, M ssissippi; Cklahonma City,

&l ahoma; Topeka, Kansas; and Indianapolis, |Indiana; and the
Tennessee FSA State Office. W also visited five private reinsured
conpanies in Overland Park, Kansas; Des Mines, |owa;, West Des
Moi nes, lowa; Council Bluffs, lowa; and Anoka, M nnesota. In
addition, we visited and/or contacted the custoner service centers
for one private insurance conpany in Bloomngton, |Illinois;

Lexi ngton, Kentucky; Amarillo, Texas; and Enfield, North Carolina.
Personal or tel ephone contacts were nade with 181 private insurance
agents assigned to service the CAT policies. W also contacted 155
of the sanpled policyhol ders by tel ephone, letter, or in person.

We al so issued one managenent alert to advise RVMA managers that
reinsured conpanies were not providing any special servicing to
limted resource producers, as agreed to in the decision menmorandum
approved by the Secretary on My 22, 1997. Al t hough RMA had
flagged the limted resource producers in the CAT policy files nade
avai |l able to the conmpanies, it did not provide any guidance to the
conpani es on the special servicing to be provided to the limted
resource producers. As aresult, little effort was nade to address
t he needs of these producers.

The audit was conducted in accordance with Governnent Auditing
St andar ds.

We initially reviewed the servicing

METHODOLOGY provi ded to CAT  policyhol ders by

interviewing RVA National and regional
of fi ce personnel, and officials fromfive
private reinsured conpanies. W then
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anal yzed the distribution of the CAT policies applicable to the 36
States and decided to concentrate our audit efforts in areas with
the | argest concentration of CAT policies. Qur anal ysis showed that
ei ght States had over 60 percent of the transferred CAT policies and
over 90 percent of the policies applicable to limted resource
producers. Each State was stratified into two separate strata based
on whether the policyholder was a |limted resource or nonlimted
resour ce producer.

The 330 sanpled policies were statistically selected using a
stratified sinple randomsanpling scheme. The sanple unit consi sted
of a CAT policy included in the 1998 transfer. The universe
consisted of 84,028 CAT policies transferred in 8 States (see
exhibit A). The universe was divided into 16 strata, and policies
were selected in each stratumon a proportional basis according to
the total policies in each stratum (see exhibit B)

W contacted 181 private insurance agents and personnel at 4
customer service centers to obtain a description of the policy
assi gnment process, information on the | evel of servicing provided,
and any comments or concerns they had regarding the servicing of CAT
pol i ci es. In addition, we contacted 155 policyholders who had
either cancelled their 1998 CAT coverage or were identified as a
limted resource producer in 1997 who did not receive an
adm nistrative fee waiver in 1998. W obtained their reason(s) for
cancel l i ng their CAT coverage or not obtaining an adninistrative fee
wai ver, and we solicited corments on their satisfaction with policy
servi ci ng.
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FINDINGS AND RECOMMENDATIONS

THE CAT PROGRAM IS NOT FUNCTIONING AS A SAFETY NET FOR THE
NATION’'S FARMERS

The caT Programis not functioning as a safety net for the Nation's

farners. Qur analysis of RMA program participation statistics
di scl osed that the nunber of CAT Programpolicies and participating
acres has declined dramatically since 1995, especially for Iimted
resource producers. Al though the reinsured conpanies received
significant revenues to service this program the conpanies did not
adequately service the transfer and enrollnent of limted resource
producers frompolicies previously sold and adni ni st ered t hrough FSA
county offices (CO. RVA itself did not take an active role in
nmoni toring the transfer and servicing of CAT Program policies, and
it did not instruct the reinsured conpanies to provide any speci al
servicing to limted resource producers, even though the Secretary
requested such servicing.

Qur review al so found that the CAT Programdi d not suit the needs of
producers who were not in the limted resource category. Si nce
1996, producers have no longer been required to purchase CAT
coverage in order to participate in other USDA prograns.
Consequently, many producers who could afford the $50 CAT
adm nistrative fee neverthel ess dropped their policies when their
operating plans did not include the need for the mniml coverage
t he CAT Program provides. Wthout inproved RVA program nanagenent
and adjustments in the CAT Program participation wll likely
continue to decline, further reducing the catastrophic crop |oss
protection for farners.

Linited resource producers did not remain

PARTICIPATION IN CAT BY in the CAT Program even though it was
available to them at no charge. Qur

LIMITED RESOURCE revi ew di scl osed that rei nsured conpani es
PRODUCERS HAS DECLINED did not informlinited resource producers
GREATLY of the waivers available to themfor CAT

Program administrative f ees. In

addi tion, RVA did not specifically
require the reinsured conpanies to
disseminate information on available
FINDING NO. 1 waivers to limted resource producers.
O 165 limted resource producers we
revi ewed who participated in the 1997 CAT

Program 109 of the producers did not renew their CAT
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coverage for 1998. In our opinion, the participation of limted
resource producers is likely to continue to decline if servicing
does not improve. This conclusion is supported by RVMA data which
shows that the nunber of limted resource adm nistrative fee waivers
declined by 78 percent since 1997 from9, 499 to 2,069 waivers. This
dropout rate is well above the 66 percent overall program drop-out
rate over the last 4 years. W believe this condition significantly
di m ni shes the effectiveness of the CAT Programas a ri sk managenent
tool for small and |imted resource producers.

On May 22, 1997, the Secretary approved a decision nenrorandum
submtted by RVA for the "Delivery of Catastrophic (CAT) - Leve

Crop Insurance Policies For The 1998 Crop Year." The nenorandum
stated RVA woul d flag the policies of linited resource producers to
enabl e conpanies to provide special attention to these insureds.
Included in the nenorandum were draft transfer procedures show ng
rei nsured conpanies were responsible for ensuring that all agents
were famliar with procedures for waiving administrative fees and
that certification forms were available to agents. Al so, reinsured
conpani es were responsible for establishing procedures to ensure
their agents contacted the |imted resource producers and provi ded
themwi th risk managenment advice.

In our June 26, 1998, Managenment Alert, we reported that reinsured
conpanies did not provide special servicing to limted resource
producers, as prescribed in the decision nenmorandum When RMA
i ssued the transfer procedures to the conpanies, programofficials
did not include the requirenment that reinsured conpanies nmnust
contact linmted resource producers or elaborate on the special
servicing needs of these producers. Al t hough RMA flagged the
limted resource producers in the CAT Programfiles provided to the
conpanies, it did not provide guidance for handling the special
servicing needs of these producers. For their part, reinsured
conpani es did not nmake personal contacts and did not even identify
the limted resource producers to their agents, who were expected to
service the policies.

We interviewed 181 insurance agents and found that only 12 of them
(about 7 percent) provided some type of special servicing for
limted resource producers. The other 169 agents acknow edged that
they did not discuss the administrative fee waiver with producers
unl ess the producer asked themabout it. Except in rare instances,
the agents were also not aware which producers were classified as
limted resource producers in 1997.

During our review, we determined that 109 of the 165 linited
resource producers in our sanple did not renew their CAT Program
coverage in 1998. W interviewed 90 of these producers and found
the follow ng servicing weaknesses (sone producers |listed nore than
one reason):

. 44 producers were not told about the admi nistrative fee waiver;

. 25 producers did not understand the CAT Program
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. 22 producers either no longer had an insurable interest in the
crop or did not plant insurable crops in 19982

. 20 producers indicated the agent was |ocated too far away;
. 14 producers were not contacted about CAT insurance; and

. 9 producers were no longer interested in CAT coverage because
t hey thought the insurance coverage was i nadequate.

The following table shows the estimated inpact, based on our
statistical analysis, of the above identified weaknesses on about
8,100 limted resource producers transferred to rei nsured conpani es.
(see exhibit C

PRQJIECTED NUMBER OF CASES

Popul ati on

Description Estinmat e Preci si on®
Producers Not Tol d About 2,429 20%
Admi ni strative Fee Wi ver
Producers Did Not Understand The CAT 1,381 29%
Program
Producers Either No Longer Had 839 38%

Insurable Interest In The Crop OR Did
Not Plant Insurable Crops In 1998

Producers Indicated The Agent Was 1, 139 31%
Located Too Far Away

Producers Were Not Contacted About CAT 693 41%
I nsur ance

Producers Were No Longer Interested In 446 53%

CAT Cover age Because They Thought The
I nsurance Coverage was | nadequate

W also contacted 9 of the 56 limted resource producers in our
sanpl e who renewed their CAT Program coverage in 1998. W found
that six of these were required to pay the $50 administrative fee.
Four of the six producers stated the agents did not informthem of
the potential for a waiver of these fees.

The high drop-out rate of limted resource producers has also
changed the conposition of producers participating in the CAT

? some producers still have farms and coul d have insurable crops in the future.

® e are 95 percent confident that our population estimate is within the precision percent of the true value for each description
not ed.
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program The data shows that producers with larger farns are
becom ng the predom nant hol ders of CAT poli cies. From 1995 to
1998, the average farm size in the CAT Program increased from 98
acres per policy to 155 acres per policy. Wthout greater oversight
by RMA, this trend is apt to continue; |arger producers increase the
rei nsured conpanies’ underwiting gains and consequently give the
conpani es an incentive to service these producers at the expense of
limted resource producers.

We concluded that there is a direct correlation between the CAT
drop-off rate of limted resource producers and the inadequate
servicing those producers received from the reinsured conpanies.
The administrative fee waiver should attract snmall and socially
di sadvant aged producers to the CAT safety net, but the waiver wll
have no effect if reinsured companies do not nake an effort to
informthe producers about it. Such an effort should include, as a
m ni mum personal contacts by agents to help ensure that the
producers are offered an anpl e opportunity to participate in the CAT
Program

L |
RECOMMENDATION NO. 1

Require reinsured conpani es to provide special servicingtolimted
resource producers who were flagged as such during the transfer of
CAT policies. This should include personal contacts by agents to
help ensure linted resource producers are made aware of the
benefits of the CAT Program and encouraged to request waivers of
adm ni strative fees, as applicable.

RVA Response

In witten cooments on the draft report (see exhibit E), RVA did not
concur with the recomendation. RVA stated while instances of
substandard service may have occurred, it believes quality of
servi cing provided by rei nsured conpani es was not the prinmary factor
for the drop-off rate of limted resource farners. RMA officials
also stated, their review of OGs workpapers raised questions
regarding the support for OGs position. Al so, other USDA data
shows that many limted resource farnmers have consci ously noved away
from CAT coverage because of their dissatisfaction with the product
as currently defined by statutes. RMA believes it is inappropriate
to judge program performance based on sales of a policy that many
farnmers say they do not want.

RVA further comented that, in nany cases, the information avail abl e
to reinsured conmpanies for contacting linted resource farners was
not correct, or nonexistent which may explain why sone farners
stated that they were not contacted. In addition, the agency
comented that the O Gauditors had difficulty reaching many of the
transferred policyhol ders as evidenced in their workpapers.
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RVMA provided information on the actions taken by one reinsured
conpany to reach and educate limted resource farners. However ,
many of the limted resource farnmers did not respond to the
conpany’'s efforts to service them According to RMA, sonme CAT
pol i cyhol ders expressed a dislike for crop insurance because they
were required to participate during 1995 and 1996. RVA bel i eves
that the drop-off rate could be nore directly related to the fact
that producers were required to purchase the insurance in 1995 and
it did not neet their specific needs. As a result, acting as cost-
consci ous consumers, nmany limted resource farners sinply chose not
to continue with the product.

O G Position

We recognize that there are a nunmber of factors that were
instrunmental in causing the significant drop-off rate for limted
resource producers. However, our audit conclusions regarding the
actions of reinsured conpanies to adequately service limted
resource farners is based on evidence conplied during a |engthy
revi ew process that included record reviews, interviews of program
managers, farmers and officials of reinsured companies. Thi s
evi dence all ows us to conclude that reinsured conpanies did not |ive
up to the commtnent they made to the Secretary in May 1997, when he
aut hori zed the reinsured conpani es to take over this portion of the
crop insurance business fromthe Farm Service Agency.

W also continue to believe that personal contacts of limted
resource producers are needed in order to adequately service limted
resource producers. RMA comments that we were not able to contact
many producers is not accurate, in that, we were able to contact, by
tel ephone or in person, all but 10 of the 109 limted resource
producers we attenpted to contact. W also believe the reason
l[imted resource producers were flagged was to facilitate the
rei nsured conpanies in providing additional servicing to limted
resour ce producers.

In addition, we recogni ze that sone producers nmay have a dislike for
crop insurance because of the previous |inkage requiremnent.
However, our contacts of the limted resource producers did not
identify any cases where a producer expressed dislike for the
cover age because of the |inkage requirenment. In addition, the agency
comment that limted resource producers, acting as cost-conscious
consuners, chose not to continue coverage woul d appear unrealistic
since the CAT coverage is free to them

In order to reach managerment decision, we need to be informed of
RVA' s pl anned actions to ensure that |imted resource producers are
adequately serviced in the future. This decision should also
i nclude the tinmeframe for perform ng such actions.
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______________________________________________________________| . .
Producers have been rejecting CAT

CAT PROGRAM DID NOT Program coverage over the past 4 years,

but the cost to the Covernment of

MEET PRODUCER NEEDS delivering the programhas remai ned hi gh.

RVA statistical data shows there were

e about 1.2 nillion CAT Programpolicies in
1995 conpared to only about 396,000

FINDING NO. 2 policies in 1998. This represents a |l oss

of participation of about 66 percent.

During the period 1995 to 1998, the
rei nsured conpanies received nore than twice the anobunt paid to
producers in crop indemities. W concluded that the CAT Programis
not cost effective in relation to the programbenefits it provides
to producers and that it is not acting as a viable neans of
protection to producers whose crops could be exposed to a di saster.

I n our opinion, producers rejected CAT Program coverage because the
i nsurance protection it provided was not sufficient to encourage
themto participate. CAT will not pay indemities until a producer
has | ost over half of his/her crop, and then it guarantees the | oss
at only slightly nore than half of the nmarket price. Consequently,
a producer who has | ost everything will recover only about a quarter
of the value of the total crop, and producers believe this is not
financially useful. Program changes have al so affected producer
choi ces; in 1996, Congress elimnated the requirenent that producers
purchase at |least CAT Program coverage if they planned to
participate in USDA progrars.

We conducted a statistical analysis on enrollnment data from ei ght
sel ected States (Arkansas, Kentucky, Mssouri, ©Chio, lahoms,
Tennessee, Texas, and Virginia). Based on our analysis, we
estimate that about 33,500 of 75,884 nonlinmited resource producers
and about 4,900 of 8,144 limted resource producers in the States
cancel l ed their CAT Program policies during the 1998 transfer from
FSA COs to private reinsured conpanies.* (see exhibit C

Qur review disclosed that many producers who cancelled their CAT
coverage in 1998 did not believe the CAT Program net their risk
managenment needs. W contacted 155 producers (90 linited resource
producers and 65 nonlimted resource producers) who held 1997 CAT
Program policies and did not renew their CAT coverage in 1998.
Based on their responses, we estimated that about 10,500 producers
inthe 8 States bel i eved the CAT Programcoverage was either too | ow
or cost too nuch.® W also estinmated about 8,300 other Eroducers
were sinmply not interested in obtaining the CAT coverage.

‘“ W are 95 percent confident that our population estimate is within 15 percent of the true value for cancelled non-limted
resource producers and within 10 percent of the true value for cancelled linmted resource producers.

° W are 95 percent confident that our population is within 29 percent of the true val ue.

° W are 95 percent confident that this estimate is within 33 percent of the true val ue.
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RVA enrol Il ment data fromcrop years 1995 to 1998 al so showed that
participation in the CAT Program declined for both the nunber of
policies and insured acres. This included CAT Program policies
serviced by both FSA COs and reinsured conpanies. The follow ng
graphs show t he steady decline in both the total number of acres and
the nunber of policies for each of the 4 years.’
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" In 1996, Congress elimnated the |inkage requirenent that producers purchase crop insurance in order to participate in USDA
prograns.
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On Cctober 21, 1998, the Secretary proposed an increase in CAT
coverage for 1999 and future years as part of his "Strengthening the
Farm Safety Net" proposal. The proposed change woul d cost about
$372 nmillion annually to i ncrease coverage fromb50 percent of yield
at 55 percent of price, to 60 percent of yield at 70 percent of
price. In our opinion, this proposed change woul d hel p maintain,
and perhaps increase, participation in the CAT Program In
addition, the proposed risk managenent education efforts would
provide an effective nmeans of conmunicating the benefits of the CAT
Programto producers.

Under the Secretary’'s proposal, insurance providers would also
receive an admnistrative and operating expense subsidy for CAT
policies at the rate of up to $50 per policy. The subsidy, which
woul d cost about $174 nillion annually, is designed to encourage
reinsured conpanies to nore actively pronote CAT coverage anobng
l[imted resource and other small-scale producers. We question
whet her additional subsidies to the reinsured conpanies are
warranted for these activities.

Qur anal ysis showed that reinsured conpanies are already receiving
significant anmounts for retained adnministrative fees, | oss
adj ustment expenses, and underwiting gains for servicing CAT
pol i ci es. For the years 1995 through 1998, reinsured conpanies
recei ved about $506 million in revenue from the CAT Program (see
exhibit D). During the sane period, producers with CAT Program
coverage serviced by reinsured conpanies received indemities for
crop losses totaling only about $250 mllion. This neans the
rei nsured conpanies received nore than twice the anpbunt paid to
producers in crop i ndemities during the sane period. The foll ow ng
graph shows the disparity between the CAT Program funds received by
rei nsured conpani es and producers each year.

COMPENSATION COMPARISON
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The Crop Loss Disaster Assistance Program for fiscal year 1999
(Public Law 105-277) requires producers to participate in USDA crop
i nsurance prograns, including the CAT program for the follow ng 2
years. However, unl ess the overall CAT Programinsurance product is

significantly inproved, any increase in participation will only
provide tenporary relief for the affected producers. Al so, the
reappearance of a disaster aid programsends a signal to producers
that ad hoc disaster prograns may fulfill their risk protection
needs wi thout having to pay crop insurance preniuns. This is

especially true because the CAT Program was created to protect
agai nst extrene crop |osses, thereby encouraging farners to nove
away from dependence on crop di saster assistance.

We bel i eve RVA needs to concentrate its efforts on inproving the CAT
Program i nsurance policy, rather than increasing subsidies to the
rei nsured conpanies. RVA should identify ways of increasing
producer participation in the program including steps to ensure
coverage levels are sufficient to protect producers against
catastrophic crop | osses. In addition, RVMA should evaluate the
| evel of conpensation being provided to the reinsured conmpanies in
conparison to the services provided and the declining producer
partici pation. RMA should al so expl ore other cost effective ways of
delivering the CAT Program in areas not adequately serviced by
i nsurance conpani es and their agents.

L |
RECOMMENDATION NO. 2a

Focus efforts on inproving the CAT Program to identify ways of
i ncreasi ng producer participation and increasing coverage |levels to
hel p ensure producers are protected against catastrophic crop
| osses.

RVA Response

In witten comments on the draft report (see exhibit E), RMA
concurred with this recommendati on but conmented that it does not
have the authority to inplement the recomrendation. RVA is
supportive of legislative efforts to increase the coverage |evel of
CAT policies and has testified before Congress on its behalf.
However, currently drafted |egislation does not provide for any
i ncrease in CAT benefits.

O G Position

We believe that RVA has non-legislative ways for encouraging and
i ncreasi ng producer participation, particularly for limted resource
producers, in the CAT program W concur w th proposing | egislation
that addresses the deficiencies in the CAT program

For managenent deci sion, we need to be inforned of actions taken or
pl anned to hel p i ncrease producer participation and coverage | evel s
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to help ensure producers are protected against catastrophic crop
| osses.

RECOMMENDATION NO. 2b

Eval uate the conpensati on provided reinsured conpanies to service
CAT Programpolicies, including underwiting gains, overall program
costs, and benefits.

RVA Response

In witten comments on the draft report (see exhibit E), RMA
concurred with this recommendation. RMA W Il conplete an eval uation
within the next 60 days as part of an in-depth analysis that is
currently being finalized.

O G Position

In order to reach nmanagenent deci sion, we need to be inforned of the
results of the eval uati on and advi sed of any corrective action taken
or planned. Such information should include the timeframes for
perform ng any corrective action.

RECOMMENDATION NO. 2c

Expl ore other cost effective neans of delivering the CAT program
including alternative delivery systens, in areas not adequately
serviced by reinsured conpanies or their agents to ensure that all
producers have an equal opportunity to participate in the CAT
Program

RVA Response

In witten comments on the draft report (see exhibit E), RMA
concurred with this recomendation. RMA is exploring alternative
ways to deliver crop insurance prograns to linmited resource farmners.
This included publishing a proposed rule "General Admnistrative
Regul ati ons: prem um reductions, paynent rebates, dividends, and
patronage refunds; and paynents to insured-owed and record-
controlling entities" which RVMA believes would allow cooperatives
and ot her nonprofit organizations to offer crop i nsurance to certain
groups with the intent to increase participation anbng comunity-
based organi zations such as mnority and |imted-resource farnmers.
In addition, RVA commented that the agency may of fer a contract for
proposal s to deliver crop insurance to targeted group.
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O G Position

The agency comments do not address the recommendation. The cited
regul ati ons cover prem umreductions under Section 508(e) in the Act
in addition to prem um rebates, patronage refunds and dividends.
They do not address the use of alternative delivery systems to
alleviate the lack of servicing in the CAT Program

For managenent deci sion, we need to be inforned of actions taken or
pl anned to help ensure that all producers have access to and an
opportunity to participate in the CAT Program This decision should
al so include the tinmeframes for conpleting such actions.

] .
RwmA did not ensure that the 1997 CAT

AGENCY OVERSIGHT FUNCTION policies transferred by FSA COs to
rei nsured conpani es wer e properly

NEEDS STRENGTHENING serviced by these conpanies and their

agents during the 1998 crop year. Al so,

. __________________________________________________________| RVA and FSA d| d not ha\/e adequat e

controls to ensure that all CAT policies

FINDING NO. 3 were timely transferred to the applicable

reinsured conpany. This occurred

primarily because RVA officials did not

t ake appropriate corrective action on prior audit reconmendati ons or

establish an effective nonitoring system to ensure CAT Program

servicing requirenments were net in accordance with the Secretary’s

deci si on nmenorandum As a result, we found nmany producers,

particularly those of small and limted resource producers, were

falling through the Departnent’s farnmer safety net (see Finding No.
1).

In March 1998, we issued Audit Report No. 05099-1-KC, Transfer of
CAT Policies to Reinsured Conpani es, to i nformRVA program managers
of significant deficiencies in the servicing operations for

transferred CAT Program policies. W recommended RMA nonitor
services provided by reinsured conpanies and their agents to CAT
Program policyholders who were referred from FSA CO s. RVA

of ficials responded to the report by stating that a customer service
survey to evaluate producers’ satisfaction with the agency's
products and services would be included in the agency’'s Strategic
Pl an. The planned conpletion date for the survey was January 1999.
However, this survey has not been conduct ed.

W pointed out that RVA shoul d take a proactive role to evaluate the
rei nsured conpani es’ servicing of transferred CAT Program policies
and to obtain inmedi ate feedback from the affected producers. W
al so noted RVA' s custoner survey would not be conpleted until well
after 1998 sales closing dates for the policies. In our opinion,
the agency’'s proposed action did not provide sufficient tine to
determine if the reinsured conpanies had offered transferred
pol i cyhol ders an opportunity to participate in the 1998 CAT Program

The results of our recent audit illustrated the i npact of the agency
not taking appropriate corrective action on the lack of monitoring
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that we reported earlier in March 1998. W found that 2 FSACO s in
Tennessee (O ai borne and Uni on Counties) did not transfer a total of
187 CAT policies to reinsured conpanies. This represented 42
percent of the 443 CAT Program policies admnistered by the two
county offices in 1997. W could not establish the reason(s) why
county office enployees did not nmeke the required transfers;
however, had either RVA or the Tennessee FSA State office initiated
appropriate oversight functions and nonitored the transfers, they
m ght have ensured that the policies arrived at the reinsured
conpani es.

Oficials at the Tennessee FSA State Ofice acknow edged sone
policies had not been transferred. These State office officials
stated they submitted a list of such policies to RVA's Regional
Service Ofice (RSO in Jackson, Mssissippi. This list included
the 187 policies from Caiborne and Union Counties. W nmade a
foll owup inquiry on Novenber 16, 1998, to RVA officials at the RSO
who acknow edged recei pt of the Iist and stated the RSO assi gned t he
policies to private insurance conpanies in Novenber 1998. RSO
enpl oyees asked the reinsured conpanies to provide a status report
for the policies after the conpani es processed them The conpanies
had not yet submitted the requested reports to the RSO

As indicated in Finding No. 1, the reinsured conpanies did not
provide any information to limted resource producers on the
adnmi ni strative waivers available to them Al so, officials at three
rei nsured conpani es informed us that they did not have a record of
all policies RVA listed as having been transferred to them Each
conpany noted at | east one such policy and did not have records to
show any insurance services were provided to these producers.

We believe if RMA program nanagers had inplenmented an effective
noni toring system many of the problens identified during this audit
could have been corrected as they devel oped. I nformation on
adm ni strative fee wai vers coul d have been nade available to linited
resource producers, and the conpleted transfer of all CAT policies
coul d have been verified. Under the conditions noted by our audit,
RMA di d not have reasonabl e assurance that all policy transfers were
conpleted in a tinmely manner, that the policies were serviced
properly, and that I|imted resource farners were offered an
opportunity to participate in the CAT Program

L |
RECOMMENDATION NO. 3a

Follow up to determine if reinsured conpanies conpleted the
transfers of the cited 187 policies and resolve any other cases
where insurance conpany records do not show insureds that were
transferred to them
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RVA Response

In witten cooments on the draft report (see exhibit E), RVMA did not
concur with the recommendati on but the actions taken did address the
i ssue. RVA forwarded the file of 215 policies missed in the
transfer to the National Crop Insurance Services (NCS) for
distribution to the assigned conpanies. NCIS transnmitted the file
to the assigned reinsured conpanies with instructions to notify NC'S
when they had conpleted their contacts with the policyhol ders.
Al so, the Jackson Regional Service Ofice issued letters in late
July and early August 1998 to each of the policyholders that
qualified for waivers in the past notifying them that they my
continue to qualify for waivers upon being assigned to a reinsured
conpany. Rei nsured conpanies issued simlar letters to their
assi gned policyholders. The reinsured conpanies | ater responded to
NCI S that all producers were contacted.

O G Position

W are unclear as to the reason for nonconcurrence because RMA' s
response indicates that the corrective action has been taken. In
order to reach managenent decision we need clarification as to why
there i s nonconcurrence with O G s reconmendati on.

L |
RECOMMENDATION NO. 3b

As reconmended in our prior audit, increase the nonitoring of
rei nsured company operations to help ensure that assigned tasks,
such as the servicing of the CAT policies, are acconplished
effectively and in accordance with Secretarial directives.

RVA Response

In its witten coments to the draft report (See exhibit E), RMA
concurred with this recomendati on. RMA plans to set up a process
and timetable for nonitoring the conpany’s servicing of CAT
pol i ci es.

O G Position
A managenent deci sion can be reached when we are inforned of when

and how RVA plans to nonitor the reinsured conmpany’s servicing of
CAT policies.
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EXHIBIT A - CAT TRANSFER UNIVERSE

NUMBER OF NUMBER OF

STATE POLI CI ES STATE POLI Cl ES
ARKANSAS 5,652 | OKLAHOVA 12,136
KENTUCKY 22,677 | TENNESSEE 7,093
M SSOURI 9,594 | TEXAS 15, 212
OH O 8,910 | VRGN A 2,754
TOTAL 84, 028
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EXHIBIT B - STATISTICAL SAMPLE DESIGN

STATI STI CAL SAMPLE DESI GN
Farm Servi ce Agency - Ri sk Managenent Agency
Cat astrophic Policy Review for 1997
The general statistical sanple design for this audit was a stratified random
sanple. The final constructed universe was conposed of catastrophic (CAT)

policies for 1997 applicable to linmted and non-linited resource producers inthe
following 8 States:

Kent ucky hi o
Texas Ar kansas
Ckl ahoma Tennessee
M ssouri Virginia

There were 84,028 CAT policies for 1997 in this 8 State universe (i.e. 75,884
non-limted resource producers and 8,144 limted resource producers) which was
acquired from the Ri sk Mnagement Agency (RMA). Each individual State was
considered to be a major strata. Wthin each State CAT policies applicable to
non-limted resource producers were placed in a separate strata (POLTYPE=1) from
CAT policies applicable to linmted resource producers (POLTYPE=2). The
stratification was as foll ows:

BOUNDARY NUVBER OF
STRATA  POLICY TYPE POLI Cl ES n=330
1 Non- | i mi t ed 17, 972 39
2 Limit ed 4,705 95
SUBTOTAL MAJOR 1 (KY) 22,677 134
STRATA 1-2
3 Non- 1 i mi t ed 14, 988 32
4 Limited 224 5
SUBTOTAL MAJOR 2 (TX) 15, 212 37
STRATA 3-4
5 Non- | i mi t ed 12, 045 26
6 Limited 91 2
SUBTOTAL MAJOR 3 (OK) 12, 136 28
STRATA 5- 6
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EXHIBIT B - STATISTICAL SAMPLE DESIGN

BOUNDARY
STRATA POLI CY TYPE
7 Non-1imted
8 Limted
SUBTOTAL MAJOR 4 (MO
STRATA 7-8
9 Non-1limted
10 Limted
SUBTOTAL MAJOR 5 (OH)
STRATA 9-10
11 Non-1imted
12 Limted
SUBTOTAL MAJOR 6 (AR
STRATA 11-12
13 Non-limted
14 Limted
SUBTOTAL MAJOR 7 (TN
STRATA 13- 14
15 Non-1imted
16 Limted
SUBTOTAL MAJOR 8 (VA
STRATA 15-16
TOTAL

NUMBER OF

POLI O ES n=330
9, 387 20
207 4

9, 594 24
8,611 19
299 6
8,910 25

5, 389 12
263 5

5, 652 17

5, 358 12
1,735 35
7,093 47
2,134 5
620 13
2,754 18
84, 028 330
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EXHIBIT B - STATISTICAL SAMPLE DESIGN

A sanpl e size of 330 CAT policies (i.e. 165 non-linited resource CAT policies and
165 limted resource CAT policies) was selected. The allocation of the sanmple
sizes of 165 non-limted resource and 165 limted resource to the individua
State major strata was done proportional to the percentage of the nunber of
policies, respectively, for MMJJOR 1-8. The policies in STRATA 1-16 were sel ected
wi th equal probability without replacenent within each strata. The sanple unit
within each strata was a policy. The table above contains the details for this
al | ocation and sanpl e sel ection. A 95%one-sided | ower confidence | evel was used
for all the statistical estimates in this audit.

Statistical Analysis

Al statistical estimation was acconplished on a DELL Pentium Personal Computer
usi ng SAS and SUDAAN. The statistical estimtes used for projections along with
their standard errors were produced using SUDAAN, a software system which
anal yzes sanple survey data gathered from conplex nultistage sanple designs.
SUDAAN was written by B.V. Shah of Research Triangle Institute, Research Triangle
Park, North Carolina. The sanple design and sanpl e sel ections used in this audit
wer e generated using SAS

The term sanple precision (sp), as used in the report for estinmating nunber of
occurrences i s defined as

sp = t * STDERR
PTEST
wher e
t -t factor for a 95% one-si ded | ower confidence | eve

PTEST - point estinate (estimte of the nunber of occurrences)
STDERR - standard error of the point estinmate

The sanple precision for estimating attribute percentage values is defined as
sp = t * STDERR
wher e

t -t factor for a 95% one-sided | ower confidence |eve
STDERR - standard error of the point estinate (percentage val ue)
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EXHIBIT C - STATISTICAL ESTIMATES

PRQIECTED NUMBER OF CASES
Lower
Poi nt Confi dence
Descri ption Estimate Limt Preci sion
CAT Policies That Were Retai ned By 42,404 37, 466 12%
The Rei nsured Conpani es
Cancel | ed CAT Policy - Non-Limted 33,540 28, 659 15%
Resour ce Producer
Cancel |l ed CAT Policy - Limted 4,898 4,389 10%
Resour ce Producer
CAT Insurance Too Low or Too Costly 10, 487 7,411 29%
Producers Clainmed No Interest In 8, 336 5,553 33%
I nsurance
Producers Thought CAT | nsurance Was 11, 005 7,852 29%
| nadequat e
Li mi ted Resource Producers Not Told 2,429 1, 953 20%
About Administrative Fee Wi ver
Limted Resource Producers Did Not 1, 381 986 29%
Under st and The CAT Program
Li mi ted Resource Producers Either No 839 520 38%
Longer Had Insurable Interest In The
Crop OR Did Not Plant Insurable Crops
in 1998
Li mi ted Resource Producers I|ndicated 1,139 787 31%
The Agent Was Located Too Far Away
Limted Resource Producers Were Not 693 407 41%
Cont act ed About CAT I nsurance
Li mi ted Resource Producers Wre No 446 210 53%
Longer Interested In CAT Coverage
Because They Thought The | nsurance
Cover age was | nadequat e
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EXHIBIT D - ESTIMATED REVENUE RECEIVED BY
REINSURED COMPANIES VERSUS
INDEMNITIES PAID TO PRODUCERS

Type of Reimbursement
Loss Adjustment and Indemnities Paid to
Administrative Fees Excess Lost Underwriting Gain Producers
Adjustment 1/ Total

Year Expenses
1995 $17,434,000 $25,925,333 $46,289,038 $89,648,371 $62,394,000
1996 13,659,500 29,463,973 62,548,430 105,671,903 59,730,000
1997 15,544,400 36,776,144 86,596,817 138,917,361 25,576,000
1998 16,103,600 49,747,268 105,748,895 171,599,763 101,950,000

Four Year Totals

$505,837,398

$249,650,000

1/ The underwriting gains for 1995, 1996, and 1997 were estimated based on a separate calculation for CAT
and without any stop loss or other adjustment. The actual CAT underwriting gain for 1998 was as of February
13, 1999.
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EXHIBIT E - RMA RESPONSE TO THE DRAFT REPORT

USDA
Saa

United States Department of Agriculture

Fam and Foreign Agricultural Services
Risk Management Agency

TO: James R. Ebbitt
Assistant Inspector General for Audit
Office of Inspector General

FROM: Kenneth D. Ackerman / L
Administrator 4_/—\ SEP 17 1999

SUBJECT: Office of Inspector General, Official Draft Audit Report No.05099-6-KC,
Servicing of CAT Policies

Outlined below is the Risk Management Agency’s (RMA) response to the recommendations in
the subject audit report. RMA does not agree with the Office of Inspector General (OIG), as to
the reasons cited in the report for the drop-off rate of limited resource farmers. The OIG argues
that there is a direct correlation between the CAT drop-off rate for limited resource farmers, and
the servicing those farmers received from the reinsured companies. RMA’s review of OIG’s
work papers raised questions regarding the support for this position. Other USDA data shows
that many limited resource farmers have consciously moved away from CAT coverage because
of their dissatisfaction with the product as currently defined by statutes. While instances of
substandard service may have occurred, the quality of servicing of CAT policies by reinsured
companies was not the primary factor in the reduction of participation. RMA, thus, believes it is
inappropriate to judge program performance based on sales of a policy that many farmers say
they do not want. RMA will scon forward a detailed analysis of this issue to OIG.

In many cases, the information available to reinsured companies for contacting limited resource
farmers was not correct, or nonexistent. This may explain why some farmers stated that they
were not contacted. The OIG auditors had difficulty reaching many of the transferred
policyholders as evidenced in their work papers. Contacting these farmers has been a difficult
task. USDA published a new Privacy Act System of Records for the sole purpose of identifying
and listing minority owners and operators for the purpose of ... "locate [ing] minority farmers for
the purpose of informing them of USDA and other programs that may benefit them ..."

Reinsured companies have attempted to reach these farmers. One large writer of multiple peril
crop insurance that services a significant number of limited resource farmers conducted its own
survey in the process of trying to reach these customers. The reinsured company took the

o

1400 independence Ave., SW ® Stop 0801 ¢ Washingfon, DC 20250-0801

The Risk N g Agency A and On
All Programs Authorized Under the Federal Crop Insurance Corporation

An Equai Opportunity Employer
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EXHIBIT E - RMA RESPONSE TO THE DRAFT REPORT

James R. Ebbitt 2
following actions to reach and educate limited resource farmers:
1) Each field office was provided a list of 1997 FSA limited resource farmers.

2) Extensive efforts were made to contact a sample of the 1997 limited resource farmers who had
been insured but dropped out of the program for 1998.

3) A letter was sent to all 1998 limited resource farmers that were insured, but had not yet filed
their limited resource declaration.

4) A letter was sent to the organizations included on the USDA list of minority and limited
resource farmer groups to invite interested parties to contact the company.

5) Agent training sessions included a training section on lumted resource farmer qualifications,
waivers, and forms.

6) Monetary incentives were provided to agents for writing policies to limited resource farmers.
Additional monetary incentives were provided to agents in the States of Alabama, Arizona,
Arkansas, California, Florida, Georgia, Kentucky, Louisiana, Mississippi, Montana, Tennessee,
and Wyoming. -

Unfortunately, many limited resource farmers did not respond to the company’s efforts to service
them. Some CAT policyholders expressed a dislike for crop insurance because they were
required to participate during the 1995 and 1996 crop years in order to obtain other USDA
benefits. This impacted their attitude about the program and continuing participation. Further,
other factors which affected participation rates have not been considered, such as steps RMA
took to consolidate multiple CAT policies for operators and owners of small tobacco farms.

The high CAT policyholder drop-off rate could be more directly related to the fact that, in 1995,
these producers were required to participate in the crop insurance program, and the product did
not meet their specific needs. As a result, acting as cost-conscious consumers, many limited
resource farmers simply chose not to continue with the product. RMA has asked Congress for
the authority to develop a program that might better meet their needs. Congress has not yet
provided this authority.

RECOMMENDATION NO. 1:

Regquire reinsured companies to provide special servicing to limited resource producers
who were flagged as such during the transfer of CAT policies. This should include
personal contacts by agents to help ensure limited resource producers are made aware of
the benefits of the CAT Program and encouraged to request waivers of administrative
Jees, as applicable. . S e
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EXHIBIT E - RMA RESPONSE TO THE DRAFT REPORT

James R. Ebbitt 3
RMA Response

RMA does not concur. As pointed out above, efforts were made by reinsured companies to
service these individuals. Also, RMA believes the actions to be taken to implement the other
recommendations in this audit, such as conducting outreach programs and monitoring CAT
servicing, address this recommendation as well.

RMA requests management decision be reached on recommendation 1.
RECOMMENDATION 2a:

Focus efforts on improving the CAT Program to identify ways of increasing producer
participation and increasing coverage levels to help ensure producers are protected
against catastrophic crop losses.

RMA Response

RMA concurs with the goal of increasing coverage levels and in increasing use of some form of

risk management tool by these producers. Limited resource farmers have told RMA that
increased coverage would be of value to them. However, RMA does not have sufficient

authority to implement this recommendation.

Section 508(b) of the Federal Crop Insurance Act defines and controls the benefits offered by
CAT policies. Neither the Federal Crop Insurance Corporation nor RMA may provide enhanced
coverage benefits without additional legislative authority.

For this purpose, RMA is supportive of legislative efforts to increase the coverage level of CAT
policies. In addition, RMA has testified before Congress on its belief for needed improvements
to CAT coverage. However, it should be noted that H.R. 2559 as currently drafted does not
provide for any increase in CAT benefits, but rather focuses on improving the quality of buy-up
coverages. USDA has expressed dissatisfaction with H.R. 2559 on this point.

RMA request management decision be reached on recommendation 2a.

RECOMMENDATION 2b:

Evaluate the compensation provided reinsured companies to service CAT Program
policies, including underwriting gains, everall program costs, and benefits.

RMA Response

RMA concurs. We will complete an evaluation within the next 60 days. It is part of the more
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EXHIBIT E - RMA RESPONSE TO THE DRAFT REPORT

James R. Ebbitt 4
in-depth analysis RMA is currently formalizing.

RMA requests management decision be reached on recommendation 2b.
RECOMMENDATION 2c:

Explore other cost effective means of delivering the CAT program, including alternative
delivery systems, in areas not adequately serviced by reinsured companies or their agents
to ensure that all producers have an equal opportunity to participate in the CAT
Program.

RMA Response

RMA concurs. RMA is exploring alternative ways to deliver crop insurance programs to limited
resource farmers. On May 12, 1999, RMA published "General Administrative Regulations;
premium reductions, payment of rebates, dividends, and patronage refunds; and payments to
insured-owned and record-controlling entities" as a proposed rule for comment. This rule was
published for the purposes of allowing cooperatives and other nonprofit organizations to offer.
crop insurance to certain groups. This rule was published with the intent to increase participation
among community-based organizations such as minority and limited-resource farmers.

In addition, RMA may offer a Federal contract for "request for proposals” to deliver crop
insurance programs to certain targeted groups. Requests for proposals may offer compensation
and the full administrative and operating expense reimbursement rate of 24%.

RMA requests management decision be reached on recommendation 2c.
RECOMMENDATION 3a:

Follow up to determine if reinsured companies completed the transfers of the cited 187
policies and resolve any other cases where insurance company records do not show
insureds that were transferred to them.

RMA Response

RMA does not concur. RMA documents show a lotus file of 215 policies missed in the single
delivery transfer were forwarded to the National Crop Insurance Services (NCIS) for distribution
to the assigned companies on July 24, 1998. NCIS transmitted the file to the assigned reinsured
companies on July 24, 1998. The companies were instructed to notify NCIS when they had
completed activities to initiate contact with the policyholders. The Jackson Regional Service
Office issued letters in late July and early August 1998 to each of the 215 policyholders. Those
qualifying for waivers in the past were specifically notified of this, and it was also communicated
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to them that they may continue to qualify for waivers upon being assigned to a reinsured
company. Reinsured companies issued similar letters to their assigned policyholders. All

companies assigned policies as a result of the transfer request issued on July 24, 1998, responded
to NCIS that all producers had been contacted.

RMA request management decision be reached on recommendation 3a.

RECOMMENDATION 3b:

As recommended in our prior audi, increase the monitoring of reinsured company
operations to help ensure that assigned tasks, such as the servicing of the CAT policies,
are accomplished effectively and in accordance with Secretarial directives.

RMA Response

RMA concurs. RMA will set up a process and timetable for monitoring the company’s servicing
of CAT policies.

If there are any questions, please contact Alan Sneeringer on (202) 720-8813 or Tracey Mock on
(202) 690-6020.
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