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The Honorable Richard E. Bell ‘
L T R

ornoraticn LM096860
Department of Agriculture

Dear Mr. Bell:

In our January 10, 1975, report to the Congress (RED-75-320), .
we recommended that the Commodity Credit Corporation (CCC) eliminste - *-
hazard insurance coverage on grain for which it pays storage charoes
and cbtain a commensurate reduction in storage rates. ke pointed
out that, over a 5-year period, CCC collections on insured josses
arounted tc only 32 cents per dollar of premium,

By lett~r dated June 17, 1975, €CC%'s Acting Eretutive Vic?
President sard that the Departusert, althcugn cancuriing with the
facts in the veport, dicigrecd with the recommetdation ag 1L gpplied
to curvent and anticipated future inventory sctivities. Pe said,
however, that the Departrent would evaluaie the new offer-rate
system, which became effective Juiy Y, 1075, afwer 1t haed beor In
operation tur a recasunahle peviod ¢f time, He said thal, 1t
major proqrom chanoes or any industyy changes had ogourr

tine, the Departrent wouid reconsider the aoplic 1
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recommendation, ‘g
Under the offer-rats systeam, individual warehouse operators

of fer rares at vhich they will store and nendle TCC grain, fan

cperater may not charge CCC rates higher than those charged other

customers for the same service, The rates convinue until supor- §§:§f

seded 01 a subsenuent annual renewal date of July 1.

secutive Vice President indicate ' future
oomendation, he ¢ited the following
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assurmption of insurable visve,
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veconsideration of our vee
Fesecvations about CCCE
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Althonah the Actirg
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~-fqaumntien of inzurable vislis unsuld not vield substantiol

saving, in view of current ond anticipated future invenicry N
activities,
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--fHnirating incurance regairerents would bove sintnel effeets
cnLoTicvenn rolls since the ratus offered nyowarehesse

i

opurators would vo competitiva,
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~--Assumption of insurable risks would he contrary to trade
custom and disrupt normal business practices,

--Assumpticn of insurable risks weuld place an adrinistrative
burden on CCC.

CCC's grain inventory is comparatively low--about 77 million
bushels at July 3, 197%--and CCC's assumption of risks on this
volume would rot yield th= savings indicated in our repcrf which
covered a 5-year period vhcn CCC paid stcraoce on an average of 805
million bushels of grain. It would seem advantageous, howevar, for
CCC to arsume risks when its girain inventory is low, regardless of
the extent of foreseeable savinc:, so that a substantial saving can
be obtained--with a minimum impact on the insurance and warehousing
trades--if its inventory should again accumulate to a large volume,

de question the view that, because tha storage rates coffered by
warehouse operators are on a competitive basis, the effsct on the
rates would be minimal if the insurance reguirement were eliminated.
In June 1975 we interviewed operators of 21 grain warehouse entities
in {owa, Kansas, Minnesota, and Nebrasxa. Some of the entities hava
s:orage facilities at several locations.

The warehouse operators readily understood the ideea of CCC's
assuming jts irsurable risks afrer being briefed abou. our recom-
mendation. All of them incicated the feasibility of & reduced
storage rate to CLC if they did rot have to insure CCC grain, The
operators also told us that they definitely would not pay insurance

~

premiums on C'C crain if CLC daid not require insurance protection.

Regarding the ccmpetitive factor on storeqe retes, our inter-
views indicated thet, if CCC should acquire grair through loan
forfeiture in a warenouse that charges a higher rate than other
warehouses in the locality, CCC could not take advantace of the
Tower storage rates hecauss of the impracticability of transferring
the grain. The warchouse cperator in such a case would not be
obligated to re-cffer CCC the lowest rate available lecally. Also,
in seme localitics, warnhouses may charae identica) rates; thus the
competitive facior would be Jacking. :

With reqgard U trade cu
warehouse cperat s saig that CCC's assumntion of its inturabie
rists would presuent ne proclen for them  They questicned (1) who
would ebsovt hasaerc Yooses if onplv a rortion of tre stored arain was
insured and (2} tre applicability of Statc requirs=ents that ware-
houseren must cerry irsurance on all stored grain *¢ retéin a ware-
house license. -owevar, the comren s in cur report on those matters
{pp. 14 and 15} s:tisfied their concerns,

ustoms ard norral busiress practices, the
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Not a cinnle cperator we interviewed scid that CCC's assumption
of riss would bz contrary to usual trage custiars or disrupt normal
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business practices. One operator said that, f CCC assumed its
risks, he would rot have to "worry" about insuring CCC grain.
Another stated that insurance was a separate charge at terminal
elevators operating under the United States Warehouse Act. This
act doas not require insurance on grain except when requested in
writing by the depositor.

With regard to placing an administrative burden un CCC, we
believe, as stated in our report (pp. 13 and 14), that the
elimination of the insurance requirement would present no procedural
problem and that CCC would incur only a nominal expense to inform
warehousemen on the status of warehouse receipts upon maturity of
price-support loans. The operators expressed interest in being
informed about such status. One told us that the infurmation would

be helpful, for example, in planning the use of freight cars.

We believe the principle of risk assumption for CCC is vaiid
and the present time offers an excellent opportunity to adopt a
self-insurance policy. Consequently, we strongly recommend its
adoption at the earliest opportunity,

He are sending copies of this report to the Secretary of the
Treasury; to the Director, Office of Management and Budget; to the
Chairmen, House and Senate Committees on Appropriations end Gevern-
ment Operations; and to other interested congressional committees.
He are also sending copies to the Secretary of Agriculture; to the
Director, Office of Audit, Department of Agriculture; and to the
Executive Vice President and the Acting Controller of the Corporation.

Sincerely yours,

Woring
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Henry Eschwege
Director
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