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This report presents the results of our audit of the Farm Service Agency’s efforts to quantify the
extent of improper payments for the Marketing Assistance Loan, Loan Deficiency Payment, and
Milk Income Loss Contract Programs and implement corrective actions.

Your agency’s response to the draft report, dated May 1, 2007, is included in its entirety as
exhibit A, with excerpts from the response and the Office of Inspector General’s position
incorporated into the relevant sections of the report. Based on the written response, we have
reached management decision on Recommendation 2. Please follow your agency’s internal
procedures in forwarding documentation for final action to the Office of the Chief Financial
Officer.

We have not reached management decision for Recommendation 1. Management decision on
this recommendation can be reached once you have provided us the additional information
outlined in the report section titled OIG Position, following the recommendation.

In accordance with Departmental Regulation 1720-1, please furnish a reply within 60 days
describing the corrective actions taken or planned and the timeframes for completing the
corrective  actions. Please note that the regulation requires a management
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decision to be reached on all recommendations within a maximum of 6 months from report
issuance, and final action to be taken within 1 year of each management decision.

We appreciate the courtesies and cooperation extended to us by your staff.



Executive Summary

Improper Payments: Monitoring the Progress of Corrective Actions for High-Risk
Programs in the Farm Service Agency

Results in Brief This report presents the results of our audit of the Farm Service Agency’s
(FSA) efforts to identify improper payments and implement corrective
actions for its three high-risk programs. In 2001, the Office of Management
and Budget (OMB) designated FSA’s Marketing Assistance Loan (MAL)
Program as high-risk.! FSA officials determined that its Loan Deficiency
Payment (LDP) and Milk Income Loss Contract (MILC) Programs were also
high-risk. Our objectives were to evaluate FSA’s attempts to estimate the
extent of improper payments reported in the fiscal year (FY)
2005 Performance and Accountability Report (PAR). We also assessed the
agency’s attempt to implement corrective action plans.

We found that FSA personnel, through their contractor, did not properly
determine the FY 2004 improper payment estimates for the three high-risk
programs. For instance, the universe for the MILC Program’s statistical
sample did not include all possible payments. Additionally, in all three
programs, not all selected payments were reviewed, statistical calculations
did not account for payment variables, and results were questionable because
of missing or incomplete supporting documents. We attribute these conditions
to FSA officials who did not provide sufficient monitoring of the contractor’s
staff. As a result, agency officials reported an inaccurate and unsupported
improper payment amount of $50.2 million in the FY 2005 PAR.

Although the contractor’s staff originally had developed sufficient definitions
of improper payments for each of FSA’s three high-risk programs, the test for
improper payments was drastically reduced. Instead of adhering to the initial
criteria, the contractor’s staff only reviewed two factors: commodity
quantities and payment rates. The initial criteria were eliminated from the
contractor’s definitions of improper payments because of time constraints;
FSA personnel authorized this limitation in scope to meet the Office of the
Chief Financial Officer’s (OCFO) reporting deadline for the FY 2005 PAR.
As a result, FSA’s estimates did not represent the actual extent of improper
payments in its high-risk programs.

During our audit, we made FSA officials aware of our concerns regarding the
contractor’s performance of the sampling procedure, and the inaccurate
results in the FY 2005 PAR. FSA officials had been apprehensive of the
contractor’s work and determined that internal FSA review staff could better
identify improper payments in the high risk programs. FSA personnel from

* The Commodity Loan Program, subsequently renamed MAL, was identified by OMB in Circular No. A-11 (2001), Section 57, and required to provide
estimates of improper payments with initial budget estimates.
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Recommendations
In Brief

Agency Response

OIG Position

the Operations Review and Analysis Staff (ORAS) had agreed to play a
crucial role in future statistical samplings. In order to provide more accurate
estimates in the FY 2006 PAR, ORAS developed a sampling plan, selected
the sample, and defined specific criteria to test for improper payments in each
high-risk program. Since ORAS performs internal reviews of field office
operations, this branch of FSA has comprehensive knowledge of FSA’s
programs. Consequently, they addressed eligibility requirements that were not
considered in the sample for the FY 2005 PAR.

The initial results from the revisions to the sampling process revealed
considerably higher improper payment rates. The new methodology showed a
FY 2005 rate of 13 percent for the LDP Program; FSA personnel had
reported an improper payment rate of one percent for LDP in FY 2004. Also,
the modifications disclosed a FY 2005 improper payment rate of 22 percent
for the MAL Program while the FY 2004 rate was reported as 0.7 percent.
The review for the 2006 PAR was still in process at the time we completed
our audit work.

It is clear that the flawed methodologies of FSA’s statistical sampling
procedures must continue to be addressed. Although we commend FSA
officials for their attempts to revise the sampling process, agency personnel
should continue improving their efforts to fully assess their improper payment
amounts, and advance agency accountability by reporting accurate estimates
in each annual PAR.

We recommend that FSA officials develop and implement controls to assure
that statistical sampling processes comply with all OMB and OCFO
requirements. These should include using the entire universe, reviewing all
payments selected, accounting for payment variables, and maintaining
documentation to support the results that are reported in the PAR. Also, we
recommend that FSA personnel define the specific criteria and conditions that
could result in improper payments for each high-risk program.

In their response dated May 1, 2007, FSA officials generally agreed with the
findings and recommendations contained in the report. We have included the
entire response as exhibit A of the report and incorporated portions, along
with our position, in the Findings and Recommendations section of the
report.

We agree with FSA officials’ response and have reached management
decision on Recommendation 2. Management decision has not been reached
on Recommendation 1. We can reach management decision when we receive
information on how FSA’s Financial Management Division oversees and
monitors the statistical sampling process currently in use to identify improper
payments.
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Abbreviations Used in This Report

CAP
COTR
FMD
FSA
FY
IPIA
LDP
MAL
MILC
OCFO
OIG
OoMB
ORAS
PAR
PSD
SOW
USDA

Corrective Action Plan

Contracting Officer’s Technical Representative
Financial Management Division

Farm Service Agency

Fiscal Year

Improper Payments Information Act of 2002
Loan Deficiency Payment

Marketing Assistance Loan

Milk Income Loss Contract

Office of the Chief Financial Officer

Office of Inspector General

Office of Management and Budget
Operations Review and Analysis Staff
Performance and Accountability Report
Price Support Division

Statement of Work

United States Department of Agriculture
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Background and Objectives

Background The President’s Management Agenda of 2002 emphasized the need to
identify erroneous payments and establish goals to reduce them for each
Federal program. In November 2002, the President signed Public Law
107-300, the Improper Payments Information Act of 2002 (IP1A), which
expanded prior reporting requirements to include all programs that may have
significant improper payments. Beginning in the fiscal year (FY) 2004
Performance and Accountability Report (PAR), the act requires agencies to
report an annual estimated amount of improper payments, total outlays, and
corrective action plans (CAP) for all programs identified as high-risk. In May
2003, the Office of Management and Budget (OMB) issued specific
regulations which agencies must abide by when estimating and reporting
improper payments, including a provision that agencies base their high-risk
program improper payment estimates on valid statistical samples.’ In
addition, the Office of the Chief Financial Officer (OCFO) has issued
substantial guidance to all United States Department of Agriculture (USDA)
agencies to assist them in implementing the IPIA requirements.

The Farm Service Agency (FSA) personnel contracted with an outside vendor
to perform the statistical sampling required for estimating FY 2004 improper
payments in the Loan Deficiency Payment (LDP), Marketing Assistance
Loan (MAL), and Milk Income Loss Contract (MILC) Programs for the FY
2005 PAR. FSA’s Statement of Work (SOW) detailed the contracting
officials’ tasks and required deliverables for each program. According to the
SOW, the contractor’s work was to be monitored by FSA’s Financial
Management  Division’s (FMD) Contracting  Officer’s  Technical
Representative (COTR).® The COTR’s duties included reviewing required
deliverables, issuing written acceptance or rejection of the deliverables, and
providing written comments specifying deficiencies if the deliverables were
unacceptable. At completion of the work, the contractor issued a report to
FSA for each high-risk program that included the improper payment error
rates. FSA used the error rates to determine the estimated improper payment
amounts for each high-risk program.

Marketing Assistance Loan Program

The MAL Program, originally known as the Commodity Loan Program, was
a result of the Agricultural Adjustment Act of 1933.* The program was
designed to provide producers with interim financing at harvest time. Eligible
producers obtain loans to meet cash flow needs without having to sell their

2 OMB Memorandum M-03-13, dated May 21, 2003.

® FSA’s Financial Management Division (FMD) is responsible for assessing and monitoring IPIA requirements, executing statistical samplings of high-
risk programs, and reporting the results to the OCFO for inclusion in the PAR.

* Public Law 73-10, signed May 12, 1933.
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commodities when market prices are typically at harvest-time lows.
Producers pledge their crops as collateral. Since they have nine months to
repay the loans, they store their crops during that period. Producers are
allowed to store production at harvest time to facilitate more orderly
marketing of commodities throughout the year. At producers’ discretion, they
may either repay the loans, or deliver the pledged collateral to the Federal
Government as full payment for the loan at maturity. In the FY 2005 PAR,
FSA officials reported an estimated FY 2004 MAL Program improper
payment amount of $45 million, which was based on an estimated improper
payment rate of 0.7 percent. The agency reported total outlays of $6.4 billion.

Loan Deficiency Payment Program

FSA’s LDP Program was created in 1985 to boost producers’ incomes when
prices are low. The program is designed to supplement low market prices at
harvest time. Basically, producers receive subsidies to encourage them to sell
their crops. The LDP Program provides payments to producers who are
eligible for the MAL Program, but instead opt to accept a subsidy when
market prices are below the loan rate. Payments are made to producers when
market prices fall below a price set by the Federal Government. In the FY
2005 PAR, FSA officials reported an estimated FY 2004 LDP Program
improper payment amount of $5 million, which was based on an estimated
improper payment rate of 1.0 percent. Total outlays were $453 million.

Milk Income Loss Contract Program

The MILC Program was created under the 2002 Farm Bill. The bill
authorized FSA to provide the Nation’s dairy producers with economic
assistance for market losses. Under the program’s provisions, payments are
issued on a monthly basis to eligible dairy operations. Payments are based on
the quantity of eligible production marketed by producers when the domestic
milk prices fall below a specified level. To be eligible for payments,
producers must provide FSA with evidence of dairy production, such as sales
records and production volumes. In the FY 2005 PAR, FSA officials
disclosed the estimated FY 2004 MILC Program improper payment rate of
0.09 percent. This equated to a total amount of program improper payments
of $200,000, which was based on total outlays in FY 2004 that were
estimated as $245 million.

The combination of FY 2004 outlays for all three programs total $7.1 billion,
which represents 13.3 percent of the total outlays for all of USDA’s high-risk
programs. In the FY 2005 PAR, FSA reported a total improper payment
amount of $50.2 million.
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Objectives The objectives of the audit were to evaluate FSA’s: (1) actions to quantify
the extent of improper payments, and (2) efforts to establish corrective
actions.
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Findings and Recommendations
Section 1. Statistical Sampling Methodology

We found significant flaws in the methodology the contractor’s staff used to
conduct the statistical sample. Specifically, a number of elements did not
comply with OMB requirements and OCFO guidelines. Such elements
included calculations which did not account for payment variables, missing
supporting documentation, and a limited scope. The scope was limited
because FSA officials authorized the contractor’s staff to eliminate
substantial criteria to meet the OCFO reporting deadline. Furthermore, FSA’s
COTR did not provide sufficient monitoring over the contractor’s staff to
ensure that their work adhered to FSA’s SOW. Consequently, the improper
payment estimates which FSA reported in the FY 2005 PAR were
significantly understated.

Finding 1

Statistical Sampling Results Were Not Statistically Valid

FSA personnel did not properly determine the FY 2004 improper payment
estimates for their three high-risk programs. We found that the universe for
the MILC Program’s statistical sample did not include all possible payments.
Additionally, in all three programs, not all selected payments were reviewed,
statistical calculations did not account for payment variables, and results were
questionable because of missing or incomplete supporting documents. We
attribute these conditions to FSA officials who did not provide sufficient
monitoring of the contractor’s staff. As a result, FSA officials reported
inaccurate and unsupported improper payment amounts totaling over
$50 million in the FY 2005 PAR.

OMB requires agencies to utilize a statistically-valid method to estimate
improper payment rates, which must be based upon the gross total of both
over- and underpayments. The estimates should be generated through the
design and selection of a statistically-valid random sample. This sample must
be of a sufficient size to yield an estimate with a 90 percent confidence
interval of plus or minus 2.5 percent. OMB also requires agencies to maintain
documentation supporting the calculation of the annual estimates.®> In
2004, OCFO expanded upon existing OMB requirements. It clarified
reporting procedures for USDA agencies by requiring agencies to use a
template when reporting statistical sampling results. Also, OCFO required
statistical samples to track through each phase of payment processing

® OMB, Memorandum M-03-13, May 21, 2003.
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procedures.® Thus, agencies must adhere to OMB’s requirements as well as
OCFO’s guidance.

Along with the sampling results, the contractor’s staff provided FSA
personnel with all documents they reviewed while determining if improper
payments had been issued. We reviewed the contractor’s determinations to
assess the accuracy of the sampled payments based upon the documents they
had reviewed. This was done by analyzing the work of the contractor’s staff
and evaluating supporting documents such as program applications and
production evidence

We found that the improper payment error rates determined by the contractor
were not statistically valid. In FSA’s attempt to estimate its FY
2004 improper payments, we found that the estimates were invalid for the
following reasons:

Incomplete Universe for MILC Sample

In the MILC Program, the contractor’s staff did not use the entire
universe to design their sample. In our review of MILC Program
sampling documentation, we found that the contractor excluded about
86 percent of the producers. Although the total universe included
approximately 91,000 producers, the contractor limited the selection to
counties with seven or more MILC Program applications. This reduced
the sampling universe to only 14 percent (12,600) of the total number of
producers.

All Selected Transactions Not Reviewed

All transactions the contractor requested from FSA field offices were not
reviewed. For example, in the MILC Program, the contractor’s staff
selected 200 sample transactions, but only reported the results of its
review of 158.” In the LDP Program report, the contractor disclosed
selecting seven transactions from each county office, but did not review
all of them. Instead, for example, the contracting officials only reviewed
one transaction from Caldwell County, Louisiana, and 12 transactions
from Hidalgo County, Texas. The contractor’s staff neglected to explain
these discrepancies in the reports sent to FSA officials. Furthermore, the
contractor’s staff reviewed 17 LDP Program payments that were not
shown on the list of selected sample payments that FSA personnel
provided to us. Additionally, the contractor’s staff did not sample
24 payments on this list.

® USDA, FY 2005 High Risk Plan Guidance, Version 1.0, November 10, 2004.
” One transaction in the MILC Program may include up to four payments.
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Variance in Dollar Amount of Payments Not Considered

The improper payment error rates FSA personnel reported in the FY
2005 PAR represent the entire payments instead of the proportion of
actual dollar amounts that were improper. This occurred because the
contractor’s staff used the total number of improper payments found
during their sampling of each program’s payments and the total number
of sampled payment transactions tested to calculate the error rate
percentage for each program. (FSA personnel then multiplied this
percentage by the total program outlays to identify estimated improper
payment amounts for each high-risk program.) However, the value of the
improper payments identified should have been divided by the total
value of the sampled payments tested. By using the total number of
payment transactions to calculate the error rate, rather than the value of
actual improper payments, the contractor’s results assumed that all
transactions were monetarily equal, and the entire payments were
improper. Since the contractor did not include the actual value of each
sampled payment in its reports or in the supporting documentation, we
were unable to apply the correct methodology and calculate an accurate
error rate.

Since over- and underpayments are made occasionally in all programs,
only a fraction of payments may be improper. For example, a producer
could receive a $100 payment, but could have been eligible for only $80.
In this case, the value of the improper payment should be $20, and not
the entire payment of $100. Underpayments would also require the
contracting officials to make similar adjustments. We found that the
contractor incorrectly assumed that the amount of every improper
payment was equal to the total dollar amount issued; however, only a
part of the payment could be improper.

Missing and Incomplete Supporting Documents

In order to evaluate the contractor’s determination of improper
payments, we judgmentally selected 36 of 130 LDP Program payments
and 15 of 146 MAL Program payments. In addition, we randomly
selected 64 of 158 MILC Program payments. We reviewed 115 of the
434 payments sampled by the contractor’s staff. The contractor
submitted to FSA personnel all documentation it had obtained from FSA
field offices. The contractor’s conclusions regarding the validity of
sampled payments were based upon these documents. We analyzed the
documentation to determine if the contractor’s staff had sufficient
support for their conclusions.

Although the contractor had identified only 4 improper payments in all
3 programs, we discovered 52 additional payments which were
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questionable. Supporting documentation for these payments either did
not exist, or was incomplete; therefore, the validity of these payments
could not have been determined correctly.

We could not locate any supporting documentation for 20 sampled
transactions in the LDP and MAL Programs. The contractor reported that
only one of the 130 sampled payments was improper for LDP. We
evaluated 36 of the 130 to determine if the contractor’s conclusions were
valid but could not locate any support for 14 of them. In addition, when
we evaluated the 15 MAL Program payments, 6 payments, which the
contractor’s staff determined to be proper, lacked supporting
documentation.

In summary, we found incomplete supporting documentation in all three
high-risk programs. For example, the contractor determined that an LDP
Program payment was valid, but we could not locate a request date on
the application in the contractor’s supporting documents. An LDP
Program request date is an important component of the application, as it
is needed to determine the rate per commodity unit to which the producer
is entitled. FSA’s Price Support Division (PSD) officials agreed that
without the LDP Program request date, the rate could not be
determined.®

FSA officials should have monitored the contractor’s adherence to the SOW,
which required the contractor’s staff to present specific deliverables to FSA,
develop a review plan, and determine specific documents to be reviewed.
FSA officials wrote the SOW, which stated that FMD’s COTR was to
monitor the contractor. The SOW also required the contractor to design and
select a statistical sample based on OMB’s formula and OCFQO’s guidance,
review payments selected for the sample, document the results, and deliver
them to the COTR for approval. Since some of the deliverables were
questionable, the COTR should have provided the contractor with written
comments that identified the deficiencies. The agency had the right to reject
and require corrections of any deficient deliverables; however, this was not
done because FSA officials did not review all deliverables.

When we interviewed the COTR, he could not explain why the contractor’s
sampling was not statistically valid. The COTR informed us that he
monitored the contractor, which included scheduling regular meetings with
the contractor’s officials, reviewing all deliverables, and resolving problems
related to obtaining information. He arranged a meeting for us with the
contractor’s officials, but they could not provide any other information that
would help explain the sampling results. When we asked them to explain
their sampling methodology, they could not provide a reasonable explanation.

® The Price Support Division (PSD) is the branch of FSA which is responsible for loan servicing and compliance with commodity loan program

provisions.
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Recommendation 1

Agency Response

Instead, they told us that they had provided all related documentation to FSA
in order to support their conclusions and the statistical data included in their
reports.

During the audit, we informed FSA officials of our concerns about the
contractor’s performance regarding the FY 2005 sampling of FY
2004 payments. FSA officials had recognized deficiencies with the sampling
performed in FY 2005, and had requested that its Operations Review and
Analysis Staff (ORAS) perform the sampling. ORAS contracted with a
different statistician to develop a sampling plan, select the sample, and
provide FY 2005 estimates for reporting in the FY 2006 PAR.? We commend
FMD for revising its statistical sampling process to improve the accuracy of
improper payments for the LDP and MAL Programs in the FY 2006 PAR.™
However, since the FY 2006 sampling process was ongoing at the time of our
audit, we could not evaluate the results.

Due to the numerous deficiencies we found in the contractor’s statistical
sampling of the LDP, MAL, and MILC Programs, we conclude that FSA’s
FY 2005 PAR did not provide an accurate estimate of improper payments.
Although recent improvements have been made to the statistical sampling
process, including ORAS performing the sampling and considering producer
eligibility criteria in the reviews, we recommend that additional management
controls be implemented.

Develop and implement controls to help assure that statistical sampling
processes comply with all OMB and OCFO requirements. Sufficient
monitoring is required to ensure that ORAS personnel and its statistician
sample the entire universe, review all payments selected, account for payment
variables, and maintain documentation to support the results reported in the
PAR.

FSA officials generally agreed with the recommendation. The officials stated
that FSA developed and tailored a statistical sampling process for each
program detailed in its Measurement Plans submitted to USDA’s Office of
the Chief Financial Officer. FSA’s ORAS is performing the sampling process
and employed a professional statistician to design the sampling approach,
define the sample size, and identify the sample items. Testing is currently
being performed by the ORAS County Office Review Program staff in FSA
field offices and the results will be summarized and submitted to the
statistician, who will determine the improper payment error rate.

° ORAS performs internal reviews of field office operations and staff, and therefore has a comprehensive knowledge of FSA’s programs. It is a branch of
FSA’s Office of Business and Program Integration. ORAS ensures compliance with policies and procedures by identifying issues raised by internal and

external reviews, and audits.

0 The MILC Program was not included in the FY 2006 sample because it was scheduled to expire. The program was terminated at the end of FY 2004,
then subsequently re-authorized. However, outlays were estimated at only $9 million for FY 2005.
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OIG Position

The FSA response includes information regarding the sampling process,
items being tested to identify improper payments, etc., for each of the high-
risk programs by ORAS to ensure OMB sampling requirements are met. The
information was provided to OCFO on February 14, 2007. We can reach
management decision when FSA officials advise us of the procedures
followed by FMD to oversee and monitor ORAS to ensure the process
utilized complies with OMB and OCFO requirements. This was evidenced,
only in part, in attachment 11 of the FSA response that documented the
December 6, 2007, meeting between FMD, ORAS, and OCFO to establish a
definition of improper payments for FSA high-risk programs.

Finding 2

Improper Payment Reviews Limited

Although the contractor’s staff originally developed sufficient definitions of
improper payments for each of FSA’s three high-risk programs, the criteria
used to determine if sampled payments were improper was drastically
reduced. Instead of addressing both producer and crop eligibility
requirements, which were elements of the initial criteria, the contractor’s staff
only reviewed two factors: commodity quantities and payment rates. The
initial criteria was eliminated from the contractor’s definitions of improper
payments because of time constraints; FSA personnel authorized this
limitation in scope to meet the OCFO submission deadline for the FY
2005 PAR. As a result, FSA’s 2004 estimates did not represent the actual
extent of improper payments in its high-risk programs reported in the FY
2005 PAR.

The IPIA defines improper payments as those that should not have been made
or that were made in an incorrect amount under statutory, contractual,
administrative, or other legally-applicable requirements. The definition
includes any payments made to ineligible recipients or for ineligible services.
Since administration procedures vary significantly in each program, tests for
improper payments must be tailored to address specific conditions and
criteria. Furthermore, OCFO guidance informs agencies to explain how the
statistical sample will test for improper payments. This explanation should
include specific definitions of improper payments for evaluators to use in
their determinations.*

To determine if FSA personnel had reported improper payment estimates
correctly, we analyzed the contractor’s work to assess the adequacy of the
improper payment definitions. We found two sets of definitions: those
developed by the contractor’s staff prior to the sampling, and those that were
used during the sampling process to meet OCFO’s reporting deadline.

1 OCFO, “USDA FY 2005 High Risk Plan Guidance,” Version 1.0, November 10, 2004.
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Although the contractor’s staff originally identified up to nine different
factors to be reviewed in their tests for improper payments, only two
requirements were actually considered: the determination of the payment rate
and evidence of commodity quantities. We interviewed FSA officials from
FMD and PSD to determine if they had provided assistance to the
contractor’s staff in their efforts to establish quantitative and measurable
criteria for improper payments in each program. The officials informed us
that they had assisted the contractor’s staff.

Eligibility Criteria Reduced

When FSA officials prepared the SOW, they required the contractor’s
personnel, who were unfamiliar with FSA’s numerous eligibility
requirements for each program, to specifically define improper
payments. Although the contractor developed adequate definitions to test
for improper payments in each of FSA’s three high-risk programs, these
were not the definitions the contractor’s staff actually used in their
evaluations.

The initial definitions were reduced to only address commodity
quantities and payment rates. Commodity quantities were assessed by
reviewing forms to verify production evidence. When reviewing
documents in the MAL Program, the contractor’s staff evaluated loan
payment rates to ensure that they were applied to the correct commodity,
county, and crop year. If either of the two basic requirements were
missing or unsupported, the payments would be considered improper.
The COTR told us he granted the contractor permission to eliminate the
eligibility requirements from its sampling criteria due to time constraints.
However, this action severely limited the criteria used by the contractor’s
staff, and led to an inaccurate assessment of improper payments.

The original improper payment definitions were sufficient because they
addressed both producer and crop eligibility requirements. For example,
in the MAL Program, the contractor’s initial definition addressed nine
requirements that had to be reviewed to test for improper payments. The
LDP Program definition addressed elements such as payments to
ineligible persons, payments in the wrong amount, and payments for
ineligible services.

If these basic definitions had been used, the contractor’s staff could have
sufficiently reviewed the selected transactions to determine if they met
the predetermined requirements. However, the contractor’s staff
documented in the MAL Program report that “after review of program
documents and further discussion with FSA key personnel, the test for
improper payments was reduced to only two essential requirements.”
Similar decisions were made involving the LDP and MILC Programs.
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A consequence of the limitations was that various eligibility
requirements were not considered while making improper payment
determinations. For example, in the MAL Program, the contractor’s staff
originally established that acreage reports had to be reviewed to
determine program eligibility. However, after the definition was limited,
compliance with this significant requirement was not considered.
According to FSA handbooks, personnel must collect acreage data to
determine if producers are eligible for loans and subsidies.'? Since the
contractors neglected to ensure that all producers met this criterion, a
number of ineligible payments could have been overlooked.

This limited scope led to an incomplete review of many key conditions
which constitute improper payments. Also, this limitation in the scope of
the sample was not disclosed in the PAR to inform the reader and
provide consistency with other reported USDA improper payments.
Beyond this, the limited scope compromised the development of an
effective corrective action plan (CAP) to reduce improper payments.

Since FSA personnel authorized the contractor’s staff to reduce the
criteria in their evaluation of improper payments, FSA personnel could
not identify any causes beyond their limited review of payment rates and
production evidence. OCFO guidance calls for USDA agencies to take
substantial steps to reduce future improper payments, which should
include corrective actions that address specific causes identified in the
latest statistical sample.”> However, the actions reported in the CAP
were not adequate to ensure significant reductions in future improper
payments because the specific causes of improper payments had not been
identified.

Sampling Process Revisions

During our audit, FMD personnel revised their sampling process for FY
2006. When FMD requested that ORAS perform the FY 2006 sampling,
ORAS agreed to perform such a function. At that point, FSA officials
from FMD, ORAS, and PSD established the requirements that would be
used in the FY 2006 PAR.

The revised sampling process addressed eligibility requirements that
were not considered in the previous sampling effort, reported in the FY
2005 PAR. We commend FSA personnel of FMD, ORAS, and PSD for
their attempts to agree upon revised improper payment criteria for each
of FSA’s high-risk programs. However, as a result of our interviews with
the PSD director and staff, they agreed that, considering the many
eligibility requirements for FSA’s high-risk programs, the requirements

2 FSA Handbook 8-LP (Rev. 1) Amendment 8, pg. 1.
3 USDA FY 2005 Corrective Action Plan Guidance, Version 1.1, February 9, 2005.
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Recommendation 2

Agency Response

OIG Position

that impact improper payments need to be better defined. The officials
admitted that they should focus more on developing additional precise
conditions that might cause improper payments.

In preparation for the FY 2006 PAR, FSA officials designated four
additional high-risk programs.** Although these programs and the timing
of the sampling were beyond the scope of our review, specific improper
payment criteria should be defined for each.

We conclude that all pertinent aspects of each program must be reviewed to
provide accurate improper payment estimates in the PAR and to identify their
causes. Precise estimates are vital for determining the actual extent of
improper payments. Determinations of their causes are vital for developing
effective corrective actions. Furthermore, accurate estimates enable the
President and Congress to monitor agencies’ attempts to reduce improper
payments. This objective continues to be a major priority for Congress, and a
primary focus of the President’s Management Agenda. Improper payment
definitions which neglect to factor in all pertinent eligibility criteria make it
difficult to fulfill the objectives of the IPIA.

Develop and implement definitions of the specific criteria and conditions that
could result in improper payments for each high-risk program. The
definitions should be adhered to during the annual improper payment
sampling process.

FSA officials agreed with the recommendation. Their response included test
items, specific to each high risk program, that are currently being reviewed in
FSA field offices on the sampled payments to identify whether they were
improper. This information was provided to OCFO on February 14, 2007.
FSA officials also developed a definition of improper payments, agreed on
December 6, 2005, to be provided to OCFO for concurrence.

For final action, FSA should provide OCFO with confirmation that the
definition has received concurrence.

 The four additional high-risk programs are the (1) Direct and Counter-cyclical Payment Program; (2) Conservation Reserve Program; (3) Disaster
Programs; and (4) Noninsured Assistance Programs.

USDA/OIG-AUDIT/03601-0014-Ch Page 12



Scope and Methodology

We conducted our audit of FSA’s three high-risk programs: the MAL
Program, the LDP Program, and the MILC Program. We performed audit
work at the FSA national offices in Washington, DC; and Alexandria,
Virginia. We conducted our audit with the assistance of the Office of
Inspector General’s (OIG) statistician.

Because the sampling for the FY 2005 PAR had to be completed before the
end of the fiscal year, FSA sampled FY 2004 outlays. We judgmentally
selected 36 LDP and 15 MAL Program payments for review. We randomly
selected and reviewed 64 of the 434 FY 2004 MILC Program payments
sampled by FSA’s contractor. For the three high-risk programs, FSA
officials reported $50.2 million in improper payments on FY 2004 outlays
totaling $7.1 billion in the FY 2005 PAR.

We conducted our fieldwork from March through October 2006. The audit
was performed in accordance with Government Auditing Standards.

To accomplish our audit objectives, we performed the following procedures:

e Reviewed applicable laws, regulations, and guidance concerning the IPIA
and the MAL, LDP, and MILC Programs.

e Interviewed appropriate FMD, ORAS, and PSD officials.

e Reviewed FSA’s policies, procedures, and management controls for the
MAL, LDP, and MILC Programs regarding their process for estimating
FY 2004 improper payments to be reported in the FY 2005 PAR.

e Reviewed FSA’s FY 2005 statistical sampling plan and documentation
used to support the statistical sampling, which included the improper
payment error rate, and estimated value of improper payments.

e Reviewed each program’s corrective action plans for the improper
payments.

USDA/OIG-AUDIT/03601-0014-Ch Page 13



Exhibit A — Agency Response

Exhibit A — Page 1 of 93

USDA
2oL

United States
Department of
Agriculture

Farm and Foreign
Agricultural
Services

Farm Service
Agency MY 3 20

Operations Review
and Analysis Staf{

Audits,
Investigations and
2‘:3;;;";2:;’;’” TO: Director, Farm and Foreign Agriculture Division

Office of Inspector General

1400

Independence .

g::nggkgw FROM: Philip Sharp, Chief

Wa‘;m,,gwn, ne ) Audits, Investigations, and State and Céunty Review Branch
20250-0540

SUBJECT: Response to Request for Information: 03601-14-CH, Monitoring the
Progress of Corrective Actions for High-Risk Programs in the Farm
Service Agency (FSA)

Attached is a copy of a memorandum and documentation of actions taken in response to
the Official Draft of the subject audit from the Farm Service Agency's Chief Financial
Officer.

Please address any questions to Karren Fava 720-6152.

Attachments

USDA s an Equal Opportunity Employer
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United States

Department of M ﬁ:{ (}1 280?

Agricuitura

Fanm and Foreign TO: T.. Mike McCanr'J o

Agriculturat Director, Operations, Review and Analysis Staff
Services Office of Business and P‘x\ogram Integration

Farm Service . '
Agency FROM: f&_ Dennis J. Taitano A M 0\/\1

1400 Independence Chief Financial Officer

Ave, SW " .
Stop 0501 Farm Service Agency

Washington. DC
20250-0501 o . .
SUBJECT: Improper Payments: Monitoring the Progress of Corrective Actions for

High-Risk Programs in the Farm Service Agency (FSA)

FSA is providing supporting documentation for the recommendations within the subject
line item and requests closure.

Recommendation 1: Develop and implement controls to help assure that statistical
sampling processes comply with all the Office of Management aud Budget (OMB)
and the Office of the Chief Financial Officer (OCFO) requirements. Sufficient
monitoring is required to ensure that the Operations, Review and Analysis Staff
(ORAS) personnel and its statistician sample the entire universe, review all
payments selected, account for payment variables, and maintain documentation to
support the results reported in the Performance and Accountability Report.

CCC Response: Attachments 1-7 contain the supporting documentation for each high-
risk program to substantiate the development and implementation of controls to assure
that the statistical sampling process complies with all of the OMB and OCFO
requirements to include sufficient monitoring and oversight of the improved process. A
statistical sampling process, payment life cycle, program checklist, and test items for the
statistical sample have been developed and tailored for each program in Measurement
Plans and were submitted to OCFO on February 14;2007. A High Risk Program Project
Plan {Attachment 8) was submitted to OCFO on January 31, 2007. This plan provides
OCFO with the deliverables and milestone dates to complete the sampling and corrective
action plans for the fiscal year (FY) 2007 Review Cycle,

Testing is being conducted using statistically sound samples drawn from the total
population of program payments for each program being tested. A professional
statistician under contract to FSA is being used to design the sampling approach, define
the sample size and identify the sample items. Sample sizes are be chosen to achieve a
9S percent confidence level.

USDA i an Equal Oppartunity Employer
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T. Mike McCann
Page 2

Once ihe universe of program payments is determined for the target FY, a stratified
two-stage sampling approach will be used. Agency program delivery organizations
{county offices) will be selected in the first stage and individual payments made or
contracts reviewed by those organizations will be selected in the second stage.

That sample list of individual contracts or payments will be provided to the members

of the County Office Review Program (CORP) staff covering the respective States. The
CORP staff will visit each of the county offices shown on the list and review the
individual contracts or payments identified in the statistically sound sample, The CORP
reviewers will use a list of program division provided criteria that will be drawn from
legal and program administrative guidance. Findings of non-adherence to the criteria
related to the individual contracts or payments in the sample will identify improper
payments made. The results of that review will be summarized and submitted 1o the
CORP National office staff to be analyzed by the contractor statistician. That contractor
will determine the rate of improper payments based on the data provided by the CORP
staff that visited the county offices and who conducted the reviews of the documents
selected.

In addition, Attachment 9 is an e-mail from the Office of the Inspector General,

Richard Peck, to OCFQ, Dale Theurer, stating, “We are now visiting county offices and
checking on the payments the CORP reviewed to determine if we agree with their
determination (of proper or not) and will be reviewing what ORAS is doing with the
results. Ibelieve our statistician has no serious problems with the FSA sampling designs
used to select payments for review from the seven programs.”

Recommendation 2: Develop and implement definitions of the specific criteria and
conditions that could result in improper payments for each high-risk program. The
definitions should be adhered to during the annwal improper payment sampling
process.

CCC Response: Attachment 10 is an e-mail from the Office of the General Counsel
providing a more defined definition of an improper payment for FSA.

Attachment 11 contains FSA’s improper paviment definition along with correspondence
memoranda from FSA’s Administrator Lasseter to State Executive Directors providing
improper payment guidance.

FSA has documented and implemented the new processes for the improper payment
initiative and requests closure for Recommendations 1 and 2.

USDA/OIG-AUDIT/03601-0014-Ch Page 3
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T. Mike McCann
Page 3

If you have any comments or questions, please contact Elizabeth Russell, Audit Liaison,
Financial Management Division at 703-305-1283.

Attachments

USDA/OIG-AUDIT/03601-0014-Ch Page 4
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AUALHMENT L

Measurement Plan

AGENCY: Commodity Credit Corporatien
PROGRAM: Noninsured Assistance Program
Fiscal Year: 2007

1. Plan for a valid annual improper payment amount,
a. Statistical Sample
b. Who will perform work: Operations Review and Analysis Staff, Farm Service Agency
¢. Start Date: February 5, 20067
d. Estimated Completion Date: Aungust 17, 2007

2. Corrective action plans to be used in FY 2007 PMA/PAR reporting. (Due to
OCFO by 5/25/07)
a. Date Corrective Action Plan will be provided: September 17, 2007.

Date Improper payment amount will be provided: September 17, 2007.

Date Improper payment rate will be provided: September 17, 2007

Date Future reduction targets that decrease over time will be provided:

September 17, 2007.

Ao o

3. Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.
(Instructions: Define the payment lifecycle from USDA to the ending program customer. Describe the steps that
will be taken in your statistical sample to track payments through each phase).

Statistical Sample Process: .

Reviews of program payment activities with respect to the Improper Payment Information Act
are conducted by the Farm Service Agency’s (FSA) County Office Review Program (CORP)
under the direction of the Operations Review and Analysis Staff (ORAS).

Testing is conducted using statistically sound samples drawn from the total population of
program payments for each program being tested. A professional statistician under contract to
FSA is used to design the sampling approach, define the sample size and identify the sample
items, Sample size is chosen to achieve a 95 percent confidence level.

Once the universe of the program is determined for the target fiscal year, a stratified two-stage
sampling approach is used. Agency program delivery organizations (county offices) are
selected in the first stage and individual payments made or contracts reviewed by those
organizations are selected in the second stage.

That sample list of individual contracts or payments is provided to the members of the CORP
staff covering the respective States. The CORP staff visits each of the county offices shown on
the list and reviews the individual contracts or payments identified in the statistically sound
sample. The CORP reviewers use a list of program division provided criteria that is drawn
from legal and program administrative guidance. Findings of non-adherence to the criteria
related to the individual contracts or payments in the sample will ideatify improper payments
made. The results of that review are summarized and submitted to the CORP national office

February 14, 2007 FINAL Page 1010
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Noninsured Assistance Program
Fiscal Year: 2007

staff to be analyzed by the contractor statistician. That contractor determines the rate of
improper payments based on the data provided by the CORP staff that visited the county
offices and completed the actual reviews of documents.

Payment Lifecycle:

Step 1: NAP Application for Coverage (CCC-471);

Eligible producers must file CCC-471, Noninsured Assistance Program Application, in the
Farm Service Agency (FSA) administrative office serving the county or counties where their
acreage is located no later than the application closing date established by the State.

Step 2: Review of CCC-471:
County offices review and determine the acceptability of each CCC-471. The review shall
ensure that:

The application is filed by the application closing date.
The completeness of the application.

The eligibility of the producer.

An accurate description and the eligibility of the crop.
The proper determination of service fees.

]

® o ¢

If the CCC-471 is determined acceptable, the CED or any permanent County Office employee
signs the CCC-471.

Step 3: Supporting Documentation is Reviewed:

e Acreage Report: Eligible producers must file a FSA-578 Report of Acreage to identify
the location of the crop, type, intended use, planting period, and acreage of the crop grown.
The acreage must be reported by the earlier of the acreage reporting date as publicized in
2-CP (Rev. 15) or 15 days before the onset of harvest.

* Production Yield Report CCC-452: Eligible producers must certify current year
production by the subsequent year’s acreage reporting date. This production along with the
filed acreage report enables the county office to calculate the individual producer’s
approved yield for the crop for which they request coverage. The producer’s approved
vield is the basis for determining the producer’s expected production in the year of loss,
The certified production provided by the producer is subject to spot check.

o Notice of Loss: Once it has been determined that the Application for Coverage has been

filed on time, producers are able to submit CCC-576, Part B, Notice of Loss if a loss has
occurred. The COC, or CED if delegated authority exists, shall review each CCC-576,

February 14,2007 FINAL Pagelof 10
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Noninsured Assistance Program
Fiscal Year: 2007

Part B, Notice of Loss, according to procedure in Handbook 1-NAP (Rev. 1), paragraph
401 D. The COC must:

+ Review CCC-576, Part B.

¢ Complete CCC-576, Part C.

«  Document all findings.

* Approve/disapprove, Part B, Notice of Loss, according to 1-NAP (Rev. 1), paragraph
401 F.

» COC or CED shall schedule a field visit according to provisions outlined in Handbook
1-NAP (Rev. 1), paragraph 401 E. '

Step 4: Application for Payment:
An application for NAP payment can be filed on CCC-576, Parts D through G according to

~ 1-NAP (Rev. 1), paragraph 502 with the County Office where the units are administered, The
COC or delegated representative approves/disapproves the application for payment based on
criteria in 1-NAP {Rev. 1), paragraph 502. ‘

Step 5: Compliance Reviews: :

Compliance reviews for NAP are required to ensure the accuracy of the information provided
by producers. These reviews consist of approved vields which are based on certified
production records and acreage reports, Reviews will be either required or random according
to 1-NAP (Rev. 1), paragraph 600.

Step 6: Determining Payment Eligibility:

For NAP, the producer is required to meet provisions for; conservation compliance, AD-1026,
controlled substance, person determination, NAP adjusted gross income, and NAP
Non-Compliance, Fraud, including FCIC.

The payment software reads the producer’s eligibility file each time a payment is issued to
ensure all eligibility requirements have been submitted by the producer and recorded in the
system before a payment can be issued. If the producer or member is ineligible to be paid, the
individual or entity will be listed on the nonpayment register with the applicable message.

NAP payments are subject to $100,000 per “person” per crop year payment limitation. The
payment limitation file identifies the amount of the payment limitation exceeded because it
monitors the amount of any payment made to a producer in any county office and if a payment
is made to the producer as a member of a separate entity.

Eligibility certifications and determinations must be updated in the automated system before

the producer or member can be paid. Eligibility information is updated by the County Office
which should accurately reflect COC determinations.

February 14, 2007 FINAL Page 3 0f 10
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Noninsured Assistance Program
Fiscal Year: 2007

Amendment 32 of 1-NAP (Rev. 1), paragraph 11 provides procedure which now requires
county offices to complete a CCC-770 NAP Program Checklist (Attachment A) prior to issuing
a NAP payment. This checklist is required when an application for payment has been filed and
is applicable for each producer, by crop year, unit, and pay group. This checklist is a tool to
ensure all eligibility requirements and actions have been properly documented prior to issuing

payment.

Step 7: Pavment Caleulation:
Once all other eligibility requirements have been satisfied, a payment is calculated based on
any of the following:

» Loss of production in excess of 50 percent of the producer’s expected production.

« For crop acreage intended to be grazed, the loss of AUD in excess of 50 percent of the
producer’s expected AUD determined on the basis of acreage, carrying capacity and
grazing period.

» For Value loss crops, the loss of value in excess of 30 percent of the total value.

In addition, a prevented planting payment may be made for the acreage the producer is
prevented from planting because of natural disaster,

The NAP payment amounts are caleulated in the System 36 automated software for each
producer that applies for NAP benefits. County Offices are not required to manually calculate
payments. However, it is recommended that at least some of the payments are verified before
payments are issued.

NAP has 3 payment calculations. One for each of the following types of production:

* Yield-Based Crops (See 1-NAP {Rev. 1), paragraph 1280 for caleulation).
o Value Loss Crops (See 1-NAP (Rev. 1), paragraph 1281 for calculation).
» Grazing Crops (See 1-NAP (Rev. 1), paragraph 1282 for calculation).

The NAP payment software validates that there is an approved CCC-576, Application for
Payment, on file for the producer. On the CCC-576 the producer certifies the crop acreage
planted, production harvested, and use of land. The payment software reads this file every
time a payment is made to ensure the data reported has been filed.

The earned payment is then provided to the accounting system for issuance or for set-off if the
producer has a receivable or claim.

Note: The counties are instructed to run the overpayment process prior to processing payment
to ensure that receivables are set up timely to allow for off-set to occar from future payments.

February 14, 2007 FINAL Page 4 of 18
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Noninsured Assistance Program
Fiscal Year: 2007

4. Causes of improper payments:
a. List of currently known causes of improper payments specific to the program:

» A manual payment is issued outside of the automated software. Cause is related to
CRP Statistical Sample test questions 16 and 22 through 24,

¢ A payment is made based on inaccurate or fraudulent data provided by producer.
Cause is related to NAP Statistical Sample Test questions 4, 8 through 12, 15 - 16,
18, 20 through 22, and 26.

* An eligible producer is not paid because of fraud, scheme, or device by local office.
Cause is related to Statistical Sample Test questions 4, 8, 9 through 13, 15 through
18, 19 through 22, and 26 - 27.

o The producer’s data is incorrectly recorded in the program software causing an over
or under payment. Cause is related to Statistical Sample Test questions 1, 4, 5, 7
through 13, 15 — 16, 18 through 22, and 26.

e The “person” determinations were not accurately made when the Farm Operating
Plan for Payment Eligibility Review (CCC-502) was submitied for the program
year. Qther eligibility requiring a determination was not properly made. Cause is
refated to NAP Statistical Sample Test questions 9 through 12.

e A payment is made to a delinquent Federal debtor. Not offset for outstanding non-
FSA federal debt. Cause is related to NAP Statistical Sample Test questions 9
through 12.

b, Date causes of improper payments identified by statistical sampling will be reported:
September 17. 2007.

5. Attachment. (Instruction: Attach the Program Statistical Sample Analysis Document).
Attachment B shows the Statistical Sample Data Collection Questions that will be used during
the statistical sampling process.

February 14, 2007 FINAL Page S of 10
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Attachment A

CCC-770 NAP

1. Producer Name

2. 1D Number (Las! 4 Digits}

USDA

(12-21-08}
3. State Name 4. County Office Name

NONINSURED CROP DISASTER q
5. Crop Y A, Unit . P i3
ASSISTANCE PROGRAM CHECKLIST fop Year s | 68 Pay Growpts) |
" N Handbook or Other " Date
Office Staff Actions: References i YES J NO l initials Completed

Appiication for Coverage

N . 3-PL,
- o eted? g
7. Has the CCC-770 Eligibitity Checklist been completed? paragraph 3
8. Was the fee timely paid, or waived because of limited resource 1-8AP,
producer nules? peragrapiy 23
9. Has proper signature authority baen obtained and the application been
signed by the producer {unless continuous coverage) and a CCC 1-CM, Part 25
Regresentative?
10. Has documentstion been filed demonstrating control of land (Deeds, 1-NAF,
Leases, Grazing Pemits, elc.)? paragraph 2%
11. Has the CCC-257 Schedule of Deposit aumber been enterad on the 1-NAP,
paragraphs 23 and 24

CCC-471 NAP Application for Coverage {if 2pplicable)?

Notice of Loss

12, Has automated FSA-578 Crop Report been timely filed and signed by
producer for the unit including acreage of the eligible crop?

1-NAP,
paragraph 151,
2-CP, Section 7

13. Doas the CCC-576 Notice of Loss, Part B, contain sufficient

information relating {o the loss, and has i§ been timely filed including P-NAF, 461
date stamp? paragreph
14. Hes the COC action been recorded on CCC-576 Notice of Loss, 1-NAP,
Part C, and in the automated system and COC minutes? peragraph 401
Production
15, Have appropriate production records been timely submitted, signed
by producer AND date starnped by the County Office?
16. Has a CCC-576-1 Appraisal/Production Report for NAP heen 1NAP
completed for unharvested crops? paragraphs 322‘ 425,
17. Has an appraisal been compleied if the producer hand harvested gf;b‘ﬁz

crops (if applicable)?

18. Have inventory records been supplied for value loss crops {if
applicable)? -

Application for Payment

19. Has the aulomated CCC-576 Part G Certification and Application for T-NAP,
Payment been signed by the producer with proper signaiure paragraph 802,
authority? Exhibit 43
20, s CCC-576 Part G Certification and Application for payment signed pa m;.gg:(so.?
3 s ve? '
by Loss Adjuster or FSA Representative? Exiibit 43
21, Has COC action been recorded on CCC-576 Part H of the Application ara raﬁ:\smspén g 401 B
for Payment, entered In system, and recarded in COC minutes? parag E’; hibit 43 ‘

February 14, 2007

FINAL

Page 6 0f 10

USDA/OIG-AUDIT/03601-0014-Ch

Page 10



Exhibit A — Agency Response

Exhibit A- Page 11 of 93

Attachment A

Y
22, Has the correct payment data been entered in to the automated P 8;225}] P
R revi 1 f is i ? . '
system and reviewed by second party before payment is issued Exhibit 43
The (LS. Dopaniment of Agricul {USDA) prohibits discrimination in all ils programs and aclivilies an the basis of race. colos, nalional origin. age, disabilily, ant! where

applicable, sex, marial slatus, familial status, parenta! stalus, religion, sexus! orientation, genetic informalion, political beliels, reprisat, or because aif or part of an madua’s
income is defived from any public assistance program. (Not ail prohitited bases apply lo alf programs.) Persons with disabilities who require aitesnalive means for
communication of program information (Braille, large print, audiotape, etc.} should contact USDA's TARGET Center at (208) 720-2600 jwoice and TOG), To file a compiaint of
discrimination, wedle to USDA, Direcior, ONfice of Civil Righls, 1400 independence Avenue, SW., Washinglon, D.C. 20250-9410, or cali (800} 795-3272 {volcej or (202} 7206382

{TDD}. USDA is an equal opporiuniy provider and empioyer.

CCC-770 NAP (12.21.06) Page 2

Certification
23. I the undersigned, certify the above items have been verified or updated accordingly.
23A. Signature of Preparer Date 23B. Signature of Preparer Date
23C, Signature of Preparer Date 230. Signature of Freparer Date
24. 1 concur/do not concur the above items have been verified and updated according: [T congur
3 Do Not Conour
24A, CED Signaturs for Spotcheck 24B. Date
25, I concurfio not concur the above items have been verified and updated according: {7 concur
[0 Do Not Cencur
28A. DD Signature for Spotcheck 258, Dale
February 14, 2007 FINAL Page 7of 10
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Attachment B

Test | Testltem Description and Answer Codes
ltem
1 CCC-471 is on file for applicable crop.
1 1 Yes,
» 5 TNo, - - T
9 | Yes. CCC-471 found rnsmed or producer copy was obtamed
2 Payee or payee’s representative (authorized or not) signed CCC-471.
1 | Yes. The signature was not missing at the fime of payment,
* 2 | No. CCC-471 is not signed by payee or payee's representalive,
7 | Unknown. CCC-471 s not on file.
8 | Yes. Missing producer’s signature has been oblained after payment was made and COC determined™
the correct producer received the pavment.
3 CCC-471is signed on behalf of payee with signature authority on file,
1§ Yes. atgna ure authonty rece;ved before or after payment
. T TNe ‘
8 { Not apphcable nepresentahve <|,,natur9 is not appucab
7 | Unknown. CCC-471 is noton file.
8 | No. Qbligation for compiiance has NOT ended, the payee's signature has bsen obtained, and COC
determined™ the correct producer received the payment.
9 | No. Obligation for compliance has ended and COC determined*™ the correct producer received the
payment. {Signature authorily is not required to be obiained if obligation for compliance has ended.)
4 CCC-471 for applicable crop is taken manually.
1| Yes. Critical information on manual CCC-471 maiches what has been eniered in computer.
* 2721 Yes. Gritical informalion on manial CEC-471:is differentthan information enterediin computer.
6 | Not Applicable. Automated CCC-471 is on fiis.
7 | Unknown. CCC-471 is not on file.
5 CCC-471 was filed after application ciosing date.
1| Yes. Relief was granied before payment.
* <20 Y NO relief was grante
6 | Not Applicable. CCC-471 was filed timely.
7 1 Unknown. CCC-471 is not on file.
[ CCC-471 has been approved by CCC representative.
1 { Yes, CCC- 4'/‘5 is approved before of after p
s 5 : P e -
7 Reqwred service fee pald
1| Yes. Required service fee paid before closing date or paid efter closing date and relief was granted
before payment. ,
* No: No‘evidence that'service fée s p:
* ‘No: Incorrect service fee:amou i
* =1 Yesy Service fee paid after closing dat
& | Not Applicable. Pavee is imited rescusce producer.
8 Acreage report for the crop receiving the payment is on file.
1 Yes
* 2‘ NO Al N R o
E] CCC- 502 ison file for the payee w:rh sur’flc:ent mformation to allow a proper person " deferm/natran
to be made,
1| Yes. Received before or after payment.
2 | No.CCG-502 is noton file:
3 |:Na. 8CC-502 on file lacks sufficient

* If an asterisked answer code is used, the proper payment amount mus% be entered.

™ COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in
compliance with ali program provisions, Determination must be documented in COC minutes. In the case of a missing
signature gr when signature authornity cannot be abtained, there must be evidence that the contract was initiated and there
was timely filed documentation to support the contract

February 14, 2007 FINAL Page 8 of 10
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Attachment B
Test | Yest ltem Description and Answer Codes
ltem
* 4 | Yes. Payee is either ineligible or payment shouid have been limited based on the determnation.

10 AD-1026 is on file for payee with sufficient information o allow a proper determination to be made.

1 | Yes. Received before or after payment

2 | No. AD-1026 s noton file. -

3 | No. AD-1075 on file lacks sufﬂc:ent information to consider lhe certification on file,

4 | Yes. AD-1026 indicates the payee as ineligible for payment.

11 AD-1026 is on file for each person affiliated with payee with sufficient information fo sllow a praper

defermination to be made.

1 | Yes. Received before or after payment.

2 | No. AD-1026:for. one or more afiiliated persons is not on file.
No. AD-1026 on file foronesormore: afﬁhatedfpersons iacks sufficient mfomlaﬂon fo consxder the

certification on Rt

i

4: | Yes. AD-1025:0 OFmore: cf (he afﬁhated pevsons makes payee mei:glble
' 51 A combinafion.oficodes andfor 4 is applicable: L
& | Nol Applicabls. No affiliated persons applicable.
12 Acceptable CCC-441 income is on file.
1 1 Yes. Received before or after payment.
13 CCC-576, Part B (Nouce of Loss) is on file for the crop /ecervmg payment.
1§ Yes.
* 241 No. CCG-576::Part Biis.not on fil-for ¢rop receiving paymien oy
8 | Yes, CCC-578, Part B found misfiled or producer copy was obtained.
14 All required signatures were obtained on CCC-576, Part B.

1 1 Yes. Nomissing signatures and ali representative signalures are supporied by documentation provided

befare or after payment.
* 2 <N

7 Unknown. CCC-576, Part B is not on file.

8 | Yes. Obligation fer compliance has NOT ended, ail required signatures have been obtained, and COC
determined™ ihe correct producer received the payment.

8 | Yes. Obligation for compliance has ended, aif missing signatures have been oblained, and COC hag
determined™” the correct producer received e payment but there is no authority for & representative
signature.

15 CCC-576, Part B is filed timely.

1

* 2 "r g
* ,7

16 Informatlon reported on CCC~576 Part B supports the payment
Yes. Information obtained before or after payment,

Jnknown CCC 576, ?aﬁ B is not on file.

C- 576, Part C {Approval of Loss) is approved by COC.
Yes. Approved before or after payment.

J:No. Part Cis noticompleted
- |'No, Part Cindicalesthe jossis disapproved:: B

1. No. PartCjis hof dpproved by CQC:aftera review determmed the Ioss should not have been appiov
18 CCC-576, Part D through G is properly filed for payment.

1 1 Yes. No missing signatures and all representative signatures are supponied by documeatation provided
“ #f an asterisked answer code is used, the proper payment amounl must be enlered.

-
e

(ﬁc@m«-soxlﬁé—x
ol .

* COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in
compliance with all program provisions. Determination must be documented In COC minutes. in the case of a missing
signature or when sighature authority cannot be obtained, there must be evidencs that the contract was initiated and there
was timely liled documentation to support the contract
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Attachment B

Test | Testitem Description and Answer Codes
Item
before or after payment.
* 2 | No. : - o

8 | Yes. Obiigation for compliance has NOT ended, ali required signatures have been obtained, and COC
determined™ the correct producer received the payment.

8§ | Yes. Obligation for compliance has ended, all missing sighatures have been oblzined, and COC has
determined™ the correct producer received the payment bul there is ne authority for a representative
signature.

19 Acceptable production evidence on file when required.

1 1 Yes.

* 2 Noo i G e T R T A i
20 Correct crop was used to calculate payment.
1§ Yes.
* 25 No.y : o S
21 Correct crop type is used to calculate payment.
1 1 Yes.
* 27 F No.
22 Correct planting period is used to calculate payment,

1 | Yes.

* 21 No:w I

23 Correct intended use is used to calculate payment.
1 | Yes.

* ‘25 pNos- :

24 Correct practice is used to calculate payment,
1 | Yes.

: 2540 Nois i

25 Unit’s yield is properly calculated.

1 1 Yes.

26 Correct total production is used fo calculate payment,

1 1 Yes.

* 21 Na. 2
27 CCC-576, Part His approved by COC.
1 ] Yes.
5 NG,
*
*
28 Lat
Yes. Lale payment was paid correctly.
* | Yes.. Late paymentwas not paid:
¥ Fif Yes: Late payment amount paid:was incorred
Not Applicable,

* W an asterisked answer code is used, the proper payment amount must be entered.

** GOC may detemine the correct producer received the payment if the payment is notin dispute and the producer is in
compliance with afl program provisions. Determination must be documented in COC minules. In the case of 2 missing
signature or when signature autherity cannot be obtained, there musi be evidence that the contract was initiated and there
was limely filed documentation to support the contract
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HUACHMENT <

Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

1. Plan for a valid annual improper payment amount,
a. Statistical Saraple.
b. Who will perform work: Operations Review and Analysis Staff, Farm Service
Agency.
¢. Start Date: Febrnary 5. 2007.
d. Estimated Completion Date: August 17, 2007,

2. Corrective action plans to be used in FY 2007 PMA/PAR reporting.
(Due to OCFO by 5/25/07)

Date Corrective Action Plan will be provided: September 17, 2007.

Date Improper payment amount will be provided: September 17, 2007.

Date Improper payment rate will be provided: September 17, 2007.

Date Future reduction targets that decrease over time will be provided:

September 17, 2007,

o

&0

3. Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.
{Instructions: Define the payment lifecycle from USDA to the ending program customer. Describe the
steps that will be taken in your statistical sample to track payments through each phase).

Statistical Sample Process:

Reviews of program payment activities with respect to the Improper Payment
Information Act are conducted by the Farm Service Agency’s {FSA) County Office
Review Program (CORP) under the direction of the Operations Review and Analysis
Staff (ORAS).

Testing is conducted using statistically sound samples drawn from the total
population of program payments for each program being tested. A professional
statistician, under contract to FSA, is used to desiga the sampling approach, define
the sample size and identify the sample items. Sample size is chosen to achieve a 95
percent confidence level.

Once the universe of the program is determined for the target fiscal year, a stratified
two-stage sampling approach is used. Agency program delivery organizations
(county offices) are selected in the first stage and individual payments made or
contracts reviewed by those organizations ave selected in the second stage.

That sample list of individual contracts or payments is provided to the members of the
CORP staff covering the respective States, The CORP staff visits each of the county
offices shown on the list and reviews the individual contracts or payments identified
in the statistically sound sample. The CORP reviewers use a list of program division
provided criteria that is drawn from legal and program administrative guidance.
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Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

Findings of non-adherence to the criteria related to the individual contracts or
payments in the sample will identify improper payments made. The results of that
review are summarnized and submitted to the CORP national office staff to be
analyzed by the contractor statistician. That contractor determines the rate of
improper payments based on the data provided by the CORP staff that visited the
county offices and completed the actual reviews of documents.

Payment Life Cycle:

Step 1: Application Process;

Producers interested in applying for CDP are required to complete a Crop Disaster
Program Application (CCC-750). In addition to the application, the producer is
required to complete a Payment Eligibility Average Adjusted Gross Income
Certification Form CCC-526, and a Crop Insurance and/or Noninsured Crop Disaster
Assistance Program Coverage Agreement Form CCC-751. The CCC-751 is an
agreement in which the producer agrees to purchdse crop insurance on that crop for
the next two available crop years. This certification is by crop. The producer
certifies that he has received crop insurance or NAP coverage, as applicable, for the
crops that he is applying for benefits. The CCC-526 and CCC-751 must be signed
and dated by the producer.

-

Additionally, producers must file the Crop Disaster Program for Multiple Crop — Same
Acreage Certification CCC-750M. A producer may not receive a 2003-2005 disaster
payment for losses on more than one crop on the same acreage for the three year period
unless there is an established practice on the farm of planting and harvesting 2 or more
crops in the same crop year on the same acreage. For crops planted on acreage not
designated as eligible multiple-cropped acreage, all producers having an interest in the
acreage shall designate the crop for which assistance is requested. Furthermore, the
producer must file the Highly Erodible Land Conservation and Wetland Conservation
Certification (AD-1026), Farm Operating Plan for Payment Eligibility Review
(CCC-502) and the Report of Acreage (FSA-578) at the County Office before the
signup deadline.

The county office enters the application data into the crop disaster application
software on the AS400/System 36, An automated CCC-750 is generated.

The program technician manually enters on the hard copy the information supplied by
the producer, such as the type of disaster, dates of the planting, dates of the disaster,
type of seed, amount of fertilizer, land preparation, chemicals, disposition of crop,
ete. This information helps the COC to determine if the loss qualifies under program
regulations.
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Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

The program technician will review the producer’s application to ensure that all the
required forms and production and quality loss documentation have been timely filed,
are completed and up to date with curvent information, and signed and dated by the
producer. All required forms, production and quality loss documentation must be
submitted before the signup deadline for the application to be considered timely filed.
Applications are required to be complete and contain al} required tnformation before
requesting the producer to sign the application. Any additions or corrections on the
CCC-750 must be initialed and dated by the producer.

The completed application is forwarded to the County Office Committee and CED
who review it for completeness and accuracy.

Step 2: Review of Production Evidence:

With respect to production evidence, the Risk Management Agency (RMA)
production data is used for insured producers unless adjustments to production are
made by the COC. RMA data is downloaded to the State and County Offices.
Producers with uninsured or noninsured crops are required to provide acceptable
production evidence on the CCC-750. Before action on any application for payment,
COC shall review production records according to procedure outlined in Handbook
5-DAP (Rev. 1). Requirements for acceptable preduction records are provided in
Handbook 5-DAP (Rev. 1). The producer’s signature on the CCC-750 is the -
producer’s certification that production is correct and includes the total crop
production for the unit.

Step 3: Review of Quality Loss Documentation:

Some crops are eligible for gnality loss benefits in addition to production loss
benefits. For quality adjustments, certification statements cannot be accepted from
the producer. The producer must substantiate the quality loss with a test from a State
unjversity or a STC-approved lab. The affected production must be documented with
an actual measurement or appraisal. The COC is required to review quality
documentation to determine the low guality was the result of eligible disaster
conditions, ensure that the quality is not adjusted by both the buyer and FSA for the
same grading factor, and make adjustments for crops having available data. COC
shall divide affected production for single market crops, into 1 or more of 5 quality
Joss levels, and for multiple market crops, into 3 loss levels, as established by the
STC, according to the extent of the quality loss.

Step 4: COC Review of CCC-750 Application:

The COC is required to either approve or disapprove all disaster applications, The
approved application is then signed and dated by the COC. 1f COC determines the
disaster application should be disapproved, County Offices are required to
immediately notify the producer of the disapproval in writing. The letter includes
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Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

notification the disaster application was disapproved, reasons for the disapproval and
applicable appeal rights. Applicants have the option of filing an appeal at the county,
state, or National level (National Appeals Division), requesting reconsideration of the
adverse decision. If the application is approved by the COC, the County Office
manually enters the approval date (date at which the COC approved the application)
into AS400/System 36, after which, payment may be made through the automated
systenn.

Step 5: CDP Pavments:

_ In order to calculate CDP payments, the producer must first submit an application,
CCC-750, applicable forms and required documentation to the County Office. The
COC or CED, if authorized to do so, must approve the CCC-750 before payments are
issued. »

As required by statute, 2003/2004/2005 crop disaster payments are calculated using
the same manner as established under the 2000 CDP. The payment calculation
includes the following variables:

e  Acgres.

e Historic Yield.

Producer share.

Producer’s Actual Production.
Applicable Payment Rate.
Applicable Payment Level.

® ¢ @ 9

Producer Acres:

RMA provides producer’s acres for insured crops via an electronic RMA
download. For uninsured and noninsurable crops, FSA-578, Report of Acreage is
required to be filed by the producer. County Offices are required to verify that the
FSA-578 has been filed by the producer, certifying the producer’s acres, if
applicable. For uninsurable and noninsurable crops, the County Office enters the
producer’s acreage in the automated application process.

Producer Yields:

Yields for all crops for which applications are filed must be inciuded in the county
disaster crop table before benefits can be calculated and application data
uploaded. The yield used for calculating benefits is the higher of the Actual
Production History (APH) or county average yield. For insured crops, APH
yields are provided through a download from National Information Technology
Center in Kansas City, Missouri, based on RMA data. For uninsured crops, the
APH yields are zero since producers have no APH-approved yields. For
producers that do not have an APH/approved yield calculated for the erop year
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Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

benefits are being requested, the county average vield is nsed. The State
Comumittee (STC) is required to approve county average vields. STC minutes
shall include yield determinations and documentation to support corrections or
additions to county average yields. The State Office is required to verify that
yields are comparable with vields for adjoining counties and States.

Payment Rates:

Payment rates used to calculate disaster benefits must be established according to
provisions outlined in Handbook 5-DAP (Rev. 1). For insured crops, the RMA
nationwide or statewide payment rate is used. For noninsurable crops, the STC
must establish a 5 year average payment rate according to 5-DAP (Rev. 1).

The National Office Program Manager reviews payment rates and yields on an
ongoing process. State Offices are required to submit documentation to support
the STC approved vield and/or payment rates to Deputv Administrator for Farm
Programs upon request.

Payments will be issued 1o producers for production losses in excess of 35 percent
and/or for quality losses in excess of 20 percent using the following payment
levels:

o 05 percent of the established price for insured crops,
» 63 percent of the established price for noninsurable crops.
o 60 percent of the established price for uninsured crops.

The producer specifies the crop status on the CDP application form CCC-750, if
the crop is insured, noninsurable or uninsured. The crop status is then selected in
the automated application process. Payment levels are hard coded in the
autornated payment process based on the crop status selected in the automated
application process.

Like the 2001/2002 CDP, 2003/2004/2005 CDP payments are reduced if the sum
of the following exceeds 95 percent of what the value of the crop would have
been in the absence of a loss: 1) disaster payment; 2) the net crop insurance
indemnity; and 3) the value of the crop harvested.

For crops insured by FCIC, the value of the crop harvested and the value of the
crop in absence of a loss will both be valued at the higher of the APH price
election or the USDA Production Per Crop (PPC) National Agricultural Statistics
Service season average price. The 95 percent cap is automatically calculated and
reduced from the CDP payment in the automated payment calculation process.
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Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

Producers have a choice of receiving payments for the 2003, 2004 or 2005 crops
(but not more than one year). The automated payment calculation process will
automatically select the most beneficial year for the producer.

CDP payments are subject to a payment limitation of $80,000 per producer. The
automated payment calculation process will take into account payment limitation.

Step 6: Issuing Pavment:

After all reviews of all supporting documentation and approval of the application, an
approval data is entered in the AS400/System 36. The system determines if the
producer meets eligibility requirements. For CDP, the producer is required to meet
provisions for; conservation compliance, AD-1026, controlled substance, actively
engaged, person determination, and adjusted gross income. If the producer meets all
eligibility provisions, the system verifies that a payment limitation allocation is
available.

Eligibility certifications and determinations must be updated in the automated system
before the producer or member can be paid. Eligibility information is updated by the
County Office which should accurately reflect COC determinations.

The County Office should ensure that if the producer owes money to the Government *
as a result of an eavlier overpayment, that the appropriate receivable and/or claims
flags have been set in the name and address file. When the payment process is
initiated the AS400/System 36 initially goes through a check of producer eligibility.
If an eligibility flag is improper, the system will print a nonpayment register, alerting
the County Office that the payment can not be made and the eligibility condition, i.e.,
controlled substance, which will not allow the payment to be made. If the condition
is in error, the County Office will correct it, and run the payment cycle again. If the
eligibility flag is correct the producer will be notified that the payment will not be
issued. If the producer meets all eligibility conditions, the payment is sent to the
accounting system which will allow the County Office to offset any amount of the
payment to repay a prior debf. The remaining payment will then be issued to the
producer. A transaction statement is provided to the producer that will identify any
offsets taken against the payment. '

4. Causes of improper payments.
a. List of currently known causes of improper payments specific to the program:
s A manual payment is issued outside of the automated software. Cause is
related to CDP Statistical Sample Test questions 10 and 12.
» A payment is made based on inaccurate or fraudulent data provided by
producer. Cause is related to CDP Statistical Sample Test questions 2 through
4 and 9 through 11.
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Measurement Plan

AGENCY: Farm Service Agency
PROGRAM: Crop Disaster Program
Fiscal Year: 2007

* An eligible producer is not paid because of fraud, scheme or device by local
office. Cause is related to CDP Statistical Sample Test questions 10 through
13.

e The producer’s data is incorrectly recorded in the program software causing
an over or under payment. Cause is related to CDP Statistical Sample Test
questions 5 and 7 through 10.

* A payment is made that exceeds the payment limitation for a producer. Cause
is related to CDP Statistical Sample Test questions 6 and 9.

* A payment is made to a delinquent Federal debtor and not offset for
outstanding non-FSA delinquent Federal debt. Cause is related to CDP
Statistical Sample Test questions 6 through 9,

b. Date causes of improper payments identified by statistical sampling will be
reported: September 17, 2007.

5. Attachment. (nstroetion: Attach the Program Statistical Sample Analysis Document).
Attached is the Statistical Sample Data Collection Questions that will be used during

the statistical sampling process
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Attachment
Miscellaneous Disaster Test items for 2006 Payments

Record Payment $ *Calculated §
Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Test ltem Description and Answer Codes

Item
1 Applicable disaster program application on file,
11 Yes,
2 | 'No.
9 | Mo. Application found misfiled or producer copy was obtained.
2 FPayee or payee’s representative (autharized or not) signed disaster appiication.

1 | Yes. The signature was not missing at the lime of payment.
2 | No. Disaster applicalion:is not signed by payee or payee's representaiive.
7 1 Unknown. Disasier application is not on file.
8 | Yes. Missing producer’s signature has been obtained after payment was made and COC determined™
the correct producer received the payment,
3 Disaster application is signed on behalf of payee with signature authority on file.
Yes. Signature authority received before or after payment

Not applicable. Representative signature is not applicable.

Unitnawn. Disaster application is not on file or this is an AILFP payment,

No. Obligation for compliance has NOT ended, the payes’s signature has been obiained, and COC
determined™ the correct producer received the pavment.

9 | Ne. Obligation for comptiance has ended and COC determined™ the correct producer received the
payment. (Signature authority is not required lo be obtained if obligation for compliance has ended.)

4 All required signatures [other than payee] were obtained on applicable disaster application.

3 | Yes. Nomissing signatures and all representative signalures are supported by documenlation provided
before or after payment

* 2 7}No,
71 Unknown. Disaster application 1s not o file. .
8 | Yes. Obligation for compliance has NOT ended, all required signatures have been oblained, and COC

determined™ the carrect producer received the payment.
9 | Yes. Cbligation for compliance has ended, all missing signalures have been obiained, and COC has
determined™ the correct producer received the payment,

§ Required acreage report is on file,
1 1Yes

* L 2% No
& | Notapplicable. Acreage report not required to be filed.

[ CCC-502 is on file for the payee with sufficient information to allow a proper “person” determination
to be made.

Yes Reoewed before or after payment

ed on‘the deteriminal

Not app ficable. CCu~SD2 i nct {equ;red ic be ﬁlndA

D-1026 is on fife for payee with sufficient information to allow a proper determination to be made,
Yes. Received before or after payment.
-NoiAD-1026.is not on file,
-No: AD=10268:on file lacks suffi ment,mfonnalmn to.considel certification on file; :
“Yes, AD:1026 indicates the pavee gs ineligible for payment 7 -~ B
No. AD-1026 is not required to be filed.

i it

-~
=3 LS TR F0] S B0 Pot PSR PvY F0Y BN

* I an asterisked answer code is used, the proper payment amount must be entared.

" COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in
compliance with all progrem provisions. Determination must be documented in COC minutes, In the case of a missing
signature or when signature authority cannot be oblained. there must be evidence that the application was iniliated and
there was timely filed documentation to support the apgplication.
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Attachment
Miscellaneous Disaster Test ltems for 2006 Payments
Record Payment § *Calculated §
Note: Shaded Answer Codes will result in the payment being identified as improperly made.
Test | Test item Description and Answer Codes
item
8 AD-1026 is on file for each person affiliated with payee with sufficient information to allow a proper
determination to be made.
i | Yes. Received before or ziter payment.

2| No.: AD-1026 for one or more affiliated personsis notonfile .. .~ L
3| No., AD-1026'on file for cne or-moie affiliated pérsons lacks sufficient nformation 19 ol
“ | cerlification’on-file: G R Ny T e
|- Yes, AD-1026 on file for one or. more of the affiiatad persons make:
“A combination of codes 2;°3; andlor.4 is applicable’ i L
Not Applicable. No affiliatec persons applicable or AD-1026 is not required to be fled.
cceptable CCC-526 (s) or other AGI certification(s) is on file.
Yes.

S payee .ine!igibie’

. oYe ecertiﬁcandns(S) mdicatapayﬁee:ls:mehglble:for,péymen
Not applicable. AGl is not applicable.

10 Infarmation reported on disaster application supports the payment.

©
Bleao]~nmiomlonfad

11 Yes. Information obtained before or after payment,
* 21N s v
7 | Unknown. No disaster apolication is not on file.
11 Required documentation (other than application) has been provided.
1 ] Yes
’ 2% 1:No. SIS
€ I Met applicable. No documentation {other than application) is required to be provided.
12 Payment amount is correct.
1 1 Yes.
* 2 B QJ_N

13 Disaster application is approved for payment.
1 1 Yes. Approved before or after payment

Late payment'interest is éppﬁca

14
1_1 Yes Lale paymentwas paid correctly

* 2} Yes: Late payment wag notpaid: S

¥ 3k Yes.Late payment amoint paid- was incorrect
€ | Not Applicable.

* W an asterisked answer code is used, the proper payment amount must be entered.

“* COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in
comphiarice with all program provisions, Oetermination must be documentsd in COC minutes. In the case of a missing
signature or when signature authority cannot be obtained, there must be evidence that the application was initiated and
there was timely flad documentalion to support the application.
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U AT GRSt )

Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Conservation Reserve Program
Fiscal Year: 2007

1. Pian for a valid annual improper payment amount.
a. Statistical Sample.
b. Who wili perform work: Qperations Review and Analysis Staff. Farm Service
Agency.
c. Start Date: February S, 2007.
d. Estimated Completion Date: August 17, 2007.

2. Corrective action plans to be used in FY 2607 PMA/PAR reporting.
(Due to OCFO by 5/25/07)

Date Corrective Action Plan will be provided: September 17, 2007,

Date Improper payment amount will be provided: September 17, 2007.

Date Improper payment rate will be provided: September 17, 2007.

Date Future reduction targets that decrease over time will be provided:

September 17, 2007.

D o

3. Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.
{Instructions: Define the payment lifecycle from USDA 10 the ending program castomer. Describe the
steps that will be taken in your statistical sample to rack payments through each phase).

Statistical Sample Process:

Reviews of program payment activities with respect to the Improper Payment
Information Act are conducted by the Farm Service Agency’s (FSA) County Office
Review Program (CORP) under the direction of the Operations Review and Analysis
Staff {ORAS).

Testing is conducted using statistically sound samples drawn from the total
population of program payments for each program being tested. A professional
statistician under contract to FSA is used to design the sampling approach, define the
sample size and identify the sample items. Sample size is chosen to achieve a 95
percent confidence level.

Once the universe of the program is determined for the target fiscal year, a stratified
two-stage sampling approach is used. Agency program delivery organizations
(county offices) are selected in the first stage and individual payments made or
contracts reviewed by those organizations are selected in the second stage.

That sample list of individual contracts or payments is provided to the members of the
CORP staff covering the respective States. The CORP staff visits each of the county
offices shown on the list and reviews the individual contracts or payments identified
in the statistically sound sample. The CORP reviewers use a'list of program division
provided criteria that is drawn from legal and program administrative guidance.
Findings of non-adherence to the criteria related to the individual contracts or
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Conservation Reserve Program
Fiscal Year: 2007

payments in the sample will identify improper payments made. The results of that
review are summarized and submitted to the CORP national office staff to be
analyzed by the statistician contractor. That contractor determines the rate of
improper payments based on the data provided by the CORP staff that visited the
county offices and completed the actual reviews of documents.

Payment Lifecycle Process:

Step 1: Producer applies for Conservation Reserve Program (CRP).
General signup.

Continuous signup:

- Regular continuous.

- Conservation Reserve Enhancement Program (CREP).

- Farmable Wetlands Program (FWP).

Step 2: FSA Verifies Eligibility:
o Land Eligibility.
» Cropland.
- Cropping history.
- 12 month ownership.
- Erodibility Index (EI), State or National Conservation Priority Area,
Expiring CRP land.
- Physically/legally capable of being cropped.
» Marginal Pasture Land.
- Feasible to farm.
~  Suitable for conservation practices, listed at 7 CER §1410.6(b)(1), which
include permanent wildlife habitat, filter strip, riparian buffer, contour
grass strip, grass waterway, field windbreak, shelterbelt, and living snow
fence. ,
- Or other environmental criteria at 7 CFR §1410.6(b).

» Producer Eligibility.
o Form CCC-502, Farm Operating Plan for Payment Eligibility Review.
e Form AD-1026, Highly Erodible Land Conservation (HELC) and Wetland
Conservation (WC) Certification.
o Adjusted Gross Income (AGI) (time of approval is life of contract per entity).
¢ Permitted entity.
o Payment limitation of $50,000 per “person” per vear.
» Crop Insurance Waiver.

NOTE: The automated program application verifies much of the eligibility.
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Conservation Reserve Program
Fiscal Year: 2067

Step 3: Acceptable Offers:

o If general signup, the Commodity Credit Corporation (CCC) evaluates offers and
accepts the most desirable eligible offers.

o If continuous signup, CREP, FWP, or other initiatives, CCC accepts all
acceptable offers due to high environmental importance.

» Approved conservation plan.

s FSA County Office Committee (COC) reviews all eligibility and other
requirements, including conservation plan, and then approves contract on Form
CRP-1, Conservation Reserve Program Contract,

» County Office (CO) records approval date in program application.

Step 4: First of June - Prepayment Reports:

» Producer certifies compliance with contract on Forms FSA-578, Report of
Acreage, or CRP-8171, Certification of Compliance for CRP. That certification
covers the following:

- Producer eligibility.
- Land eligibility.
- Prepayment Report.

Step 5: Beginning of FY —Issuing CRP Pavments:

Once CRP funds are made available, CRP payments are issued in arrears (i.e., CCC

pays annually on prior year contract performance) for the previous program year by:

» Prior to any payments being issued, the employee issuing payment will use the
CRP Contract Approval and Payment Checklist, (CCC-770-CRP) (Attachment A)

e Prepayment Processing:

- Run validation reports.
- System prints out exception reports for errors, omissions, contract violations,
etc. ’

e Accounting processes claim offsets, receivable offsets, assignments, and joint
payments. Payments are issued via direct deposit or check (if direct deposit is
waived).

= Payments are issued each year of contract lifespan if:

- Funds are made available.
- Eligibibity criteria are met.
- Producer certifies compliance, subject to inspection.

Note: This payment lifecycle process does not include cost-share or incentive
payments.

February 14, 2007 FINAL Page 30f 10

USDA/OIG-AUDIT/03601-0014-Ch Page 26



Exhibit A - Agency Response

Exhibit A— Page 27 of 93

Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Conservation Reserve Program
Fiscal Year: 2007

4. Causes of improper payments.
a. List of currently known causes of improper payments specific to the program:

e A payment is made based on inaccurate or fraudulent data provided by
producer. Cause is related to CRP Statistical Sample test questions |
through 4, 9 through 15, 20, 21, and 24 through 26.

» An eligible producer is not paid because of fraud, scheme or device by
local office. Cause is related to CRP Statistical Sample test questions 14,
18, 21 through 23, and 26.

+ The producer’s data is incorrectly recorded in the program software
causing an over or under payment. Cause is related to CRP Statistical
Sample test questions 5 through 8, 15, 21, 22, and 26.

+ A payment is made that exceeds the payment limitation for a producer.
Cause is related to CRP Statistical Sample test questions 9, 12, and 16
through 19.

* A payment is made to a delinquent Federal debtor and not offset for
outstanding non-FSA federal debt. Cause is related to Statistical Sample
test questions 9 through 12.

o A manual payment is incorrectly issued outside of the automated software
for a CRP incentive. Cause is related to CRP Statistical Sample test
questions 16 and 22 through 24.

b, Date canses of improper payments identified by statistical sampling will be

reported: September 17, 2007.

5. Attachment. {Instruction: Attach the Program Statistical Sample Analysis Document).
Attachment B shows the Statistical Sample Data Collection Questions that will be
used during the statistical sampling process.
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Attachment A

CGCC-770 CRP  U.S. DEPARTMENT OF AGRICULTURE
{12-20-08) Commaodity Credit Corporation

1. Producer’s Name

2. Date Checklist
Compieted (MM-DC-YYYY)

3. State Office Name

4. County Office Name

CRP CONTRACT APPROVAL
AND 5. Contract Number 8. Crop Y
PAYMENT CHECKLIST ' ‘ o ron Tear
Handbook or Other ;
f r tract roval

7. Priorto Con trax App B Applicable References YES | NO | N/A | Date Completed
A. Is a CRP-1/CRP-2 properly completed for each offer and for practices 2-CRP

with different life spans? paragraphs 137 and 139
8. Has the contract acreage been adjusted, when applicable, after 2 2-CRP

completed measurement service? paragraph 253
C. Has @ second perty review of ali eligibility requirements angd maximum 2-CRP

payment rale calculations been conducted? paragraph 253
D. Have the multiple county producer lists been reviewed with other 2.CRP

County Offices as applicable? paragraph 253

Have the county cropland 25 percent limitation been mel?

2-CRP paragraph 253, Part 4

is a copy of the terminated WBP agreement on file?

E
F.
G. Have the first five CREP offers been reviewed by the STC before COC
H.

considering the annual rental payment limitation of $50,000 per person
per FY?

2-CRP
approval? paragraph 253
Has the value of CRP-1 for the acreage being offered been adjusted 2.CRP

paragraph 253

\. ¥or changing a practice under a general signup, has the originat offer

2-CRP

or completed an FSA-5707?

been accepted, CRP-1 been approved and E8I scere of the new h 253
practice equal tc or greater than the EB! score of the existing practice? paragraph 2
J. Have CRP participants obtained the catastrophic leve! of grop insurance 2-CRP

\ppFoving Contrac

paragraph 88

A. 15 the offer on the list of accepted offers? {general signup only)

2-CRP, paragraph 253

B. Have all eligibility requirements been met for continuous signup?

2-CRF
paragraphs 253 and 112

C. Have all signatures been obtained on the CRP-1, CRP-2, and the
conservation plan?

2-CRF, paragraphs
253 and 188

. Have all signatures heen oblained on all related CRP forms?

2-CRP, paragraph 253

. Has a conservation pian been approved for the acreage offered?

2-CRP, paragraph 253

G
E
F. Is the conservation plan consistent with CRP policy?
G.
H

measurement service?

2-CRP
paragraphs 253 and 236
. Do the DCP contract acres and CRP acres meet the requirement not to 2-CRP
exceed cropland on the farm? paragraph 225
. Have the acreage determinations been made and verified by 2 paid-for 2.CRP

paragraph 253

1. Mave g/l eligibility determinations been made?

2-CRP, paragraph 253

CRP-1?

J. Has the COC or designee signed and dated the CRP-1 for each 2-CRP
accepiabie offer? paragraph 283
K. Has the parson with approval authority signed the CRP-1 for FSA siaff 2-CRP
2nd Conservation Distiict board members? paragraph 253
L. Has NEPA, NHPA, ESA, and related acts compliance been documented 2-CRP
on NRCS-CPA-52 or FSA 8507 paragraph 198
N. i there a delegation of authorlty on file if the CED approved the 2.CRP

“Making Anfual Rental- Payments -

paragraph 34

2-CRP, paragraph 372

Will the payment be issued after October 12

2-CRP, paragraph 372

9.
A, Is a certification of compliance on file?
8.
C.

Has DAFP authorized annual rental payments?

2-CRP, paragraph 372
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Attachment A

2-CRP, paragraph 372

D. Will annual rental payments be issued according to 1-Fl and +-CRP? 1.4
1-CRP
£, Was the CCC-770 Payment Checklist completed and verified fo ensure 3-PL
the producer(s) are eligible o receive CRP payments? paragraph 3
- - -
F. :;:eecr;?yajsmum annual rates and maintenance rates been calculated 2-CRP, paragraph 124

CCC-770 CRP ({12-20-06) Page 2

. : S Handbook or Other R Ry

10. Making SIP Payments . N : o Applicable References YES | NO § NIA'| ' Date Completed
A. Is a signed and approved CRP-1 on file? 2-CRP, paragraph 372
B. Will the payment be issued according to 1-Fi and 1-CRP using 2-CRP, p?r ;?rap h 372

program code “XXCRPSGNI"? ‘:-(ERD
C. Have SIP payments bee calculated correctiy? 2-CRP, paragraph 372
0. Was the CCC-770 Eligibility Checkist completed and verified to ensure 3PL

The producer(s) are in compliance to receive CRP paymenis? paragraph 3
11, Making PIP,CP23; CP23A, and CP37 Payments "~~~ =~~~
A. 13 a signed and approved CRP-1 on file? 2-CRP, paragraph 372
8. is a compieted and signed A-245, page 2, on file? 2-CRF, paragraph 372
C. is a completed and certified AD-862 (certified by NRCS, TSP, or P .

Participant, as applicable) on file? 2-CRP, paragraph 372
D. Are all necessary documents on file to properly calculate cost-share? 2-CRP, paragraph 372

2-CRP, paragraph 372

E. For PIP, will the payment be issued according to 1-Fl and 1-CRP using 1-FI
program code “XXCRPPRI"? : 1-CRP
2-CRP, paragraph 372

F. For CP28, CP23A, or CP37, wili the payment be issued according lo

1o

1-F1 and 1-CRF using program code "XXCRPWRI"? 1CRE
G. Have PIP, CP23, CP23A, CP37 payments been calculated correctly? 2-CRP, paragraph 372
H. Was the CCC-770 Eligibility Checkiist completed and verified to ensure 3-PL
The producer(s) are in compliance o receive CRP payments? paragraph 3
" 12 Makirigi Cost-Sharg Paymel TR

A, s 2 signed and approved CRP-1 on file? 2-CRP, paragraph 466

B. Is a completed and slgned AD-245, page 2, on §ig? 2-CRP, paragraph 486
C. Is a completed and cerlified AD-862 {certified by NRCS, TSP, or 2-CRP

Participant, as applicable) on file? paragraph 496

. N 2-CRP
¥ 2

D. [s the cost-share amount requested authorized according 10 procedure? paragraphs 496 and 441
E. Is the person requesting the cost-share sligible o recelve cost-share? 2-CRP, paragraph 496
F. Was the CCC-770 Eligibility Checkiist completed and verified i ensure 3-PL

The producer{s) are in compliance to receive CRP payments? paragraph 3

13, Remarks

14. Certification:
1 (we) the undersigned, certify the above items have been verified or updated accordingly.
15A. Signature of Preparer(s) 158, Date (MM-DD-YYYY)
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Attachment A

16A. I concur/do not concur the above itenis have been verified and updated. E Concur B Do Not Concur
18B. CED Signature for Spotcheck

18C. Date (MM-DD-YYYY)

17A. T concur/de not cencur the above items have been verified and updated. L__] Concur {:

Do Not Coneur
178. DD Sicnature for Snotcheck

17C. Date (IMM-DD-YYYY:

The U.S. Department of Agriculture {USDA) pmmci{p dxs(:nmme:xmp of irs.omgmms and dclivdies on the basis of race, Colorn, Raliongl origin, age, disabiily, ant Whete appiicanie, Sex. Mantal SIats. ol Siates.
parental sialus, refigion, sexual arientalion, quaetic infarmation, pofitical beliels, reprisal. or because afl o part vf an individusl's incoms is derived Jom any public assisiance program, (NO! all AroROIRY 6aSes I

P
to alf programa.} Persans with WO reguice altemative means for of progeam ink {Brailie, large print. sutfolape, efc.} Should confact USDA's TARGET Center ot {302) 720256 i
{wace and YOD). To file 2 complaint of discrimavstion, write to USDA, Direcior; Office of Civil Rights, 1400 Avenue, 5.W. Washi O.C. 20250-9410, ar caff (800) 795-3272 {voues} or (202} 78
6382 (TDD). USDA is ar equal cpporiundy peovider and employey.
February 14, 2007 FINAL
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Attachment B
CRP Test items for 2006 Payments

. Record Payment $ “Calculated $
Note: Shaded Answer Codes will resultin the payment being identified as improperly made.

Test | Test ltem Description and Answer Codes
Item
1 CRP-1 is on file.

1 | Yes.

9 | Yes. CRP-1was found misfiled or producer copy was obtained.

2 Payee or payee's representative {authorized or not) signed CRP-1.

1 | Yes. The signature was not missing at the time of payment.

2| Noi:CRP-1 is not'sighed by payee or payee’s representative,’ - <35,

7 | Unknown. CRP-1is noton file,

8 | Yes. Missing producer’s signature has been obtained after payment was made and COC determined™
the correct producer received the payment.

3 CRP-1 signed on behalf of payee with signature authority on file,
o 1 | Yes. Signature authority received before or after payment,

2] No.: SaEn e : R

& | Not applicable. Representative signature is not applicable.

71 Unknown. ORP-1is not on file.

8 | Nc. CRP-1 contract period has NOT ended, the payes's signalure has been oblained, and COC
determined™ the correct producer received the pavment.

9 | No. ORP-1 contract perfod has ended and COC determined™ the correct producer received the
payment. (Signature authority is not required o be abtained if CRP-1 contract period has ended.)

4 All required signatures (other than payes) were obtained oty CRP-1.

1 | Yes. Nomissing signatures and all representative signatures are supported by documentation provided

befare or after payment.
e

7 i Unknown. CRP-1is noton file.

8 | Yes. CRP-1 contrac! period has NOT ended, all required signatures have been obtained, and COC
determined™ the correct producer received the payment.

9 | Yas. CRP-1 conlract period has ended, ali missing signatires have been obtained, and COC
determined™” ihe correct producer received the payment but there Is no evidence of authority for a
representative signature,

5 Enrolled acreage listed on CRP-1 is same as entered in computer,

1 | Yes. .

2 | No. Enrolled acreage is not entered on CRP-1.

3 | No. Enrolled acreage enteret on CRP-1 differs from computer data.

7 | Unknown. CRP-1 is not on file. ‘

[ Rental rate listed on CRP-1is the same as entered in computer,

1 | Yes.

2 i No. Rental rate is not entered on CRP-1

3 | No. Rental rate entered on CRP-1 differs from computer data.

7 | Unknown. CRP-1is not one file.

7 Participant’s share listed on CRP-1is the same as entered in compulter.

1 1 Yes,

2 1 No. Shareis not entered on CRP-1.

3 | No. Sharg entered on CRP-1 differs from compuler data.

7 | Unknown. CRP-1is noton file.

* If an asterisked answer code is used, the proper payment amaunt must be entered.
** COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with all program provisions.

Determination must be documented in COC minutes. In the case of a missing signature or when signature authority cannot be obtained, there must be
evidence that the contract was initiatad and there was timely filed documentation to support the contract.
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CRP Test Items for 2006 Payments

Record Payment $ *Calculated §

" Nate: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Test ltem Description and Answer Codes
ftem

8 Contract period listed on CRP-1 is the same as entered in computer.

11 Yes,

Ne. Contract period is not listeg on CRP-1.

No. Contract period listed on CRP-1 differs from computer data.

Rt F RO R %Y

Uninown, CRP-1is not on file.

engaged” determinations o be made.

9 CCC-502 is on file for the payee with sufficient information to allow proper “person” and “actively

Yes. Received before or aﬁer payment

No. CCC-802is'noton fils. -

1 No. CCC-502 on-file Jacks sufficientinformation to; make a prope: elngabytety determmahon

~.| Yes: Payee s eitherineligible:orpayment'should hive beenlimited based o the detenminatio

IiPpoolios] e

10

D-1026 is on file for payee with sufficient information to allow a proper determination fo be made,

Yes, Received before or afler payment

No."AD-1026 is'riot onifile:

- Yes. AD-1028 indicates the payee asineligible for payment..

| Nei AD-1026%n file lacks sufficientinformation: 1o cotisider the carfification on ﬁie

11
termination to be made.

o

D-1026 is on file for each person affiliated with payee with sufficient mformatlon !o a.’low a proper

Yes, Recsived before or after payment.

| No. AD-1026 forione or more aff hated persons isfioke ou file::

~,§»r\;-—‘~o~:>4>,wr~‘:u

5 p
Not hpphcable Ne affilisted person appkcable

12 cceplable CCC-326(s) or other AGI certification(s) is on file.

Yes. Received before or after payment

-|:Na::Certification’is' noton file:

“+]-Yes: The certification(s}indicates: paye

Not applicable. AGlis not applicable to payment,

13 PO is on file with sufficient information to support payment,

Yes. Received before or after payment.

No= CPGiis noton file:

wrap- oy jeeipal - | i o oifadi -

1 Yes.:CPO s on'file but’ tacks sufﬁme mformaﬂon to support payment:

14 CRP-1 approved by CCC representafive.

Yes. Aoprofed before or af\er payment

1
2: P No.: :
B

CRP:1 should not be approved::

o4

- Nos CRP 1 was nct approved by CCC represent five b’efore 'payjnent an’dza ‘szj‘bsequent review indica

15 Compliance is certified on a FSA-578 or CRP~8‘I 7U

1 | Yes. Before or affer payment.

2 | No. No'cerfification’is on file.

8 | Not applicable. Paymentrsno!arental paymenz

16 Applicable payment reduction made to rental payment.

1] Yes.

* if an asterisked answer code is used, the proper payment amount must be entered,

Exhibit A— Page 32 of 93

Attachment B

* COC may determine the corect producer received the payment if the payment is not in dispute and the producer is in compliance with ail prograr previsions.
Determination must be documenied in COC minutes. In the case of a missing signaiure or when signature aulhority cannot be oblained, there must be

svidence that the contract was initiated and there was timely filed documentation 1o support the ¢ontrast.
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Attachment B
CRP Test items for 2006 Payments

. Record Payment § *Calculated §
Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Test ltem Description and Answer Codes
item

%

No.
Not Applicatile. Paymentis not a rental payment.

D-245, Page 2 is on ﬂ!e for producer receiving cost-shara.
Yes.
Noo - y T
Not apphcable Payment is not a cssi»share of P,

olal cost-share for practice is approved on AD-245, Page 2.
Yes. Approved before or after payment

17

«

18

Not Applicable. Payment is not a cost-share or PIP.
Unknown, AD-245, Page 2 is not on file,
19 Extent performed is recorded on AD-245, Page 2.

Yes. Recorded before or afler payment

~tantrol sl loirol—im| i

Not appficable. Payment is not & cost-share or PIP.
Unknown. AD-245, Pags 2 is not on file.

20 Producer certified performance on AD-245, Page 2.

) Yes. Certified before or after payment

*
P Y £ Y

Not applicable. Paymentis not a cost-share or PIP.
Unknown. AD-245, Page 2 is not on file.
erformance is certified on AD-862.

Yes. Certified before or after payment,
* , 24 :Noi AD-B62:s not onile or not:compleled proper!
6 | Not Applicable
22 Payment made to correct payee.
1 | Yes,

Ah\amy{;-a

23 ‘Pa 'ment amount is correct.
1 1 Yes

24 ‘ Payee meets CRP eligibility requirements.
1 1VYe

8 VNot applicable. Producer eligibility determination was made before October 1, 2004. Review of prod cer
eligibility not performed.

25 Land meets CRP eligibility requirements.

1 | Yes,

Not applicable. Land eligibility determination was made before October 1, 2004. Revisw of land
eligitility not performed.
26 Late payment interest is applicable.
4
i

Yes, Late navment was pdld corrects /

* 2] Ye
* FR( .\,Laze;pavmentamountpawda. as in
8 | Not Applicable.

* If an asterisked answer code is used, the proper payment amount must be entered.
** COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with all pregram provisions.

Determination must be documented in COC minutes. In the case of a migsing signature or when signaturs authorily cannot be obtalned, there must be
evidence that the contract was inftiated and there was timely filed documentation {o support the contract.
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

1. Plan for a valid annual improper payment amount.
a. Statistical Sample.
b. Who will perform work: Operations Review and Analvsis Staff. Farm Service
Agency.
¢, Start Date: February 5. 2007
d. Estimated Completion Date: August 17. 2007

2. Corrective action plans to be used in FY 2007 PMA/PAR reporting.
(Due to OCFO by 5/25/07)
a. Date Corrective Action Plan will be provided: September 17. 2007,

b. Date Improper payment amount will be provided: September 17, 2007,

¢. Date Improper payment rate will be provided: September 17. 2007.

d. Date Future reduction targets that decrease over time will be provided:
September 17. 2007,

3. Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.
{(Instructions: Define the payment lifecycle from USDA to the ending program customer. Describe the
steps that will be taken in your smtistical sampie to track payments through each phase).

Statistical Sample Process: ‘

Reviews of program payment activities with respect to the Improper Payment
Information Act are conducted by the Farm Service Agency’s (FSA) County Office
Review Program {CORP) under the direction of the Operations Review and Analysis
Staff (ORAS).

Testing is conducted vsing statistically sound samples drawn from the total
population of program payments for each program being tested. A professional
statistician under contract to FSA is used to design the sampling approach, define the
sample size and identify the sample items. Samplesize is chosen to achieve a 95
percent confidence level.

Once the universe of the program is determined for the target fiscal vear, a stratified
. two-stage sampling approach is used. Agency program delivery organizations

(county offices) are selected in the first stage and individual payments made or

contracts reviewed by those organizations are selected in the second stage.

That sample list of individual contracts or payments is provided to the members of the
CORP staff covering the respective States. The CORP staff visits each of the county
offices shown on the list and reviews the individual contracts or payments identified
in the statistically sound sample. The CORP reviewers use a list of program division
provided criteria that is drawn from legal and program administrative guidance.
Findings of non-adherence to the criteria related to the individual contracts or
payments in the sample will identify improper payments made. The resuits of that
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

review are surnmarized and submitted to the CORP national office staff to be
analyzed by the statistician contractor. That contractor determines the rate of
improper payments based on the data provided by the CORP staff that visited the
county offices and completed the actual reviews of documents.

Payment Lifecycie:

Step 1: Application Process:

In order to enroll in the DCP Program a producer must first submit a CCC-509, DCP
contract, to the County Office. Producers have the option to file via the Web based
DCP online application process. County Offices should not be taking manual
contracts for DCP. If County Offices are taking manual contracts it is or should be
due to an extreme exception because the system is down or some similar factor, Prior
to enrollment of the contract, producer information is obtained from the Service
Center Information Management System (SCIMS) and the fann records system in
order to verify information is accurate. The County Office should review the DCP
contract for completeness before it’s presented to the COC for a determination.

Step 2: COC Review of CCC-509 Contract:

Before approving a CCC-509, the COC is required to review the DCP division of
payment and producers’ shares. COC’s should consider past history on a farm,
whether the producers claiming a DCP payment share have control of DCP cropland
to support base acreage, the level of risk in the production of the crop being grown on
base acreage, and whether the CCC-509 shares provide equitable treatment to all of
the producers on the farm. If the owner’s share on the CCC-509 is greater than the
owner’s share in the previous FY, the COC is required to review the CCC-509 for the
current year to ensure that all eligibility requirements and program provisions are
met. The eligibility requirements and program provisions can be found in the FSA
Direct and Counter Cyclical Program Handbook (DCP-1).

All producers, including owners and operators, sharing in base acres on the farm must
sign the CCC-509 before COC can approve the contract for payment. In specific
situations, outlined in Handbook 1-DCP, the CCC-509 can not be approved without
the COC reviewing the contract to determine if it meets the signature requirements.
COC shall review ail successions-in-interest cases, according to provisions in 1-DCP
before approving new CCC-509°s.

In order to qualify for program benefits, the producer must have the following forms

on file:
» CCC-509 - Direct and Counter Cyclical Program Contract.
»  FSA-578- Report of Acreage.
»  CCC-502- Farm Operating Plan for Payment Eligibility Review.
» AD-1026- Highly Erodible Land Conservation, and Wetland Conservation
Certification.
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

+  Proof that the producer owns/operates the land for at least one year.

¢ CCC-526- Payment Eligibility Average Adjusted Gross Income Certification - If
the entity/person has an adjusted gross income in excess of $2.5 million, the
entity/person may not be eligible for program benefits.

+ CCC-515 ~ Direct and Counter-Cyclical Base and Yield Election Form {Not
required after April 1, 2003).

In routine cases, the COC may redeiegate authority to approve CCC-509’s to the
County Executive Director (CED). If the contract is disapproved, county offices are
required to notify the producer of that determination in writing and provide the
producer with all applicable appeal rights. .

County offices are also required to complete form CCC-770DCP {Attachment A),
which is a checklist of major contract issues that must be verified prior to approval of
the contract.

Step 3: District Directors Review of CCC-509 Contract:
District Directors shall review all CCC-509 contracts when both of the following
criteria have been met:

e Tenants, sharecroppers, landowners agree to DCP payment shares.
» CCC-509 contract is disapproved by the COC.

The DD is required to provide SED with a written report of all reviews.

Step 4: Establishing Payment Acres and Yields:

Direct and Counter Cyclical Program (DCP) payments are determined according to
the farm owner’s payment yield and base acres. “Base acres” means, with respect to
a covered commodity on a farm, the number of acres of the crop established by the
clection of the owner or owners of the farm. The elections by the owners of a farm,
as of April 1, 2003, established DCP bases and payrient yields for crop years 2002
through 2007, from which program benefits are determined.

Base and yield elections for a farm were required to be submitted to the County
Office on CCC-515, Direct and Counter-Cyclical Base and Yield Election Form by
April 1, 2003. After all owners of a farm signed CCC-515 in agreement 1o a base and
vield election for the farm, the County Office was required to mail FSA-540,
Notification of Bases and Yield For DCP, immediately to the farm operator, each
owner, and to all other producers on the farm records at the time FSA-$40 was
printed. The FSA-540 served as the written appeal rights to the owners of the farm.

With respect to establishing base acres, owners of a farm had $ options, outlined in
DCP Handbook 1-DCP, of which 1 option was selected for all commodities on the

farm.

February 14,2007 FINAL Page 3 of 13
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

Step 5: Review of Yields;

With respect to establishing a producer’s vield, owners of a farm had the opportunity
to partially update payment yields for counter-cyclical payments, if Option 4 was
selected for establishing bases. If the owners elected to update yields, the owner or
producers were required to report the production on Producer’s Record of Production
Form FSA-658P. The COC was required to review and approve or disapprove
producer’s production evidence according to provisions in Handbook 1-DCP.
Furthermore, reviews were required when vields were established, based on
production evidence, and the farm owner or producer is a FSA employee, STC, or
COC member, including their spouses or minor children. Additional yield reviews
were required in specific situations as outlined in Handbook 1-DCP, paragraph 152.

Step 6: COC and DD Review of Permanent Base Acreage Reductions:

After April 1, 2003, owners may permanently reduce base acreage at any time.
When applicable, COC, or representative, shall approve or disapprove all Voluntary
Permanent DCP Base Acres Reduction Forms, CCC-505"s. Producers may opt to
reduce base acres due to enrollment into certain conservation programs or to plant
fruit and vegetable crops. District Directors (DD’s) are required to review current
year base acreage and yield adjustments as often as possible but no less than twice
each FY for each County Office.

Step 7: Pavyment Calculations:

Payment amounts are computed automatically by the automated system. Payments
are based on producers’ base and yield elections provided on Form CCC-515. Tt is
the responsibility of the PT to review the payment calculations to determine if they
seem accurate. After a contract is approved, if it is determined that there is an error, it
cannot always be corrected without notifying the producer and going back through
the approval process.

For Direct Pavments:
Producers may choose to receive their direct payments in two installments per vear:

» Advance direct payments are available beginning on December 1 of the contract
period for the 2003-2007 crop years. Advance payments are equal to 50 percent
of the direct payment for 2002 through 2005, 40 percent for 2006 and 22 percent t
for 2007. The majority of the producers take this option.

« Final direct payments are issued on or after October 1 following the contract
period. Producers who do not elect to receive an advance direct payment will
receive the entire direct payment at this time.

The direct payment amount is equal {o the resuilt of multiplying the following, for
each covered commodity:

e Base acres.
February 14, 2007 FINAL Paged of 13
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

&5 percent.
Applicable payment yield.
» Applicable payment rate.
¢ Producer payment share.
s Other eligibility factors (permitted share, cropland factor, and AGI share).

The direct payment rates are statutory and are downloaded to county offices by the
National Office through Kansas City IT Staff. County offices do not have the ability
to revise the rates that are downloaded. The direct payments rates are set forth by the
2002 Farm Bill as foliows:

February 14, 2007 FINAL

ommodity Payment Commedity Payment
Rate Rate
‘Wheat 5 0.5200/bu Rice S 0.0235/1b
Barley $ 0.2400/bu Upland $ 0.0667/1h
Cotton

Sovbeans S 0.4400/bu Oilseeds § 0.0080/1b
Oats § 0.0240/bu Peanuts $ 0.018/1b
Corn $ 0.2800/bu Flax 30.448/bu
Grain $ 0.3500/bu
Sorghum

Payment is earned for direct payments at the end of the contract period, which
coincides with fiscal year-end (e.g. 9/30/05). A payment limitation of $40,000 per
“person” per year applies to direct payrments.

For Counter-Cyelical Pavments:

Counter-cyclical payments are authorized only when the effective price for a
commodity falls below the target price. The effective price is equal to the sum of the
following: ’

e Higher of the:
» National Average market price received by producers during the 12-month
marketing vear for the covered commodity or
e Therates as provided in 7 CFR Part 1412,503(b} (1) (ii).
e The direct payment rate for the covered commodity as provided in 7 CFR
Part 1412.502(d).
o The target prices are specified in 7 CFR Part 1412.503(c).

Page Sof 13
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

Counter-cyclical payments may be authorized for one or more covered commodities,
depending en the projected market prices as follows:

= First partial payment, available on or after October 1 following the contract
period. First partial payment is equal to 35 percent of the projected payment rate
to be paid. With respect to the 2007 crop year, one partial payment of 40 percent
of the projected payment amount may be authorized, to be made after completion
of the first 6 months of the marketing vear for that crop.

Second partial payment, available afier February | following the contract period.
Second partial payment is equal to 70% of the revised projected payment rate,
minus any counter-cyclical payment already issued for the covered commodity.

o Final payment, available after the 12 month marketing year for the crop. Final
payment is equal to the difference between the actual calculated counter-cyclical
payment and partial counter cyclical payments already issued for the covered
commodity. Producers who do not elect to take the first and second advance
payments will receive the entire counter-cyclical payment at this time,

The counter-cyclical payment amount is eqﬁal to the result of multiplying the
following, for each covered commodity:

o Base acres.

e 85 percent.

¢ Applicable payment yield.

e Applicable payment rate.

e Producer payment share.

o Other eligibility factors (permitted share, cropland factor, and AGI share).

The counter cyclical payment rates downloaded to county offices by the National
Office through Kansas City IT Staff. County offices do not have the ability to revise
the rates that are downloaded. Computation of the counter-cyclical payment rates
are set by the 2002 Farm Bill.

The payment rate used to calculate counter-cyclical payments is equal to the result
of

» Target price of the covered commodity, minus.
s Effective price of the covered commaodity.

A payment limitation of $65,000 per “person” per year is allowed for counter-
cyclical payments.

February 14, 2007 FINAL Page 6 of 13
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

Payment is disbursed under DCP according to the payment schedule noted above.
In order for payment to be disbursed, the contract must be approved by the
County Office Committee or CED, if authorized to do s0.

Payment is eamed for counter-cyclical payments at the end of the crop-marketing
year.

The direct and counter-cyclical payment software validates that there is an
approved DCP contract on file for the producer. The crop payment is calculated
based on information provided above.

The system determines if the producer meets eligibility requirements. For DCP,
the producer is required to meet provisions for; conservation compliance,
AD-1026, controlled substance, actively engaged in farming, person, and adjusted
gross income. The system also verifies that all acreage has been reported,
(determination provided by compliance system), and that issuance of the payment
will not result in the producer receiving payment in excess of the prescribed
payment limitation applicable for direct and counter-cyclical payments.

Eligibility certifications and determinations must be updated in the automated
system before the producer or member can be paid. Eligibility information is
updated by the county office which should accurately reflect COC determinations.

The eamed payment is then provided to the accounting system for issuance or for
set-off if the producer has a receivable or claim.

Note: The counties are instructed (o run the overpayment process prior to
processing payments to ensure that receivables are established timely and to allow
for offset from fiture payments. :

4. Causes of improper payments.
a. List of currently known causes of improper payments specific to the program:

e Producers did not comply with applicable FSA program requirements.
DCP test questions 1 through 7 and 12 through 14 address this issue for
payments issued during the 2006 fiscal vear.

« FSA staff failed to properly follow all policy requirements for
administering the program. DCP test questions | through 7 and 12
through 18 address this issue for payments issued during the 2006 fiscal
year.

* Determinations for payment eligibility were not made or completed prior
to issuance of program benefits. DCP test questions 8 through 11 address
this issue for payments issued during the 2006 fiscal year.

b. Date causes of improper payments identified by statistical sampling will be

reported: September 17, 2007,

February 14, 2007 FINAL Page 7of 13
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Measurement Plan
AGENCY: Commodity Credit Corporation
PROGRAM: Direct and Counter-Cyclical Program (DCP)

5. Attachment. (Instruction: Atach the Program Statistical Sample Analysis Document).
Attachment B shows the Statistical Sample Data Collection Questions that will be
used during the statistical sampling process.

February 14, 2007 FINAL Page 8 of 13
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Attachment A
This form is available electronically.
CCC-770 DCP U.5. BEPARTMENT OF AGRICULTURE | 1. State Name 2. County Name
(12-11-06) Commodity Credit Comoration
DIRECT AND COUNTER-CYCLICAL PROGRAM
CONTRACT CHECKLIST
3. Crop Year 4, Fam Mumber
County Offices shall ensure that eligibility has been updated according to »
CCC-770 Eligibility before payments are issued for applicable producers.
PART A <FOR DCP DIRECT ADVANCE PAYMENTS 7+ il 2 : ; L "
' Lo Handbook or Date
Office Staff Actions: Other Reference YES | NO | Initials Completed
5. Have all signatures, or other supporting documentation such as & cash lease o 1.0CP
cash ren! certification statement, been obtained for afl lenants and owners et
associated with the farm? paragraphs 370-394
6. Has signature authority been verified for al signatures on the CCC-5007 1-CM, Part 25
7A. Was the coniract enrolled by June 1 of the applicable contract period?
1-DCP,
78, if “NQ," were all signatures for produners sharing in‘the base acres paragraph 390
obtained by September 30 of the confract period andg was the $100 late-
filed fee collected for the farm?
BA. Have the division of payment provisions been satisfied for alf producers sharing in 1-0CP,
the base acres on the CCC-309? paragraphs 351.357
8B, s the lancowner's share on the CCC-508 greater than their share on the 1-0DCP,
CCC-509 for the previous contract period? Subparagraph 6
9A. 1s the CCC-509 signed, dated, and approved by the COC or an authorized 1-0CF,
designee? paragraph 353
8B. ifa cash rent certification was provided by the producer, was the contract “OCF,
approved after June 30 of the applicable contract period? subparagraph 3908
10A.  Signature of Preparer Date 10B. Signature of Preparer i Date
10C.  Signature of Preparer Date 100, Signature of Preparer i Dale
11, 1 concurido not concur the above items have been verified and updated accordingly: i | Concur {_1 Do Not Concur
11A. CED Signature for Spot Check 1 118, Date
{
12, 1concur/do not concur the above items have been verified and updated accordingly: [J Concur . {1 Do Not Coneur
928, Date -

12A. DD Signature for Spot Check

1
H

PART B~ FOR DCP DIRECT FINAL AND COUNTER-CYCLICAL PAYMENTS - L
- Noto:lIn‘addition to the items below; the itéms in Part A mist be completed befora final direct and any countar-cyclical payments are idsied,

Office Staff Actions: Handbook or ¥ NO ! Initial Date
* Other Reference ES yitials Compileted
13. Does each producer shading in the base acreage control enough effective DCP 1.0CP,
cropland to support thelr share of the DCP base acres on the COC-5087 peragraph 354
14. Are FAV's planted on the farm?
14, I "YES", are the FAV's planted on DCP base acreage? 7’:5"‘3? .
an
148, If°YES", do any of the FAV exceptions apply? SO
14C. Has the acre-for-acre reduction and FAV viclation, zs applicable, been
recorded in the compliance system?
15. i not approved for zgvance payments, is the CCC-509 signed, dated, and approved DL,
by the COC or an authorized designee? paragraph 353
16A.  Signature of Preparer Date 188, Signature of Preparer ¢ Date
16C. Signature of Preparer Date 16D, Signature of Preparer Date
i7. 1 concur/do por concur the above items have been verified and updated aceordingly: {_] Concur [} Do Not Concur
February 14, 2007 FINAL Page 9 of 13
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Attachment A
17A. CED Signature for Spot Check 178, Date
18. fconcur/do not concur the above iteins have been verified and updated accordingly: { | Concur {_| Do Not Concur
18A. DD Signature for Spot Check 188. Dale D

The U.S. Deparment of Agriculture {USDA) prohibls discrmanation in all X programs 2t activilies on ThE DAsIE of (ee, color, national Qngin, age, disabiily, and whare appiivatle, sex, maris! stolus. famisol stalos,

parentat status, roligion, sexual riuntation, genetic infarmalicn, poMical belists, seprissi, or because 8lf ¢r p&nt ¢f an ingwicual's incoms 1S denved fom any public assistance program. (Not ali prohibiied bases apply i
programs.} Peesons will i Rigs who requirs menns for oo K of program i on (Bralie, large print, audivtape, elc.) shoufd contact USDA's TARGET Center af (2032} Y20-2608 {vace anc
TOB}. Yo file a complaint of discrimination, swrite lo LISDA, Dirscter, Offica of Civii Rights, 140D Avenue, SW., it L D.C. 20250-9410, oc coll (806} 7953272 {voice) or (202) 720-6382 (FO01 I

& sn ecunl opportundy provicer and empioyer,

February 14, 2007 FINAL Page 10 of 13
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Attachment B
DCP Test Items for 2006 Payments

Reeord Pavient § *Calculated $
Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Test liem Description and Answer Codes
item
1 CCC-509 is on file.
Yes.
o, - v
Yes. CCC-508 was found m:sf led or pwducer copy was ohtamed
ee or payee's representative (authorized or not) signed applicable CCC-509.
Yes. The signature was not missing at the time of payment.
| No, CCC-508 is not signed by payee or payee's representalive, 0 = &
Unknown. CCC-509 is not on file.
Yes. Missing producer’s signature has been obiained after payment was made and COC determined™
the correct producer received the payment,
C-509 signed on behalf of payee with signature authority on file,
Yes. Ssgrature autherity received before or after payment,
T At e
Not applicable. Representative signature is not applicable.
Unknown. CCC-509 is not on fie,
No. COC defermined™ the correct producer received the payment. {Signature authority is not required
1o be obtained if contract period has ended.}
4 Al required signatures (other than payes) were obiained on applicable CCC-509.
1 | Yes. No missing signatures and all representative signatures are supported by documentation provided
hefore or after pa mem

~
L1 ENTTNY BN LU0 271 P DY
o3

<

@ ~Heninaf-rley

DT
7 | Unknown. CCC-808 is noton file.
9 1 Yes. All missing signatures have beer obtained and COC has delermined™ the correct producer
received the payment but there is no signature authority for a representative signature.

5 A Late-File foe is applicable.

1 | Yes. Fee was coliected bef

‘21 Yes Fee fiot collettéd
6 | Not appiicable. Late-file fee not applicable.
7 | Unknown. CCC-502 is not on file.

f

yment

6 All required signatures were obtained on CCC-508 on or before September 30 of the applicable year.
1 | Yes.
2 i No.
7 1 Unknown. CCC-508 is not on file.
7 Payee has an inferest in enough acres on the farm to support the claimed share of base acres.
1 | Yes. !
* 25

8 CCC-502 is on file for the payee with sufficient information fo affow proper “person” and “actively

engaged” determinations to be made.

Yes. Received before or after payment. |

:4-No.: ECC-502 is noton-file: e ‘ o

No.. CCC-502 on file [acks sufficient information to make & proper e!saxbmty determmahon’

| Yes. Pavee is either ineligible or payment should:have been fimited based on'the determinati :

D-1026 is on file for payee with sufficient information to allow a proper determination to be made
Yes. Received before or after payment.

| No. AD-1026 s not-on:file: ]

rol—lyl ol nal ~

* It an asterisked answer code is used, the proper payment amount must be entered.
** COC may determine the correct producer received the payment if the payment is not in dispule and the producer is in compliance with alt

progrem provisions. Determination must be documented in COC minutes. In the case of @ missing signature or when signature authority
cannot be obtained, there must be evidence that the contract was intiated and there was timely filec documentation to support the coniract.

February 14, 2007 FINAL Page 11 of 13
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DCP Test Iters for 2006 Payments

Record Payvment § *Calealated §

Nore:

Shaded Answer Codes will resudt in the payment being identified as improperty made.

Test | Test ltem Description and Answer Codes
tem
3 | No. AD-1026 on file lacks sufficient information to consider the certification on file.
4 | Yes. AD-1026 indicates the payee is ingligible for payment.
10 AD-1026 s on file for each person affiliated with payee with sufficient information to allow a proper
determination to be made.
1 | Yes, Received before or after pavment.
‘2 [.No.AD-1026 for one or more affiliated persons is not on file.
3- | No..-AD-1026.on file for ene.or. more affifiated persons iacks sufﬁment information to consider th
~5 |- cerfification on file:
4 1 -Yes:tAD-1026 on file Ior oneor more of the: aﬁ' hated perscns makes payee mehgxble
- 5. A combinafion of codss'2; 3 andlor 4 is applicable 5 .
& | Not Appiicable. No affilisted person applicable.
11 Acceptable CCC-526(s) or other AG! certification(s) is on file.
1 | Yes. Re"ewcd befefe or after payment,
B The cerﬂﬁcanon(s) indicates payesis:ineligible for payment
12 Acceptable acreage report for alf cropland on the farm is on file before payment
i1 | Yes.
20FNos : . :
5 | Not Applicable. Paymentis an advance Direct Payment.
§ | No. Acceptabie acreage report was filed under the late-fled provisions after payment.
13 Acceptable acreage report for all cropland on the farm is on file at time of review.
1 ] Yes.
20 iNo s S ¢
9 { No. Acceptable acreage report has been fited under the iate-filed provisions since the review.
14 FAV's or wild rice was planted on base acres and payment was properly reduced.
1 1 Yes.
* Pt
8 | Not Aoplscable
15 FPayee Is the owner whose share is greater than the payment share received in the previous year.
1 Yes COC minutes decuments {before or after COR review) the review of the applicable CCC-509 and
the payment share is correct.
* 2 Yes. OC mlnutes do not document that rewew of the CCC 509 had been oonoucted
8 { Net App&cable
16 LLC-509 was revised.
1 1 Yes. The revision was made on or before September 30 of the applicable vear.
“2 | Yes; Therevision was made after Seplember 30.0f the applicable year. -
6 | Not Applicabie.
17 CCC-509 has been approved by CCC representative,
1 | Yes. CCC-809 was approved beiore or after paymenl
2| No:“CCC-508 is:not approved by CCC representative. B e ;
8 |'No.1GCC-509 wasinot approved by CO representahve before payment and a sunsequent revie
indicales CCC-50'shouid'no D R &

* |t an astersked answer code is used, the proper payment ameunt must be entered.

Exhibit A— Page 45 of 93

Attachment B

** COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with all

program provisions. Determination must be documented in COC minutes.

In the case of 2 missing signature or when signature authority

cannot be obizined, there must be evidence that the contract was initiated and these was limely filed documentation to support the contract,

February 14,2007 FINAL Page 12 01 13
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Record

Note: Shaded Answer Codes will result in the payment being identified as improperly made.

DCP Test Items for 2006 Payments

Payment §

Test
ltem

Test ltem Description and Answer Codes

18

Late payment interest is applicabie,

* 1t an asterisked answer code is used, the proper payment amount must be entered.

Exhibit A- Page 46 of 93

Attachiment B

** COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with ait
program provisions. Determination must be documented in COC minutes. n the case of a missing signature or when signatura authority
cannat be obtained, there must be evidence that the contract was initiated and there was timely filed documentation o support the contract.

February 14, 2007
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e e -
Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Loan Deficiency Payment Program
Fiscal Year: 2007

1. Plan for a valid annual improper payment amount,
a. Statistical Sample.
b. Who will perform work: Operations Review and Analvsis Staff, Farm Service Agency,
¢. Start Date: February 5. 2007,
d. Estimated Completion Date: August 17. 2007

2. Corrective action plans to be used in FY 2007 PMA/PAR reporting. (Due to
OCFO by 5/25/07)
a. Date Corrective Action Plan will be provided: September 17, 2007,
b, Date Improper payment amount will be provided: September 17, 2007.
¢. Date Improper payment rate will be provided: September 17. 2007.
d. Date Future reduction targets that decrease over time will be provided: September 17,
2007.

3. Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.
{Instruetions: Define the payment lifecycle from USDA to the ending program customer. Describe the steps that
will be taken in your statistical sample to track payments through each phase.)

A statistical sample will be utilized. Reviews of program payment activities with respect to the
Improper Payment Information Act are conducted by the Farm Service Agency’s (FSA)
County Office Review Program (CORP) under the direction of the Operations Review and
Analysis Staff {(ORAS).

Testing is conducted using statistically sound samples drawn from the total population of
program payments for each program being tested. A professional statistician under contract to
FSA isused to design the sampling approach, sample size and sample ttems. Sample size is
chosen to achieve a 95 percent confidence level.

Once the universe of the program is determined for the target fiscal year, a stratified two-stage
sampling approach is used. Agency program delivery organizations {county offices) are
selected in the first stage and individual payments made or contracts reviewed by those
organizations are selected in the second stage.

That sample list of individual contracts or payments is provided to the members of the CORP
staff covering the respective States. The CORP staff visit each of the county offices shown on
the list and review the individual contracts or payments identified in the statistically sound
sample. The results of that review are suramarized and submitted to the CORP national office
staff o be analyzed by the contractor statistician. That contractor determines the rate of
improper payments based on the data provided by the CORP staff that visited the county
offices and complieted the actual reviews of documenis.

Februazry 14, 2007 FINAL Page 1 of 9
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Loan Deficiency Payment Program
Fiscal Year: 2007

Payment Lifecycle Process:

Step 1: Requesting LDP Benefits:

The Loan Deficiency Program (LDP) request can be submitted online, by fax, or in person at
the FSA county office on or before the applicable final loan availability date. The LDP
request, the CCC-633 EZ, consists of a 2-part form. Producers must agree fo the terms and
conditions by signing the CCC-633 EZ, Page 1, before beneficial interest is lost in the
requested LDP quantity. The CCC-633 EZ, Page 2, is submitted at the time thé producer
requests the LDP benefit.

Step 2: Producer and Commodity Eligibility:

Producers must be eligible for a marketing assistance loan in order to be eligible for an LDP;
therefore, the producer and commodity eligibility process is the same for LDP’s as for MAL’s.
LDP’s are received in lien of a marketing assistance loan (market gain). Lien searches and
UCC-1’s are NOT applicable te LDP’s since there is no interest in loan collateral.

For online submissions, the producer and commodity eligibility is validated based on
information provided in the producer’s customer profile. Customer profiles are updated each
crop year to reflect current eligibility status and County Committee established vields
(maximum eligible quantities). County Offices must complete the Loan Deficiency Pavment
& eLDP Program Review Checklist (CCC-770) (Antachment A) to ensure all program
cligibility requirements have been verified before approving or disapproving the application.

Step 3: LDP Request Approval and Pavment:

Once the producer and commodity eligibility is verified or validated online, the LDP request
can be approved and payment is issued. LDP’s are issued based on the rate in effect on the
date of the request or the date the commodity is marketed/sold in the county where the
conmodity is stored or marketed. It depends on what option is selected on the LDP request.

4, Canses of improper payments.
a. List of currently known causes of improper payments specific to the program:

~» Incomplete/invalid LDP application/request. Producers are required to submit a
completed LDP application. LDP applications should include require loan data and
signatures. {Cause is related to Statistical Sample Test questions 1, 2, 3, 4, 24, and 25)

* Producer and Commedity Eligibilitv Determinations were incorrect or incorrectly

certified. Producers who request. LDP’s are required to meet producer and commodity
eligibility requirements according eligibility requirements provided in Regulations at 7
CFR Part 1421 or the Farm Sccurity and Rural Investment Act of 2002. (Cause is
related to Statistical Sample Test questions 5,6, 7, 8,9, 10, 11, 13, 14, 15, 16, 17, 18,
19,20, 21, and 22)

February 14, 2007 FINAL Page2of 9
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Loan Deficiency Payment Program
Fiscal Year: 2007

» Production Evidence (Quantity) A producer who receives an LDP can certify the
requested LDP quantity or provide acceptable production evidence in accordance to the
Commodity Credit Corporation (CCC) requirements. Production evidence includes:

« EBvidence of sales

»  Warehouse receipts

s Load summary

s Assembly sheets

* Paid measurement service

Eligible commodities include: Barley, Small Chickpeas, Com, Grain Sorghum, Honey,
Lentils, Mohair, Oats, Dry Peas, Peanuts, Rice, Soybeans, Upland Cotton, Wheat,
Wool, and Other Oilseeds.

If the quantity certified on the applicable LDP request form did not agree with the
acceptable production evidence presented, the quantity is considered incorrect;
therefore, the payment was considered improper. (Cause is related to Statistical Sample
Test questions 21 and 22)

s lLoan Deﬁciencv Payment Rate. The CCC determines the local county market price on
either a daily, weekly or monthly (honey LDP alternative repayment/LDP rate is
announced monthly) basis for commodities eligible for Loan Deficiency Payment. This
is referred to as the posted county price (PCP) or alternative repayment rate. The LDP
rate equals the amount by which the applicable loan rate where the commodity is stored
exceeds the PCP/alternative loan repayment rate for the respective commodity, The
loan rate must be for the correct commodity, county, and crop year. The LDP rate
information contained on applicable LDP form should agree with the prevailing rate
published at the time of payment on the USDA/FSA Price Support website. If not, then
the payment is improper. (Cause is related to Statistical Sample Test questions 18 and
23)

s Administrative Errors/Omissions. In some cases, County Offices may make an error
when issuing LDP benefits; therefore resulting in an incorrect payment. (Causes are
related to Statistical Sample Test questions: All or any of the test elements.)

b. Date causes of improper payments identified by statistical sampling will be repor‘ted
September 17. 2007,

5. Attachment. (Instruction: Attach the Program Stwatistical Sample Analysis Document).
Attachment B shows the Statistical Sample Data Collection Questions that will be used during
the statistical sampling process:
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Attachment A
This form is available eiectronicaily.
CCC-770 LDP/elLDP U.S. DEPARTMENT OF 1. Produced/Applicant Name 2. Date of Application
AGRICULTURE {MM-DD-YYYY}
(12-14-06) Commodity Credit Corporation
3. State Office Name 4, County Office Name
Loan Deficiency Payment (LDP) and e.DP
Program Review Checklist 5. Crop Year 6. LDP or eLDP Number
7. Farm Number 8. Commodity/Clags/Type

NOTE: Properly completed forms mean completed according to the appiicable procedure. This shall inciude proper signalures, shares, iD numbers,
addresses, date stamp e:c

: Gt e I * . Handbook or Other . | . Date
8. LBPRequestiApplicaﬁon “Applicable References m Initials Completed

A ls ter a roperly comp‘e!ed and signed CCC-633 EZ Page 1 on 11le7
Explain ‘NQ" answer:

8-LF_ subparagraph 301.5

Was the CCC-633 EZ Page 1 filed prior 10 joss of beneficial interest?
Explain "NO™ answer:

w

8-1.P, subparagreph 301.5

c. a*‘;shcﬂ;;tsgc- 33 EZ, Page 1 been forwarded to other county offices, if 8.P, subparagraph 201.5
D. Wés the completed CCC-533 EZ, Pape 1 and applicable LOP benefit
request page {page 2, 3 or 4) received in the county office on or belore 8-LP, peragraph 127
the final loan/LDP availzbility date?
£. Are CCC-633 EZ, Page 1 and Pages 2. 3, or 4 date-stamped? 8-LP, subparagraph 304&
F. Did the producer answer the question, “Are you or any co-appiicant - .
gelinquent on any Federal non-tax debt?” 8P, subparagraph 1018
G. Have £5A-211 andior other representative signatures been verified 1o 1-Ci, Part 25°
engure that the proper signeture authority is on file, i applicable? il
H. Has a second party reviewer verified and initiated the applicable LDP

benefits page {CCC-633 EZ, Page 2, 3 or 4} to ensure the applicable LDP 8-LF, paragraph 136
recuest was properly completed and ready for approval and processing? .

-10. Producer/Comm
A. s there a properly completed and timely filed FS 578 on flie for the
applicable crop year, with all cropland reported? Explain "NO” answer:

8-LP, patagraphs 100 and 128

B. Has producer eligibility been verified on the CCC-770 Eligibility Checklist? 8-L.P, paragraph 10¢
C. s the quaniity requested for LDP within the COC-established reasonabie
yield for the commodity? Note: County Office Must Run Price 8-LP, paragraph 132

Support Queries.
0. If the requested quantily exceeded COC established reasonable yield,
did the COC determine the quantity was reasonable? Explain "NO" answer;

8-LF, paragraph 132

E. Did the producer have risk of producing the crop? B-LP, paragraph 100
F. if LDP is based upon date bensticial interest is lost, was accepiabie
production evidence provided and was the L.OP ra%e verified? Explain 8-LP, paragraph 303
“NO" answer.
February 14, 2007 FINAL Page 4 of 9
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Attachment A

G. Is LDF rate correct for request date and county where marketed or
stored, if beneficial interest is maint2ined?

8-LP, paragraph 303

CC-'IODILD {12-14-06)Page 2 ‘ »
10, Producer/Commedity Eligibility (Continuation)

of the requsst the producer no tonger has beneficial interest?

H. Is LDP rate correct for the date beneficial interest was iost, if on the date

;- Handbook or Other'

. ‘Applicable References

8-LP, subparagraph 126A ang
paragraph 303

Initials.

I, is LDP raie correct for “dates of Delivery”, if LDP requested based on
date of delivery?
A1 LDP Processing. i i b 2 v e
A. Has form CCC-674 or SF-LLL been obtained, if applicable?
Than 3100,000)

(LD g{ear '

8-LP, paragraph 303

8-LP, paragraph 17

B. Has the Financial Services System been updated to refiect assignments,

if applicable? NOTE: All assignments shouid be on file and recorded in
Financial Services as “LDP" and "LDP Web”, for e-mails.

2. eLDP Processing &/ N

A. Has eLDP customer profile been established?

B3-Fl, Parts Sand 4

18-P8, paragraph 251

B. Has eLDP application been submitied and printed?

15-PS, Part 3

13. Remarks:

Certification:

according to policies and procedures found in Handbook 8-LP.

1 (we) the undersigned certify the abave items huve been verified or updated accordingly. I also eertify that the applicable LDP
documents will be filed In accordance with Handbook 25-4S and that the producer will receive the applicable LDP documentation

144, Signature of Preparer(s)

14B. Date (MM-DD-YYYY}
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Attachment A

15A. 1 concur/do not concur the above items have been verified or updated sccordingly. [ coneur ] 5o Not Concur

158. CED Signature for Spotcheck

15C. Date {MM-DD-YYYY}

16A. I coneur/do not concur the above items have been verified or updated accordingly. 1 concur ] oo Mot coneur

168, DD Signature for Spotcheck

T6C. Date (MM-DD-YY7%)

Ve A Begamen of Sqrcwine [US0A] DIonbes GREPTGU 1 w13 progeamiy 900 STy i I0F BAns O Foce. SO, iy av iaw, GOy o wers EADOCADNE, BAX, MATR) TORIS. [SAMASI SIATY, DEreTTH STAFOS, ETan,

SexU0 RNLANIon, PENlis iOnTINivN, PO Defels, YpHSAl Of Decause B G+ Hos of an ivihials imcome is dorived from: say publc 3ssisiance cropem. (Not sl prolilitan bases apply G MY programs.} Percios wik BiSIBies wha tegve
alfesntive means tos CommakkCation o prgusm idotmatin (Braite, lige pant, sutiolone, wiu) shouid sontect USBA'S TARGET Center 2! £202) 230-2600 {voice and TEO Te e 2 comeiaint of Jiscriminalion, write in S0, Dircoy Dl

of Cheil Riphts, 1405 independence Avenve, S.W., Washingtoo. D.C. I025-941, or ca¥ (800) 793-3273 fepice) ov (202} T20-6342 {TODL USOA 18 34 paon OBy PRVEIEr 80 ROROYEr.
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Aftachment B
LDP Test items for 2006 Payments

Record Payment $ *Calculated §
Note: Shaded Answer Codes will result in the payment being identified as improperly made,

Test | Testitem Description and Answer Codes

Item
1 LDP application is on file.
1 | Yes.
2. 3 Now - s SRR :
9 1 Yes. Appiication found misfiled or producer copy was abtained.
2 Payee or payee’s representative (authorized or not) signed applicable application.
1 | Yes. The signature was missing at the time of pavment.
21 No. LDP appiication is not'signed by payee or payee’s representative;
7 | Unknown. LDP application is not on fle.
8 | Yes. Missing producer’s signature has been cbtained afier payment was made and CGC delermined™
the correct producer received the pavment.
3 DP application signed on behalf of payee with signature authority on file,
Yes., Signature authori ived before or after
TN -

Nol appliceble. Representative signature is not applicable.

Unknown. LDP application is not on file.

No. Obligation for compiiance has NCT ended, the payee's signature has been obtained, and COC

determined** the correct producer received the payment. .

9 | No. Obligation for compliance has ended and COC determined™™ the correct producer received e

payment. {Signalure authority is not sequired to be obtained if obligation for compliance has ended.)

4 Al required signatures (other than payee) were obtained on the application.

t | Yes. Nomissing signatures and all represeritative signatures sre supported by documentation provided
before or after i

51N

7 1 Unknown. LDP application is not on file.

8 | Yes. Obligation for compliance has NOT ended, all required signatures have been obtained, and GOG

determined*” the corract producer received the payment,

8 | Yes. Qbligation for compiiance has ended, all missing signatures have been oblained, and COC

determined™ the correct producer received the payment but there is no evidence of authority for a

representative signature.

5 Acceptable acreage report for 2il cropland on the farm is on file at the time of review.

Yes.

i No
Unknown. LOP made to CMA.
No. Acceptable acreage report has been filed under the late-filed provisions since the review.

CC-502 is on file for the payee with sufficient information to allow proper “persor” and “actvely engaged”

terminations to be made,

[=S1 BN P- 3 11 D

a ofo]~fn~

@

-No:: CCG-502 on file lacks sufficient information to make a proper eligibility determination:
|- Yes. Payeg is ether ingligible 6r payment should have been limited based on the determinatio
Unknown. LOP made to CMA.

D-1026 is on file for payee with sufficient information to allow a proper determination to be made.
Yes. Received before or after payment,

“NoAD=1026 is'hoton'fi
| ‘Ngis AD-1026 on file lacks Sufficientinformation ta considérthe certification on Al

IS PN S N P

* If an asterisked answer code is used, the proper payment amount must be entered.
*COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with all program

pravisions. Determination must be documented in COC minutes. In the case of a missing signature or when signature authority cannot be obtained,
there must be evidence that the application was initiated and there was timely filed documenlation to support the application
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LDP Test Items for 2006 Payments

Record Payment $§ *Calculatad $
Note: Shaded Answer Codes will result in the payment being identified as improperiy made.

Test | Test ltem Description and Answer Codes

ltem
4 - Yes. AD-1026 indicates the payee as ineligible for loan.
7 | Unknown. LDP made to CMA.
8 AD-1026 is on file for each person affiliated with payee with sufficient information to aliow a proper
determination to be made.
1 1 Yes. Received before or after payment.
-2 |:No: AD-1026:for one or more affiliated personsis:not on filer :
3 |“Noz: AD-1026'on file for one or.more affiiated persons Jacks sufficient information fo consider:
12 Yes, -AD-1026 on file for one or more of the affiiated pefsons makes payee ineligible.
‘A combination of cades:2, 3, and/for 4.is applicable: e e
Not Applicable. Ne affiliated persons applicable.
Unknown. LDF made to CMA.
9 Producer had beneficial interest in commodity.
1 | Yes.
20 NG =
7 | Unknown. LDP made to CMA.
10 Producer had risk in producing the commodity.
1 ] Yes.
25N

71 Unknown. LDP made lo UMA and specific producer sligibility determination cannot be made,
11 Producer certified they had no delinquent Federal non-fax debt.

1 | Yes.

2 | No. No ceriification was made.

9 | Yes or No. Producer had a delinquent Federal non-tax debt (sfther cerfified by producer or discovered
after LDP was made) and the loan availability date has not passed or the debt was resolved before the
.| loan availability date.

12 LDP exceeded $100,000 and applicable lobbying forms were obtained.

1 1 Yes.

2 | No.

§ | Not applicable. LDP did not exceed $100,000.

13 Commodity was in existence and in a storable condition.

1 | Ye
* 291N e g
14 Commodity was merchantable for food, feed, or other uses determined by CCC.

1 1 Yes.
15 The commodity does not contain mercurial compounds, toxin-producing molds, or other substances
poisonous to humans.
1 | Yes
N + 24 Now R g
16 Cognmodlty meets the definition of the commodity.
1 1 Yes.

* If an asteriskad answer code is used, the proper pavment amount must be entered.
"*COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with all program

provisions. Determination must be documented in COC minutes. In the case of a missing signature or when signature authority cannot be pblained,
there must be evidence that the application was initiated and there was timely filed documentation to support the applicetion
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Attachment B
LDP Test Iltems for 2006 Payments

Record Payment $ *Calculated $
Note: Shaded Answer Codes will result in the payment being Itentified as improperly made.

Test | Test liem Description and Answer Codes
item
* 2 FNoo o e e
17 The commaodity was produced in the applicable crop year,
1 | Yes.
* 2 1 Neo, T s Nk
18 LDP was made on correct commodity,
1 | Yes.
* 2 Noooy b S e L
19 Commodity was not substituted, purchased, bartered, or received as a gift
1 | Yes.
* 2 - [Nox
7 | Unknown. LDP made o CMA.
20 | Commodity was not produced on land owned by the Federal Government, if the land is occupled
without lease, permit, or other rights of possession,
1 | Yes.
2:5Noy
7 | Unknown. LOP made to CMA,
21 LDP quantity is supported by producer certification, measurement service, warehouse receipt, or
other acceptable production evidence.
11 Yes.
* 2 N

22 LﬁP quantity is reasonable.
1| Yes. LDP quantity did not exceed 110% {100% for cotion) of the COC-Estabiished vield or if did exceed,
the COC

. 7§ Unknown. LDP made to CMA.
23 The correct LDP rate was used,

* . 2

24 Documentation of a second parly review is on file.
1 | Yes.
2 | No.

8 | Notapplicable. LDP is an eLDP,

25 The LDP was approved by CCC representative.

1 | Yes. Approved before or after disbursement

27N

§ | Not applicable. LDP is an el DP.

26 Late payment interest is applicable,

1 | Yes. Late payment was paid correctly.

27| Yes. Late payment wasiriot)

N  Ver L s
5

Not Applicable.

* i an asterisked answer code is used, the proper payment amount must be entered.
**COC may determine the correct producer received the payment if the payment is not in dispute and the producer Is in compliance with all program

provisions. Determination must be documented in COC minutes. In the case of 2 missing signature or when signature authority cannot be cbtained,
there must be evidence that the application was initiated and there was timely filed documentation 1o support the application
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Marketing Assistance Loan Program
Fiscal Year: 2007

1. Plan for a valid annual improper pavment amount.
a. Statistical Sample.
b. Who will perform work: Operations Review and Analvsis Staff, Farm Service Apency.
¢. Start Date: Februarv 3, 2007
d. Estimated Completion Date: August 17, 2007,

2. Corrective action plans to be used in FY 2007 PMA/PAR reporting. (Due to
OCFO by 5/25/7)
a. Date Corrective Action Plan will be provided: September 17, 2007.
b. Date Improper payment amount will be provided: September 17, 2007.
¢. Date Improper payment rate will be provided: September 17, 2007.
d. Date Future reduction targets that decrease over time will be provided:
September 17, 2007,

Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.

(Instructions: Define the payment lifecycle from USDA 1o the ending program customer. Describe the steps that
will be taken in your statistical sample to track payments through each phase.)

s

Statistical Sample Process:

Reviews of program payment activities with respect to the Improper Payment Information Act
are conducted by the Farm Service Agency’s (FSA) County Office Review Program (CORP)
under the direction of the Operations Review and Analysis Staff (ORAS).

Testing is conducted using statistically sound samples drawn from the total population of
program payments for each program being tested. A professional statistician under contract to
FSA is used to design the sampling approach, define the sample size and identify the sample
items. - Sample size is chosen to achieve a 95 percent confidence level.

Once the universe of the program is determined for the target fiscal year, a stratified two-stage
sampling approach is used. Agency program delivery organizations (county offices) are
selected in the first stage and individual payments made or contracts reviewed by those
organizations are selected in the second stage.

That sample list of individual contracts or payvments is provided to the members of the CORP
staff covering the respective States. The CORP staff visits each of the county offices shown on
the list and reviews the individual contracts or payments identified in the statistically sound
sample. The CORP reviewers use a list of program division provided criteria that is drawn
from legal and program administrative guidance. Findings of non-adherence to the criteria
related to the individual contracts or payments in the sample will identify improper payments
made. The results of that review are summarized and submitted to the CORP national office
staff to be analyzed by the contractor statistician. That contractor determines the rate of
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Measurement Plan

AGENCY: Commedity Credit Corporation
PROGRAM: Marketing Assistance Loan Program
Fiscal Year: 2007

improper payments based on the data provided by the CORP staff that visited the county
offices and completed the actual reviews of documents.

Payment Lifecycle Process:

The Marketing Assistance Loan (MAL) Program is composed of an application request,
producer/commodity eligibility review, loan servicing, and loan repayment (market gain-

payment phase).

Step 1: MAL Request:

The MAL application request must be received in the FSA county office on or before the
applicable final loan availability date. Producers can request a fanm-stored certified, farm-
stored measured or warehouse-stored MAL.

Step 2: Producer and Commodity Eligibility Review:

The MAL application and warchouse receipt is reviewed for completeness and accurate
signatures. The local County FSA Office will complete a producer and commodity eligibility
determination. Producer eligibility consists of running eligibility files, ensuring DCIA |
compliance (certification is completed), and commodity eligibility is verified by reviewing
FSA-578 data and ensuring requested loan quantity doesn’t exceed the COC established
maximum eligibility quantity. County Offices must complete the MAL Processing Checklist
(CCC-770 as shown in Altachment A) to ensure all program eligibility requirements have been
verified before approving or disapproving the application. A

Step 3: Approval and Loan Disbursement:

Upon the verification of producer and commodity eligibility and completion of the CCC-770,
the MAL application is approved by the COC or designee. For MAL’s disbursed for $25,000
or more, or MAL requests determined to be “high risk™ (i.e. producer with muitiple violations)
by the County Office staff, the County Office staff must first complete a lien search and file a
financing statement before the MAL can be approved and disbursed. Ifit is determined that
the commodity has liens, the producer is responsible for obtaining a lien waiver. Lien waivers
must be signed by the applicable parties and returned to the County Office before the MAL can
be approved and disbursed.

The MAL data is entered in the Automated Price Support System and the loan proceeds are
disbursed. Producers are required to sign and date the MAL note and security agreement.
Producers are provided a copy of the note and security agreement and a copy of the MAL
terms and conditions.

Step 4: Loan Servicing/Repavments: .

County Offices service MALSs throughout the 9-month loan period. Loan servicing consists of
conducting spot checks, processing violations, processing authorizations to move loan
collateral, locking in repayment rates, transferring loan collateral from farm-stored to
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Marketing Assistance Loan Program
Fiscal Year: 2007

warehouse stored or warehouse stored to farm-stored, completing settlements and forfeitures,
handling commodity certificate exchanges, and accepting and processing repayments. A series
of transactions may occur on a single loan over the 9-month period.

Step 3: Releasing Loan Collateral/Terminatine Loan Asreement:

County Offices terminate loan agreements when a loan is repaid in full or the commodity is
delivered to CCC in satisfaction of the outstanding loan. When the loan has been repaid or
redeemed in full, County Offices will release the collateral to the producer. County Offices
prepare and file necessary documents to release the financing statements at the producer’s
request and expense.

4, Causes of improper payments:
a, List of currently known causes of improper payments specific to MAL:

» Incorrect Loan Rate used to calculate pavment. The correct loan rate must be used to
calculate the correct loan disbursement. The loan rate is based on the crop year,
location, commodity, type or class (for wheat), and in some cases, quality. The loan
rate should agree with the loan rate information contained on form CCC-677. If not,
then the payment is considered improper. (Cause is related to MAL Statistical Sample
Test Question 28)

¢ Incomplete or mvalid marketing assistance loan application. Producers are required to
submit a completed loan application. MAL applications must include required loan
data and signatures. (Cause is related to MAL Statistical Sample Test questions: 1, 2, 3.
4,7, 14, 26, and 30)

¢ Producer and Commeodity Eligibility Determinations were incorrect or incorrectly

certified. Producers who request MAL'’s are required to meet producer and commodity
eligibility requirements according to eligibility requirements provided in 7 CFR Part
1421 or the Farm Security and Rural Investment Act of 2002. {Cause is related to MAL
Statistical Sample Test questions: 5,6, 8, 9, 10, 11, 12, 15, 16, 17, 18, 19, 20, 21, 22,
23,24, 25,26, and 27)

b. Date causes of improper payments identified by statistical sampling will be reported;
September 17, 2007,

5. Attachment. (ustruction: Attach the Program Statistical Sample Analysis Document).
Attachment B shows the Statistical Sample Data Collection Questions that will be used during
the statistical sampling process.
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Attachment A

This form is available electronically.

CGCGC-770 MAL 1. Name of Applicant
U.5. DEPARTMENT OF AGRICULTURE
{proposal 1} . .
Commodily Gredit Corparation 2. Date of Application (MM-DD-YYYY) [ o Type:
Warehouse {  FS- FS-
Cert, Measured
MARKETING ASSISTANCE LOAN (MAL) 4. State Office Name 5. County Office. DMA or CMA Name
PROCESSING CHECKLIST

6. Commodity i 7. Cless/Tvpe I 8. Crop Year 9. Farm Number | 10. Warchouse Code | 11. NG. of Warehcuse Receipis:

! { Paper: EWR:

i

References -+

Haudbook or OtherApplmb%e D.a“,e ‘ Cﬂl‘{fp!é!ed'

12. WAL RequestApplicatio

) . 8-LP,
? *
A. is the CCC-666 propetly completed and signed? subparagraph
B, For measured loans, has the COC-666, F5A-409 and the CCC-677-1 bean 5-LP. Part
Completed and signed? » Part 4
C. is the CCC-10 properly completed and on: file? B-LP, paragraph 414

D. Was the applicable |oar rate for the stored commodity requested for loan
verified? Note: Loan rate is based on where the commodity is stored.

8-LP paragraph 405

13. Producer/Commodity Eligibility Verification: -

A. Has the FSA-578 been properly completed and filed? 8-LP, subparagraph t00A
B. Has the CCC-770 Eligibility checklist been completed and verified? 3-PL, paragraph 3
C. Did the producer answer the question, “Are you or any co-applicant 8-LP,
Detlinguent on any Federal non-tax debt?” subparagraph to1B
D. Is the efigible loan commodity in existence and in storable condition? 8-LP, subparagraph 126
E. is the storage structure approved for MAL purposes? 8-LP, subparagraph 424
F. Has the loan besn requested on or before the final ioan availability date? 8-L.P, subparagraph 127C
G. Did the producer certify to maintaining beneficial interest in the crop? 8-LP, subparagraphs 120,
County Offices shall review contracts, if provided. . 120 qgmp '
H. Fer warehouse-stored loans, has the warehouse receipt been groperly y
endorsed? 8-LP, subparagraph 448
1, Is the quantity requested within the COC-established reasonable vield for 8-Lp,
the commadity? County Offices MUST run queries. subparagraph 132

J. Has a second parly review been property completed? Ensure that the

loan application was initialed by the reviewer. 8-LP. subparagraph 1364

K. Did the producer certify to having risk of producing the crop? 8-LP. subparagragh 100A

-

. Has the CCC-685, Agreement for Grain Pledged as Collateral For CCC
Commodity Loans, been properly completed, if applicable. 8-LP, paragraph 429

‘MAL Processinda/Aobroval:

A. Has a lien search baen perdormed, if applicable? 8-LP, paragraph 403
8, Have lien walvers been obtained, if applicable? B8-LP, paragraph 404
February 14, 2007 FINAL Pageq of 10
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Attachment A

C. For DAFP authorized loan deductions, were the deductions submitted on
a statemeni of charges signed by the producer?

8-LP, paragraph 404

D. Were the deductions made according lo Hen-hoider instructions on
CCC-6797

&-LP, paragraph 404

CCC-770 MAL (proposal 1)

E. Has the LICC-1 been propsrly filed and verification of the filing was
received?

Handbook or Of
Referc

8-LP, paragraph 423

F. Were CCC-683, Commadity Loan Seals provided for farm stored MAL?

8-LP, paragraph 425

G. Were authorized offsets propery completed and established in the
Financial Service System?

8-LP, paragraph 410

15. Remarks

Certifications:

policy handbook, as applicuable.

T (we) undersigned and certify that the above items have been verified or updated accordingly. I alse certify that the producer will be
provided the applicable Note and Security Agreement and the Note and Security Agreement Terms and Conditions upon the approval
of the requested marketing assistance loan and thet the policies and procedures were followed according to Handbook 8-LP and other

16A. Signature of Preparer(s)

168. Date {(MM-DD-YYYY)

17A. I concur/do not concur the above items have been verified or updated accordingly.

D Congcur [ Do No: Concur

178. CED Signature for Spotcheck

17C. Date (MM-DD-YYYY}

February 14,2007 FINAL
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Attachment A

Ef Concur D Do Not Coneur

18A. 1 concur/do not concur the above items have been verified or updated accordingly.

18C. Date (MM-DD-YYYY)

188, DD Signature for Spoltcheck
The U.S, Oepsrtment of Agnculture (USDAS proniads discrmmmalian i &fi &5 programms and scivies on 1e Dasis of L. CORY, Natwndl Sagin, age, disabady. and WHEre JpPICGDIO, OX, MATHal SIATLs,
famidial status, parental stafus, religion, sxxwal orentalion, genstic information, poliical befiels. coprisst, o: becsuse ali or partof an indiviguol's income is derived from any pubiic assistance program
{Not afl prohiblet bases apply to aif programs.) Persons with di tios wha require means for ! program info (Braile, large prnt, audiotape, elc.} seould confatt USDA's
TARGET Cenler at {202} 720-2600 {voize and TRO). To fie a complaint of discrimination, write to USDA, Dirsctor, Offios of Cred Rights, 1400 Avenue, SW., D.C. 20250-8410,
o call {800} 795-3272 {voice} or (202) 720-6382 (TDD). USDA is an equt opportunity provicer and empioysr.
Page 6 of 10
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Attachment B

MAL Test items for 2006 Payments

Payment $ *Cailcuiated §

Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Testitem Description and Answer Codes
Item
1 Note or copy of original note is on file.
Yes.
2 FNo. ol
9 | Yes. Note found misfiied or producer copy was oblained,
2 Payee or payee's representative {authorized or not) signed note.
1! Yes. The signature was not missing at the time of payment.
2 | 'No.: Note is nat:signed by pavee or payee's representative.
7 | Unknown. Note is not on file.
8 | Yes. Missing producer’s signature has been oblained afler payment was mads and COC determined™
the correct producer recejved the payment.
3 Note signed on behalf of payee with signature authority on file.
1 1 Yes. Signature authority received before or afler payment,
i2eeNas bt :
6 | Nol applicable. Representative signaiure is not applicable.
7 | Unknown. Note is not on file.
8 | No. Loan s still outstanding, payee's signature hag baen obtained, and COC determined™ the correct
preducer received the payment. )
§ | No. No outstanding loan quantity is remaining ang COC determined™ the correct producer received the
payment, {Signature authority is not required o be oblained if there is no oulstanding ican guanfily.}
4 All required signatures [other than payee] were obtained on the note,
1 | Yes, No missing signatures and all representative signatures are supportec by documentation provided
before or after payment,
2
7+ Unknown. Note is not on file.
8 | Yes. Loanis slill outstanding, all required signatures have been oblained, and COC determined™ the
corract producer received the payment.
9 | Yes. Nooutstanding lean quantity, all missing signatures have been oblained. and GOG delermined™
the correct producer received the payment but there is no evidence of authorily for a representative.
5 Loan Is still outstanding.
1 | Yes. Market gain is applicable.
2 | Yes, Market gain is not applicable.
3| No. Market gain is applicable,
4 | No. Market gain is not applicabie.
[ Acceptable acreage report for all cropland on the farm is on file at time of review.
1 1 Yes.
T2NE NG
7 1 Unknown. Loan made to CMA,
¢ | No. Acceplable acreage report has been filed under the late-filed provisions since the review.
7 CCC-666 is on file with sufficient information fo support the farm-stored loan.
1 ] Yes.
Z | Mo, CCC-666 is not on file.
3 | Ne. €CC-856 on file lacks sufficient information to support foan.
€ 1 Notapplicable. Loan is not & farm-stored loan.

¥ If an asterisked answer code is used, the proper payment armount must be entered.

** COC may determine the correct producer received the payment if the payment is not in dispute and the producer is in compliance with all program )
provisions. Determination must be documented in COC minutes. in the case of a missing signature or when signature authority cannot be obtained, there
rust be evidence that the note was initiated and there was timely filed documentation o support the nots.
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MAL Test ltems for 2006 Payments

Payment $ “Calculated $

Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Test
ltem

Test item Description and Answer Codes

AD-1026 is on fiie for payee with sufficient information to aliow a proper determination to be made.

Yes. Received before or after loan disbursemeni.

No.-AD-1026 is not-on file

Np. AD-1026 on file lacks stifficient: mformation to consmer the cemﬁcenon on
Yes: AD-1026 indicatés the payée:as ingligible for loan. .. © e

Unknown. Loan made to CMA.

-1026 is on file for each person affiliated with payee with sufficient information to allow a proper
etermination to be made.

Yes mcetved before or af‘er Ioan dtsbusemnn:

BEICH ST RN o BT I 0 PSP
Tt b s

?‘.A combmauon of code5»2;:3;.:and/. Zisiapplicable

Net Applicable. No affliated persons applicable.

~tjo|enfan

Unknown. Loen made fo CMA.

10

Producer had beneficial interest in commodity.

1 iYes

2] No.

7 | Unknown. Loén made to CMA,

11

Producer had risk in producing the commodity.

1 | Yes.

-2 NG

7 | Unknown. Lcan made to CMA,

12

Producer certified they had no dehnquent Federal non-tax debt

1 {Yes.

2 1 No. No certification was made.

‘Unknown.b L.oan made fo CMA,

wi-~i]

Yes or No, Producer had a delinquent Federal non-tax debf (either certified by producer or discovered
after LOP was made) and the loan availabiiity date has not passed or the debt was resclved before the
loan availability date.

13

Loan exceeded §150,000 and applicable lobbying forms were obtained.

Yes.

Ne.

Not applicable. Loan did not exceed $150,000.

14

C Cotton A-§ is on file with sufficient information to support the cotton loan.

Yes,

No, No CCC-Cotton A-5 is on file.

No. CCC Cotton A-5 on file lacks sufficient information to supper! the ioan.

=31 TG BN PON T ENCY WY
o

Not applicable. Loan is net a non-recourse cotéon foan.

* If an asterisked answer code is used, the proper payment amount must be enterad.

Attachment B

** COC may determine the correct producer received the payment if the payment is notin dispute and the producer is in compifance with all program
provisions. Determination must be documented in COC minutes. In the case of a missing signature or when signature authotity cannot be obtained. there
must be evidence that the note was initizied and there was timely filed documentation to support the note.
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MAL Test Items for 2006 Payments

Payment 3 *Calcutated §

Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Test ltem Description and Answer Codes
Itermn
15 Commaodity was in existence and in a storable condition.
1 | Yes.
* 2 | No.
16 Commodity was merchantable for food, feed, or other uses determined by CCC.
1 | Yss.
* 20 No, . R E o ) i
17 The commodity does not contain mercurial compounds, toxin-producing molds, or other substances
pofsonous to humans,
1 1 Yes.
* 721 No I KL
18 Commodily meets the definition of the commodity.
1 | Yes
* :;‘ 3
13 The commodity was produced in the applicable crop year.
1 | Yes.
* s2aleNes s e Gl :
20 The correct commodity was pilaced under loan,
1 | Yes.
21 Commodity was not substituled, purchased, bartered, or raceived as a gift
1 | Yes
¥ 20 :No S
7 1 Unknown. Loan made {o CMA.
22 Commodity was not produced on land owned by the Federal Government, if the jand is occupied
without lease, permit, or other rights of possession.
23 Required lien search was conducted.
1 ] Yes.
52 : o N s
6 | Notappliczble. Lien search was not required.
24 Required lien waiver was obtained. )
1 1 Yes
2 ["Ng : ARl :
B | Not applicable. Lien search nol required or no liens were applicable.
71 Unknown. Required lien search was not conductad.
25 Required UCC-1i5 filed,
1 1 Yes
B e
6 | Not applicable. UCC-1 s not required tc be filed.
26 Loan guantity is supported by producer certification, measurement service, or warehouse receipt,
1 | Yes.
* LN T e T T T T R

* Ifan astefisked answer code is used, the proper payment amount must be entered.

Attachment B

* COC may determine the correct procucer received the payment If the payment is not in dispute and the producer is in compliance with all program
provisions. Determination must be documented in COC minutes. In the case of a missing signature or when signature authority cannot be obtained, thers
must be evidence that the note was initiated and there was timely filed documentation to support the note.
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MAL Test ltems for 2006 Payments

Record Payment $ "Caiculated §
Note: Shaded Answer Codes will result in the payment being identified as improperly made.

Exhibit A- Page 65 of 93

Attachment B

Test | Test ltem Description and Answer Codes

ltem
27 Loan quantity is reasonable.
1 | Yes. Loan quaniity did not exceed 110% (100% for cotton) of the COC-Established yield or if dig
exceed, the COC has determined the quantity reasonable before or afier payment,
R - - - YT +Tor cotion) and GOG, has not detern
i reasonablel B et e
7 1 Unknewn. Loan made {o CMA,
28 The correct loan rate was used.
"1 T Yes
¢ Z25ER e
29 Documentation of a second party review is on file. .
1 1 Yes.
2 | Ne.

30 The note was approved by CCC representative.

Yes. Approved before or after disbursement

0F

31 Late payment interest is applicable.

1 1 .Yes, Late payment was paid correctly.

-paymentwasnolpal

‘es. Late paymentsmount paid wasincorres

Not Applicable.

* If an asterisked answer code is used, the proper payment amount must be entered.

** COC may determnine the correct producer received the payrment if the payment is not in dispute ang the producer is in compliance with all program
provisions. Detennination must be documented in COC minutes. In the case of a missing signature or when signature authority cannot be oblained, there

must be evidence thal the note was initiated and there was fimely filed documentation to suppert the note.
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mirrvrenc s {

Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Milk Income Loss Contract
Fiscal Year: 2007

1. Plan for a valid annual improper payment amount.
a. Statistical Saraple o
b. Who will perform work: Operations Review and Analvsis Staff, Farm Service

Agencv

Start Date: Februarv 5. 2007
d. Estimated Completion Date: August 17. 2007

o

2. Corrective action plans to be used in FY 2007 PMA/PAR reporting.

(Due to OCFO by 5/25/07)

a. Date Corrective Action Plan will be provided: September 17. 2007

b. Date Improper payment amount will be provided: September 17, 2007

c. Date Improper payment rate will be provided: September 17, 2007

d. Date Future reduction targets that decrease over time will be provided:
September 17, 2007

.

3. Statistical Sample steps that will be taken to track sampled payments
through each phase of the payment lifecycle.
{(Instruetions: Define the payment lifecycle from USDA to the ending program customer. Describe the
steps that will be taken in your statistical sample to track payments through each phase).

Statistical Sample Process:

Reviews of program payment activities with respect to the Improper Payment
Information Act are conducted by the Farm Service Agency’s (FSA) County Office
Review Program (CORP) under the direction of the Operations Review and Analysis
Staff (ORAS).

Testing is conducted using statistically sound samples drawn from the total population of
program payments for each program being tested. A professional statistician under
contract to FSA 1s used to design the sampling approach, define the sample size and
identify the sample items. Sample size is chosen to achieve a 95 percent confidence
level.

Once the universe of the program is determined for the target fiscal year, a stratified two-
stage sampling approach is used. Agency program delivery organizations {county
offices) are selected in the first stage and individual payments made or contracts
reviewed by those organizations are selected in the second stage.

That sample list of individual contracts or payments is provided to the members of the
CORP staff covering the respective States. The CORP staff visits each of the county
offices shown on the list and reviews the individual contracts or payments identified in
the statistically sound sample. The CORP reviewers use a list of program division
provided criteria that is drawn from legal and program administrative guidance. Findings
of non-adherence to the criteria related to the individual contracts or payments in the

February 14, 2007 FINAL Page 1 of 13
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Milk Income Loss Contract
Fiscal Year: 2007

sample will identify improper payments made. The results of that review are summarized
and submitted to the CORP national office staff to be analyzed by the statistician
contractor. That contractor determines the rate of improper payments based on the data
provided by the CORP staff that visited the county offices and completed the actual
reviews of documents.

Payment Lifecycle Process:

Step 1: Producer applies for the Milk Income Loss Contract Extension (MILCX)
Program:

+ Interim signup (March 13, 2006 through May 17, 2006)
» Extended signup (May 18, 2006 through September 30, 2007)

FSA determines what production start month selection options are available to the
producer based on when the producer submits an application (CCC-580X) for benefits.

Step 2: FSA verifies Eligibilitv:

e Dairy Operation eligibility:
»  Must produce fluid milk for the commercial market during the program period.
¢ Production facilities must be located in the U.S.
 Must have evidence of monthly commercial milk marketing from all producers in
the dairy operation.

» Producer eligibility:
e Submit application form CCC-580X.
¢ Agree to prescribed terms and conditions on CCC-580X Appendix.
* Submit monthly production evidence to local FSA County Office.
¢ Beactively engaged in the business of producing and marketing agricultural
products.
o Certify compliance with HELC/WC provisions on AD-1026

¢ Eligible Production:
Commerciaily marketed production up to 2.4 million pounds per dairy operation.

Note: System verifies much of the eligibility. FSA further uses checklist CCC-770
Eligibility (Attachment A) to verify that each producer meets eligibility
requirements and CCC-770 MILCX (Attachment B) to verify each dairy
operation meets contract requirements.

Step 3: FSA Approves or Disapproves Application:
= Applications disapproved are provided appeal rights.

February 14, 2007 FINAL Page 2 of 13
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Milk Income Loss Contract
Fiscal Year: 2007

e Applications approved are forwarded for payment processing.
PP g

Step 4: Pavment Processing:

» Evidence of production submitted to the County Office for applicable payment
months is entered into the eMILCX software for payment processing, Production
evidence is reviewed against data entered in eMILCX software. Verification of
production evidence and second party review before payment is issued is certified on
CCC-770 MILCX Checklist. The program application software passes the payment
to NPS for further processing.

¢ County Offices have 60 days from receipt of production evidence to issue a payment.

¢ Funds available for the program are allocated through eFunds Control from the
National Office to the State level who in turn allocates funds to the County level for
payment processing to dairy operations,

Step 5: Issuing MILCX pavments:

o Payments will begin with the production start month selected by the dairy operation
and continue consecutively every month that there is a payment rate in effect and
evidence of production is provided to the County FSA Office, through the earlier of
the production cap being reached or the end of the FY.

» Payments are issued via direct deposit or check (if direct deposit is waived).

4. Causes of improper payments:
a. List of carrently known causes of improper payments specific to the program:
e A payment is made based on inaccurate or fraudulent data provided by producer.
Cause is related to MILC Statistical Sample Test question 12.

s An eligible producer is not paid because of fraud, scheme or device by the local
office or the producer. Cause is related to MILC Statistical Sample Test questions
2,3,5,8~9,and 11,

¢ Producer data is incorrectly recorded in the program software causing an over or
under payment. Cause is related to MILC Statistical Sample Test question 18.

e A producer was paid that did not meet all eligibility requirements. Cause is
related to MILC Statistical Sample Test questions 1 though 11, 13 — 14.

* A payment is made that exceeds the payment limitation for 2 producer. Cause is
related to MILC Statistical Sample Test question 17.

+ Payments were made 1o two dairy operations that were determined to be one dairy
operation according to State criteria. Cause is related to MILC Statistical Sample
Test question 6.

» Payment was issued beginning with incorrect production start month. Cause is
related to MILC Statistical Sample Test questions 10, 13, and 17.

b. Date causes of improper payments identified by statistical sampling will be reported:
September 17. 2007.
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Measurement Plan

AGENCY: Commodity Credit Corporation
PROGRAM: Milk Income Loss Contract
Fiscal Year: 2007

5. Attachment. (Instruction: Attach the Program Statistical Semple Analysis Document).
Attachment C shows the Statistical Sample Data Collection Questions that will be used
during the statistical sampling process.
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Attachment A

CCC-770 Eligibility U.S. DEPARTMENT OF AGRICULTURE
{02-01-07) Commadity Credit Corporation

ELIGIBILITY CHECKLIST

1. Producer Name

2. 1D Number {Last 4 Digits}

3. State Name

4, County Office Name

5. Subsidiary Year

Office Staff Actions: Applicable YES | NO | Initials | Date
6. Does this office serve as the recording county for this producer?
3-PL,

If “YES", complete Items 7 through 11 and sign where applicable in
Item 12. 1 "NO", and determinations have not been updated then contact
the recording county using a CCC-527.

paragraph 11 ang
2-PL, paragraph 107

7. PersoniActively Engaged Determinaticn

a. Have the applicable CCC-502 {A, B, C, D, EZ), requisite CCC-501A
and/or CCC-5018, and CCC-503A been compieted In their entirety
and signed by an authorized individual?

1-PL,
Part 2, Section 6,
and Part 4

b. Have the correct dates/ delerminations been enterad inio the actively
engaged and person determination sections of the weh based
eligibility system?

3-PL, paragraphs 25
and 26

8. Cash Rent Tenant Rule Determination

a. Has the County Commiltee determined the applicabifity of the cash
rent tenant rule on the CCC-503A and applied the percent of
cropiand factor if necessary?

1-PL., paragraph 172
and subparagraph 394D

b. Has the correct information been loaded into the cash rent tenant
section of the web based eliglbility system?

3-PL. paragraph 27

8.  AD-1028 Certification

a. Have AD-1026s been completed in their entirety for the program
applicant and all affillates with farming interests? Have alt AD-1028s
been signed by an authorized individual? [f there are no affiliates,
has "None™ been entered in ltem 87

8-CP.
paragraphs 401, 402
and subparagraph 429C

b. Have the correct dates/certification been entered into the AD-1026
section of the web based subsidiary files?

3-PL., paragraph 22

10, Adjusted Gross income Certification

a. Has the CCC-526 been completed in iis entirely and signed by an
authorized individuai?

Notes:
« Forentities, a8 CCC-526 must be received to reach the individual
level,
+  FSA-211s executed afier March 18, 2008 must specifically afiow
execution of CCC-526 {see 1-CM).

1-PL, Part 8.5

b. Have the corect dates/certificelion been entered into the Adjusted
Gross income section of the web based eligibllity system?

3-PL, paragraph 31

11. Gross Revenue for NAP Certification

a. Has the CCC-441 Income been completed in its entirety and signed
by an authorized representative?

1-NAP, paragraph 33

&. Has the correct information been entered into the Gross Revenue for
NAP section of the web based eligibility system?

3-PL., paragraph 33

Certification

12A. Signature of Preparer(s) 12B. Date (MM-DD-YYYY)}

124, Signature of Preparer(s)

128, Date (MM-DO-YYYY}

13A. 1 concurfdo not concur the above items have been verified and updated.

D Concur

D Do Not Concur

13B. CED Signature for Spotcheck

13C. Date (MM-DD-YYYY)

February 14, 2007 FINAL
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Attachment A

B Concur D Bao Not Cencur

14A. T concur/de not concur the above iterns have been verified and updated.
14C. Date (MM-DD-YYYY}

148. DD Signature for Spotcheck

he U8 Croparimen & Ao (USDA} S106:0:28 (RILIINOCH sy 8F A2 JNOQIAMS 811 SCIVAES vy Ihe DB OF FECE, CLIn. RABONE GNEm, 208, WIauly, ANG WhevE AUDICaLw., Su¥, el STaUL, [ T Ty
SONFON, SEXULT BALTIINCH, Penetc fSimation, pONICS! Grlefs. Cpssl r buciuse 3¥ O p33 Of un IIWKIVEE XXme i detwesd 1om 20y PUBIC JSSILIAALe pORBN, VDI BE prohibied bases Bppiy to sl programs.} Persons wit
FERDIES whis FEGUiRe BIEITBlE TOEARS B COmTRIRKALIN OF oG infoation (Eraile, fuge pont, aixiotne, 0.} D soatact USOA's TARGET Canter at £203] 720-2600 fvoice and TDD). Ta s # counplaint of
thoa, wilte (0 USDA, Direcir, Office of Civil Rights, 1466 indupendence Avenue, S.W., Washinglan, D,C. 202506415, or Sa0 (800} T55-3272 fvoive] o 1202} T20-6382 {Y0D), VSDA is an equal QEPOALNITY PIDGEr 270

aisal
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Record

MILC Test ltems for 2006 Payments Attachment C

Payment § *Calculated §

Note: Shaded Answer Codes will resuls i the payment being identified as improperly made.

Test | Test item Description and Answer Codes
Item
1 Applicabile Milk income Loss contract is on file.

1 | Yes.

9 | Yes. Contract founc misfited or producer copy was obtained.

2 Fayee ot payee’s representative {authorized or not} signed contract.

1 1 Yes, The signature was not missing at the time of payment,

2| No. Confract is not signed by payee or pavee's representative, -

7 1 Unknown. Contractis not on file.

8 | Yes. Missing producer’s signature has been oblained after payment was made and COC determined®
the correct producer received the payment.

3 Contract is signed on behalf of payee with signature authority on file.
1 | Yes, Signalure authority received before or afier payment
e : <>

8 | Not applicable. Representative signature is not applicable,

7 | Unknown. Contract is not on file.

8 | Ne. Obligatien for compliance has NOT ended, the payee's signature has been obtained, and COC
determined™ the correct producet received the payment,

¢ | No. Obligation for compliance has ended and COC determined™ the comect producer recesved the
payment. {Signature authority is not required ic be oblained if obligation for compiiance has endec.)

4 All required signatures {other than payee) were obtained on the contract.
| 1 | Yes. No missing signatures and all representative signatures ate supported by documentation provided
pefore or after payment
No
Unknown. Contract is niot on file.
Yes. Obligation for compliance has NOT ended, all required signatures have been obtained, and COC
determined™ the correct producer received the payment,

9 | Yes. Obligation for compliance has ended, ali missing signatures have been obtained, and COC
determined”” the correct producar received the payment but there is no evidence of authority for a
representalive signature.

5 Sufficient information is on contract to support payment eligibility.
6
7
1 | Ye
8 AD-1026 is on file for payee with sufficient information to allow a proper determination to be made,
1 | Yes, Received before or after payment. i
271 NoAD-1026'is not on file: ! ; S :
31 No:-AD=1026 on file lacks sufficient information to consider: the certification on fi
4 1] Yes,"AD-1026 indicatés the payee asineligible for paynient:

* If an asterisked answer code is used, the proper payment amount must be entered.

Exhibit A- Page 76 of 93

**COC may determine the correct producer received the payment if the payment is sot in dispute and the producer is in compliance with ali
program provisions. Determination must be documented in COC minutes. In the case of a missing signature or svhen signature authority
cannot be obtained, there must be evidence that the contract was injtiated and there was timely filed documentation to support the contract.

February 14, 2007

FINAL Page 11 of 13
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MILC Test Items for 2006 Payments Attachment C
Record Payvment $ *Caleulated §
. Note: Shaded Answer Cades will result in the payment being identified s improperly nade.
Test | Testitem Description and Answer Codes
ltem
g AD-1026 is on fite for each person affiliated with payee with sufficient information to allow a proper
determination to be made.
1 | Yes. Received before or after payment.
2 | Na. AD-1026 for one or mare affifiated persons is.noton file. . .
3. | No.AD-1026 on filefor one or more afﬁ!lated persons lacks:sufficient: mformanon {o consider the
certification on file; 5
4 | Yes.: AD-1026 on file for cne of more of the afﬁliated perscns makes payee mehgxble
5 | Acombination of codes2; 3, andlor 4is-applicable:” « 7 SR
£ | Not Applicable, No afilliated persons applicable.
10 Contract received before end of applicable deadiine,

Yes,

NG,

UnPnown Contract is rct on file.

onftract approved by CCC.

Yes Beioreor"ﬂer Cl ment

“\
2
*agﬂﬁw&g

12 Ver;f able productlon ewdence is on f:le
1 1 Yes, Before or aﬂer payment,

* 20 5 ]

13 Changes to rhe cantract were ailowable changes.
1 | Yes.

* 2 :4No

6 | Notapplicable. No changes made fc contract.

14 MILC agent has a properly executed FSA-211 on file.

1 | Yes.

12N

6 | Not applicable, MILC zgent is nof applicable.

15 MILC agent has a properly executed CCC-§82 on file.

1 | Yes.

2§ No

8 | Notapplicable. MILC agent is not applicable,

16 Payment made to MILC Agent is supported by a properly executed CCC-36,

1 | Yes.

231 No

6 | Not appixcable MILGC agert xs not applicable,

17 Payment based on eligible production.

1] Yes.

: 2 [ No.

18 Payee’s share is correct

1

18 Late payment mterest is appllcable

1 1 Yes. Late payment was paid correctly.

* If an asterisked answer code is used, the proper payment amount must be entered.

Exhibit A—
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**COC may determine the correct producer received the payment if the payment 1§ not in dispute and the producer is in compliance with all
program provisions. Determination must be documented in COC minutes. In the case of a missing signature or when signature authority
cannot be obtained, there must be evidence that the contract was initiated and there was timely filed documentation to support the contract.

February 14, 2007 FINAL

Pape 12 of 13
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MILC Test Items for 2006 Payments Attachment C

Record Payment § *Calculated §
 Noate: Shaded Answer Codes will result in the payment being identified as improperly made.

Test | Test ltem Description and Answer Codes
Item

5t¢ payment was'notpaid:
‘344 Yes.: Late payment amount paid:
& | Not Applicable.

*

* If an asterisked answer code is used, the proper payment amount must be entered.

**COC may determine the corvect producer received the payment if the payment is not in dispute and the producer is in compliance with all
program provisions. Determination must be documented in COC minutes. In the case of a missing signature or when signasure authority
cannot be obtained, there must be evidence that the coniact was initiated and there was rimely filed documentation to support the contracs.

February 14,2007 FINAL Page 13 of 13
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shc w ey s . -

Prepared by Rebert L. Conrad
Reviewed by David Nichols

Improper Payment Information Act
Fiscal Year 2007 Review Cycle
Project Plan for High Risk Programs
As of January 31, 2007

Second Quarter — FY 2007:

- February 5, 2607 — County Office Review Program (CORP) staff begins statistical
sample testing of high risk programs in Farm Service Agency (FSA) county offices,

- February 14, 2007 - Measurement Plans for the following high risk programs are
provided to the Office of the Chief Financial Officer (OCFO):

- Conservation Reserve Program

- Milk Income Loss Contract Program
- Marketing Assistance Loan Program
- Loan Deficiency Payment Program

- Noninsured Assistance Program

- Direct & Counter Cyclical Program
- Crop Disaster Program

Third QOuarter — FY 2007:

- Early June — CORP staff completes the statistical sample testing of ligh risk
programs in FSA county offices and provides preliminary reports to Operations
Review and Analysis Staff (ORAS) for analysis.

- Early June — County office staffs review results of CORP testing and make
corrections to documentation based on errors detected during the review.,

Fourth Quarter - FY 2007:

- Early July — Updated sample testing results are provided to ORAS by FSA county
offices.

- August 17, 2007 — ORAS provides results of statistical sample testing to FSA
program divisions and national office.

- September 17, 2007 — Corrective Action Plans for high risk programs are provided to
the OCFO.
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FIOR reeqinsrg -

Russell, Elizabeth - Alexandria, VA

Front: Theurer, Dale (CFQ)

Sent: Tuesday, Aprif 10, 2007 1:11 PM

To: Conrad, Robert - Alexandria, VA

Cc: Faulkner, Matthew (CTGPD); Prose, Aaron (CFO); Baumgartner, Joyce (CFO)
Subject; FW: FSA IPIA Process for 2007 Reporting

Attachments: OGC_Signature email.pdf; V-J-1 Lasseter 12-14-06 Letter.pdf

e i

OGC_Signature V-}-1 Lasseter

email.pdf (176 K... 12-14-06 Letter... o
Below is Richard Peck's email regsrding incomplete documentation

and reporting issues with the referenced attachments. His earlier version did not contain
the attachments.

Pale Theurer
USDR/OCFO
Credit, Travel, and Grants Policy Division Telephone (202} 720-1167 Fax (202) 690~152¢

~~~~~ Original Message---~--

From: -PECK, RICHRRD -0OIG

Sent: Tuesday, April 16, 2807 12:09 pM

To: Theurer, Dale

Cc:. VONK, ED -OIG; MARTIN, CHARLES ~0IG; BLUST, DIANA -DIG
Subject: FS5A IPIA Frocess for 2007 Reporting

Hi Dale,

Hope the meeting went well. I glanced through the handouts. At the training session March
6, I thought Aaron said that tests of transactions in the future would have to be done
statistically? Now agencies have a choice.

Anyway, I think I menticned some of this on the phone wesk before last but if you have any
information on some or all of the following, could you let me know?

Attached are two items you may or may not have:

- the Dec. 14, 2006 letter from the FSA Administrator to State Directors re.

the COR review of 200€ payments (with 30 days to correct errors) and signature authority,
and

- an email from FSA's John Johnson that includes an email from OGC regarding signature
augthority and the draft of the Dec. 14 memo.

The FSA Dec. 14 letter gives States {and county cffices) instructions on what to do about
missing signatures and give 30 days to take corrective actions on COR findings., This
relates to missing documentation. If a form or infometion is required but is not there in
the county office, they have 30 days to get it. iIf they do, what was reported by the COR
as an improper payment will be changed to 2 proper payment by F£SA hdgts (ORAS) .

What is OCFO's position on the signature and 30 day issues?
Were you consulted?

pid you agree?

Would this be in line with OMB’'s guidance?

Was OMB consulted?

I believe FSA based the Dec. 14 letter on their interpretation of OMB A-123, Rpp., C
guidance in Paxt I, B, that states *...In addition, when an agency's review is unable to

i
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discern whether a payment was proper as a result of insufficient or lack of documentation,
this payment must also be considered an error.”

ibility items where something like an application
or a form ssing, eto. that can

The missing documentation relates tc elig
or contract missing some information or & signature,

be found or the producer’'s copy cbtained, o missing ormat T ©r Signhature obtained,
a new form obtained based on conditions appropriste &t ¢ me of the payment,
confirmed that the right person got the right amount But the wron

the wrong amount was pald, that cannct be corrected and would remain

What was the intent of OMB when they added (the quote above) to their guldance? id they
intend to let agencies try to obtain information identified as missing or insufficient
pefore calling paymenis improper?

Should FSA be reporting (in the PAR) payments as improper that were impreper at
they were made because all the documentation that should have been present was n
Explaining that it was confirmed to be only because of migsing or incomplete
documentation, and that the right person got the right amcunt. Then reporting actual
improper payments, where & wrong perscn or wrong amount was paid.

o e

I kelieve they only intend tc report the latter. What does OCED think?

the time
cn?

We are now visiting county offices and checking on the payments the COR reviewed to
determine if we agree with their determination (of proper or not) and will be reviewing
what ORAS is doing with the results. I believe our statistician has no serious problems
with the FSA sampling designs used to select payments for review from the seven ZOgrams.

Re. attachments- the email containing the OGC comments is not a formal opinien and should
be used for infermation and kept within the Department. Thanks

USDA/OIG-AUDIT/03601-0014-Ch
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LR e R A e § o~

McCann, Mike - Washington, DG

. From: Johnson,. John - Washington, DC
Sent: ‘Thursday, December 14, 2006 11:28-AM
To: Trimm, Craig - Washington, DC; Karmen, Brad - - Washingion, DC; Bilberry, Grady -
cimnmnrin o o e—-Washingten-BE-SharprBiane~Washington; DC;-Steph .-Robert= B

Linsenbigler, Mike - Washington, DC; Erickson, Rasllen - Washington, DC; McGlynn, Dan -

Washington, DC; Jones, Misty - Washingten, DC; McCann, Mike - Washington, DC; Sharp.

Philip - Washmgton DC; Adams, Lamry -~ Washngton bc
__Subject: _ FW: SED IP|A Guidence on Signatures dec12 (5. doc

Attachments: SED IPIA Guidance on Signatures dec12 {6).doc

SED IPIA

imnce on Signatu
See attached \mth Ralnh’s edits and e-mail below from Steve Gusky We should all ﬁle thxs away

fm furture rafcrcnce We will dxstrbute Raiph‘s memo when we receive it.

JObI} Johmson

Deputy Administrator for Farm Programs
. USDA Firm Service Agency

Phone: 202-720-3175
Fax:202-720-4726-

----- Original Message——
" From; GUSK'Y, STEVEN [mailto; STEVEN GUSKY’&)OGC USDA.GOV]

" Sent! Thursday, Dcccmbcr 14, 2006 1040 AM

To Johnson, Jobn < Wa.hzngton, nco.

" Ce: Johmson John - Washmgton, DC LT.\]DEN RAIPH
Subject RE: SED 1P1A, (:mdancc on Sigﬁat‘ures acclz (5) doc

: ‘John,

Tam replying to your pmvzons emaﬂ and aJso sent this o your wdc email address, s ymx rhay recezve this emaﬁ
twme B -

1 spoke 1o Ra]ph regarding the mgnahxre issue this marr'n"g Larry Adams was prcsent as-well. Ralph clea:ed -
o*f on the mermo, but made afew mmorchanges Lany is ’ormmg back to your office. .o

As far as the Improper Payments szform ation Act of 2002 is concemed, itisa requ:u-ument for ¢ agencxes to
review their programs and report "improper payments” which is defined quite broadly and identify those which
are susceptible to significant erroneous payments and implement a plan fo reduce such payments. Part of the
definition of "zrrpmper payment" includes "any payment to an ineligible recipient”. As Ralph and I discussed,

. paymenis made to producers or entities which lacked a signature on an application, contract, 502 or otherwise,
ave not copsidered ineligible, so long as they otherwise met all eligibility requirements for that program.
Because the agoncy made thc payment and the producer accepted the payment, the coniract or agreement is
esseatially ratified and the fact that the signature is missing is not fatal, so long #s the contract or agreement is
not repudiated prior to the ratification. The agency would be estopped, or prevented, from claxmmg that the

contract or agreement is fnvalid, |
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I am tryxng to flesh this concept out for you in greater detail.
However, you can go forward with the memo that you intend to send to the feld, thh thc changes that Ralph

made.-

Tl“anks

Steve

~erOriginal Message—-—-—

From: John.Jolmgon2@one.usda.gov {mailto: JohmJohnsonz@one usda.gov]

Sent: Tuesday, December 12, 2006 5: 23 PM ]

To: LINDEN, RALPH; GUSKY, STEVEN ~ :

Cc: Brad Kermen@one.usda.gov; lary.adams@one.usda.gov; Craig. Trxmm@wdc usda.gov
Subject: SED ]PI.A Gmaance on ngnamrcs deel2. (5) doc 4 ;

FPlease see attachec memo that the Adtmmstramr is plazmmg to send to the field. Let us know tomorrow if you
have any eoncerns.and again, i ﬁks for all-your help- on-this issue. :
<<SED IPIA Gmﬁﬁnce o ngnah.u-cs qeE12(5 (‘) dogs> Tt o e
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The Improper Payments Information Act {IPIA) of 2002 requires Federal agencies to,
... . .. .reduce the number of improper payments. I have initiated 2 national campaign to m‘_ e
g hopefullyeliminate our Iniproper payiefits,

The following programs have been identified as susceptible to s.gmimant improper |

payments:. LDR, CRR, DCR, LDE, MAL, and. NAR-A8-2-resuli- 0 CORP-FoviRWS; oo e oo <
1r"1pr0pcr payments were estimated to be $2.8 billion, or 11 percent, of the $25.5 billion
in-program outlays issued in fiscal vear 2005, The i Improper amount is further divided

into 2 categories: incorrect disbursement whickh represents 1 percent of the total outlays

. and incomplete. paperwork which represents 10 percent of total cutla VS,

Countv offices have already begun, the process to rednce and/or eliminate i Improper-

" paymenis by Lpdatmg subsidiary eligibility records-and initiating reviews to ensure that
program requirements are met. ‘We have provided checklists for each major program and:
genere] eligibility reguirements, that once compleced will ensure that procedures have .

‘been followed, rest.itmg in paymﬂms issued to thc comrect partmpant for the- comect - oo

ﬂIIiOllIh i

. You have been given scvcral tasks relatmg to xmproper navmants mclmimg sett:mg 2007 -
k'swsidlary ehvxbmt} flags, prepanng for.a CORP review of fiscal  year 2008 programs,

and ensuring that all program ang pavmcnt ehgubmty requirements are met béfore +
disbursing ﬁlture program payments. The CORP review for fiscal vear 2006 Awill begm .
in- Fcnmazy in. sele.,wd courities. Oncethe CORP review is oomplcie 30 bucmcss days
have been-given {o'take’ the TECESSATY cOTective actions. In light of this tmnefmmc ¥
recommend that setting. ”OO/ mgﬁ;ﬂfy fiags and’ complptmg the.checklists'be made 2.

. pnonty so tbat 2007 paymen‘fv maybe 1ssued without utdue dexays S

When revieying 2006 files, either before tHe Febmary CORP review or dunng the 30 )
’ bhsrzess days following the review, pay special attention to signature anthority, Fa.mm: t
" to meet signature, authority rcqmremcnts, which‘are required by FSA Hemdbook

procedures, has been one of the main findings 01 ﬂze CORP review. ,

To mamtam program integrity and fo expedite the review of siguature autho-mes, I am ’
authorizing the COC’s to take the following actions for payments or proceeds
‘disbursed in FY. 2006 and previous years that did not have proper signature
authorxty, speczﬁed in applicable FSA Haridbooks, if all of the following conditions

are met:
» . the participant is in compliance with all applicable program z :Jrov:smns
¢ the correct participant has received the correct payment
¢ the payment is not in dispute.
| 1/25/2007 : | 11:09:48 AM
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¥ The producer s obl| \g;étlo}; for.c:o;n; 1;ncc hasme;lclé‘r:f: (};: cgampIcE(;(;GﬂD“CE; Con-t;:;c-:‘; EE—
period ended on September 30, 2006), the COC shall:

ey e = foeument-the-above-items-inthe-GOE \/Icmmz Mmmcs e
) - = take no further action.

If the producer’s obligation for compliance has NOT endcu (for ”xamulc CRP 1 contract
p-"‘zod ends S°ptember 30, 2010), the COC shall:

» obtain-therequired signature ax thontv or ewdenﬂc of authonty I the
required signature duthority or evidence of authority cannet be
obtairied, hanmc these cases 2s a missing smnamra ) :

Ifa mxssmg SIgnature 1§ noted during 4° TEVIEW process pc:rtam.ng to & contractor .
“application inwhich payments were issied in FY 2006 or previous years, the COC’s.are
author;\zcd to ub tain the zmsszno slon ature if. a]i of the Iollowmg tondmons were met

. the nammpan isin compha:zce Wlth all apphcabze program prowsmns
_..e the ccrrccz patticipant has re,ocwed the corfect payment amount
:- e thepayment is not in dispute -
S el am application or'contract Wwas zmnated AND documentation was-
- subzmtted t:mely to sapport the appliéation or contract
.o, -'document the above Hems inthe COC *nmntes
‘e _talce 100 fur’dmr acmon R .

‘vﬁssmg eug1b1hty certi ﬁcahors for ma*tcrs such as CCC-::02 s, AD- 10262, Adjnstcd
» Gross Income; or Gross Revenue for NAP mustbe: obtamed to meet apphcablc progam
provmons in-all cases when dlscovered'

This authonty vz-,pxres when :he revxews havc been completec of payrncnts or pmceeds
disbursed in FY¥ 2006 ;md prior years T’Ius authoritv does not apply to 2007

1‘0 AMS.

Please.-.:nsu:a this guidanceis distributcd,_to all the County Offices within your state.

Please ensure this guidance is thtnbuted to the County Offices in your state. Irealize

that this will be.a major undertaking and will be time consuming, However, 1 believe that
as a result of this effort the Farm Service Agency will become one of the lead aaencms in
ruau"mg nnproper payments. -

1252007 11:09:48 AM
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FIAV ANt jrsre v 1A

Improper Payment Information Act
Improper Payment Definition

On December 6, 2006, the Operations Review and Analysis Staff (ORAS) met with
representatives of the office of the Chief Financial Office (OCFO) (Aaron Prose and Dale
Theurer) and Farm Service Agency’s (FSA) Financial Management Division (David
Nichols and Robert Conrad) to discuss improper payments. FSA agreed to define
improper payments and provide the definition to OCFO for concurrence. OCFO
informed us that they would meet with the Office of the Inspector General (OIG) so that
OIG would be aware of the definition used by FSA. The definition proposed to forward
to OCFO is as follows:

An improper payment is a payment (or disbursement) for which payment amount was
incorrect. The payment amount can be incorrect because of calculation errors, payment
limitation provisions, or late payment interest payment amounts. The improper payment
amount wiil be the amount in error including both overpayment and underpayment
amounts.

An improper payment is also a payment (or disbursement) for which FSA cannot
determine that the proper producer was paid. '

If a contract or application is on file, but was signed by a person whose authority to sign
on behalf or the payee is in question, FSA can determine that the proper producer was
paid if the payee otherwise is in compliance with applicable program provisions, the
payment is not in dispute and, for programs for which the payee’s obligation for

- compliance has:

. Ended, such as for annual contracts, the local county committee can determine
that the payment was made to the proper payee.

. Not ended, such as for multi-year contracts, the county committee can determine
that the payment was made to the proper payee once the required signature
authority or evidence of authority is obtained to support the signature on the
contract or application. ’

If a contract or application is on file but lacks a signature, FSA can determine the proper
producer was paid if the county committee obtains the missing signature, and all of the
following conditions are met;

. The payee otherwise is in compliance with applicable program provisions
. The payment is not in dispute
. A contract or application was initiated and other, previously provided

documentation was timely filed that would support the application or contract.
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Russell, Elizabeth - Alexandria, VA

From: Sharp, Philip - Washington, DC

Sent: Tuesday, April 10, 2007 6:51 AM

To: Conrad, Robert - Alexandria, VA

Subject: Memos

Attachments: Keppy - Lien Search Memo - 1A 03-28-07 .pdf; Administrator Memo 03-28-07 LAP pdf;

Administrator Memo 12-14-06 Signatures.pdf

Bob,

Attached are 3 official memos that have been issued regarding the IPIA reviews.

Keppy - Lien Search/dministrator Memo/dministrator Memo
Memo - JA ... 03-28-07 LA... 12-14-06 Si...

Philip
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WAR 2 9 2007

Derryt McLaren
State Executive Director

Farm Service Agency ?)/
10500 Buena Vista Court
-Des Moines, 1A 50322-3732

Dear Mr. McLaren:

This responds 1o your letter dated March 9, 2007, regarding the interpretation of tien
search policy. between the Iowa Coumty Office Reviewers (COR’s) and the Operations
Review and Analysis Staff (ORAS). Your letter expressed concerns with Farm Service
Agency (FSA) County Offices having to conduct multiple hen searches within the same
crop year ot a specific commodity that is covered by a signed lien waiver representing
the entire crop. Also, the Office of General Counsel legal advice was over-ruled by
program poiicy resulting in an improper payrnent detenmination by COR. We understand
your concerns; however, current policy provides that a lien search be conducted for all
requests: (1) disbursed for 525,000 or greater; or (2) considered a high risk by the
Commodity Credit Corporation.

We understard the method of conducting a lien search, recording and perfecting security
interest in agricultural commodities vary from State to State depending on: the applicable
State law. FSA State Offices are instructed to contaot the Regicnal Attorney when advice
is needed to ensure the proper method is executed within the State. If legal advice is
provided and it’s contrary to existing program policy, the FSA State Office should
request the advice in writing to support the legal or procedural action taken.

With regards to the ORAS-COR finding of an improper pavment determination as a
result of the lien searches not being conducted for marketing assistance loans disbursed
for 525,000 or greater, the FSA County Office did not follow program procedure.
Noncompliance of program procedure is considered an improper payment according to
the Improper Payment Information Act of 2002. However, if the written documentation
is on file or can be obtained from the Regional Attormey to support the FSA State
Office’s action 10 follow State law, the program payment will be considered proper and
no further action will be necessary, If written docurmentation canmot be obtatned, from
the Regicnal Atiorney, this program payment wiil be considered improper and ORAS
will determine the applicable corrective action necessary to satisty the COR finding.

Sincerely,
o Yoy

Glen L. Keppy
Associate Administrator
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TO: All State Executive Directors
; MAR 2 8 2007
FROM: Teresa C. Lasseter QQJ.A.L@J 6— : %WM
Administrator
SUBJECT: Improper Payments for the Livestock Assistance Program

The Improper Payments Information Act 0of2002, P.L. 107-300 (IP14), requires
Federal agencies to reduce the number of improper payments. | have initiated a
national campaign to reduce and hopefully eliminate our improper payments.

The CORP review for fiscal year 2006 has identified discrepancies between the
CCC-740 (LAP Application) and the FSA-578 (Acreage Report). Paragraph 12C
of the 4-DAP (Rev. 1) handbook required the number of grazing acres for each
fype of grazing that supported eligible livestock be obtained from the FSA-578.
Paragraph 12K of the 4-DAP handbook provided that if a FSA-578 is already on
file for 2003 or 2004, then one is not required. There were instances where a
FSA-578 was already on file to account for all the cropland on the farm, but not
necessarily for grazing acres pertaining 1o native grasses. Late filed acreage
reports for 2003 and 2004 LAP purposes expired on the application period
deadline. Paragraph 20E of the 4-DAP handbook did not require the County
Commitiee to determine that the grazing acres obtained on the CCC-740 were the
same as reported on the FSA-378 before approval. Even though the FSA-578
acreages for grazing do not equal the same amount of grazing acres reported on
the CCC-740, this discrepancy does not necessarily represent an improper
pavment, nnder the IPIA. The CCC-740 in most cases is the document that most
accurately reflects the mumber of acres.

Once the CORP review is complete, 30 business days have been given to take the
necessary corrective actions. The County Committee on a case by case basis will
review the CCC-740 identified in the review with conflicting grazing acres and
obtain additional documentation to support the acres utilized in the computation
of the LAP payment.

Documentation obtained should support that:

» The producer was correct in certifying the acres on the CCC-740;

» The County Committee determines the acres on the CCC-740 support the
LAP payment;

No other FSA programs such as NAP are affected;

The participant is in compliance with all applicable program provisions;
The correct participant has received the correct payment; and

The payment 15 not in dispute,

USDA is an Equal Opportunity Employer
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Please ensure this guidance is distributed to the County Office Reviewers in your
state to ensure that acreage differences between the CCC-740 and the FSA-378

will not necessarily result in an improper payment.
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United States

‘Dapartrvent of

Agriculture December 14, 2006

Farfn ang Foreign

Si”ﬂ‘i’“' TO: All State Executive Directors

Farm Service FROM: Teresa C. Lasseter w Q . O\%Mm

Agency Administrator

1408 Independence

g‘g}; A SUBJECT: Improper Payments Information Act (IPIA} of 2002 Guidance

Washinglon, CC

20250-0510
The IP1A of 2002 requires Federal agencies to reduce the number of improper payments,
I have initiated 2 national campaign 1o reduce and hopefully eliminate our improper
payments. ’ :
The following programs have been identified as susceptible to significant improper
payments: CDP, CRP, DCP, LDP, MAL, and NAP. As a result of CORP reviews,
improper payments were estimated to be $2.8 billion, or 11 percent, of the $25.5 billion
in program cutlays issued in fiscal year 2005. The improper amount is further divided
inte 2 categories: incorrect disbursernent which represents 1 percent of the total outlays
and incomplete paperwork which represents 10 percent of total outlays.
County offices have already begun the process to reduce and/or eliminate improper
payments by updating subsidiary eligibility records and initiating reviews to ensure that
program requirements are met. We have provided checklists for each major program and
general eligibility requirements, that once completed, will ensure that procedures have
been followed, resulting in payments issued to the correct participant for the correct
armount.

A \ . » . N . .

You have been given several tasks relating to improper payments, including setting 2007

subsidiary eligibility flags, preparing for a CORP review of fiscal year 2006 programs,
and ensuring that all program and payment eligibility requirements are met before
disbursing future program payments. The CORP review for fiscal year 2006 will begin in
February in selected counties. Once the CORP review is comgplete, 30 business days have
been given to take the necessary corrective actions. In light of this timeframe, I
recormmend that setting 2007 eligibility flags and completing the checklists be made a
priority so that 2007 payments may be issued witheut undue delays,

When reviewing 2006 {iles, cither before the February CORP review or during the 30
business days following the review, pay special attenticn to signature authority. Failure
to meet signature authority requirements, which are required by FSA Handbock
precedures, has been one of the main findings of the CORP review,

USCA is 3n Equat Oppanunity Employs: . .
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To maintain program integrity and to expedite the review of §i gnature authorities,
[ am authorizing the COC’s to take the following actions for pavments or proceeds
disbursed in FY 2006 and previous vears that did not have proper signature
authority, specified in applicable FSA Handbooks, if all of the following conditions

are met:

. the participant is in compliance with al] appiicable program provisions
e the correct participant has received the correct payment

] the payment is not in dispute,

If the producer’s obligation for compliancc-has ended (for example 2006 DCP Contrad
period ended on September 30, 2006), the COC shall:

. document the above items in the COC Mesting Minutes
. take no further action.

If the producer’s obligation for compliance has NOT ended {for example CRP-] contract
pertod ends September 30, 2010}, the COC shall:

obtain the required signature authority or evidence of autherity. If the required
signature authority or evidence of authority cannot be obtained, handle these

cases as a russing signature.

If = missing signature is noted during a review process pertaining to a contract or
application ip which payments were issued in FY 2006 or previous years, the COC’s are
authorized to abtain the missing signature if all of the following conditions were met;

° the participant is in compliance with all applicable program provisions

. the correct participant has received the corrsct payment amount

. the payment is not in dispute ’

4 an application or contract was initiated AND documentaticn was submitted
’ timely to support the application or contract

. document the above items in the COC minutes

° take no further action

Missing eligibility certifications for maiters such as CCC-502"s, AD-1026’s, Adjusted
Grass Income, or Gross Revenue for NAP must be oblained o meet applicable program
provisions in all cases when discovered.
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This authority expires when the reviews have been completed of payments or proceeds
disbursed in FY 2006 and prior years. This authoritv does not apply to 2007

programs.
Please ensure this guidance is distributed o all the County Offices within your state.

Please ensure this guidance is distributed to the County Offices in your state, [ realize
that this will be a rajor undertaking and will be time consuming. However, 1 believe that
2s a result of this effort the Farm Service Agency will become one of the lsad agencies in

reducing improper payments.

Page 93
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Informational copies of this report have been distributed to:

Administrator, FSA,
ATTN: Director, Operations Review and Analysis Staff
U.S. Government Accountability Office
Office of the Chief Financial Officer
Director, Planning and Accountability Officer
Office of Management and Budget
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