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To: FTC. c.gov")

Date: Mon, Apr 23, 2001 3:16 PM
Subject: HSR Inquiry

Here is the fact situation to which | alluded in my two voice mail
messages. a
. . . . »tv’fs *
1. Our client (the acquired party) is a crop insurance company, ,“\G,
It has contracts with agents to generate crop insurance policies
sells crop insurance policies to farmers at the beginning of a crop
season..{I hey}are paid a commission (but not until our client receives
administrafive and operating expense reimbursement payments ("A&O
 Payments") from the FCIC).

2. When policies are issued by our client, they are reinsured by
the FCIC under a standard agreement between the FCIC and our client
called an SRA agreement.

3. Farmers pay premiums to our client at the end of the crop

season (even though the policies are issued at the beginning of the

season). Our client promptly transfers those premiums to the FCIC.

Then, the FCIC makes A&O Payments with regard to those premiums to our
client.

4. Under the SRA agreement, our client is entitled to receive
underwriting gains in excess of a certain threshold and is responsible
for underwriting losses in excess of a certain threshold.

5. Our client is selling its crop insurance business. At

closing, all crop insurance policies will be transferred to the

acquiring party. After that time, the acquiring party will acquire

the agent contracts, outstanding policies and the SRA Agreement.
Premiums with regard to outstanding policies will be paid by farmers
directly to the acquiring party, the acquiring party will transfer

the premiums with regard to those policies directly to the FCIC and
the FCIC will make A&O Payments with regard to those policies directly ) - v
to the acquiring party. Out of the A&O Payments, the acquiring party 9 . v\t‘ .
will pay agent commissions generated prior to closing with regard to b°') w)"’ \'5‘
outstanding policies. Then, the acquiring party will pay a portion of . L R P)
the A&O Payments to our client pursuant to a formula designed to K < ot of A
reflect the time between the generation of the policies and closing. ? ~n \ K g

The acquiring party finally will pay underwriting gains in excess of \ 6’.\’ «

$25 million for two years to our client. This amount represents ’ S
damages for termination of a reinsurance agreement between our client P‘ . O .
and an affiliated corporation that has 60% identical ownership with F (; $ £ ﬁ"" e

our client. ~ s ~ O
My questions are: < o\ ¢ ﬁ“;’ o P _
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a. Is the obligation to pay agent fees a liability that should be ™ ] F{N‘"

included in purchase price?
o »
b. Should the amount payable to our client with respect to A&O ™ pS y°* N \ S \E’" \
services performed by our client be included in purchase price? If erd W
so, would your answer be different if the right to receive this ?ol*




