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H o u s e  o f R e p r e s e n ta t i v e s  

T h i s  r e p o r t  r e s p o n d s  to  y o u r  r e q u e s t th a t w e  e x a m i n e  th e  e f f i c a c y  o f th e  
D e p a r tm e n t o f th e  In te r i o r ’s  O ff i c e  o f S u r fa c e  M i n i n g  R e c l a m a t io n  a n d  
E n fo r c e m e n t’s  ( O S M R E )  e ffo r t s  to  i m p l e m e n t th e  fe d e r a l l y  a s s i s t e d  c o a l  
m i n e  s u b s i d e n c e  i n s u r a n c e  p r o g r a m . C o a l  m i n e  s u b s i d e n c e ,  a  g r a d u a l  
s e t t l i n g  o f th e  e a r t h ’s  s u r f a c e  a b o v e  a n  u n d e r g r o u n d  m i n e ,  c a n  d a m a g e  
n e a r b y  l a n d  a n d  p r o p e r t y .  

T o  h e l p  p r o t e c t  p r o p e r t y  o w n e r s  f r om  s u b s i d e n c e - r e l a t e d  d a m a g e , th e  
C o n g r e s s  p a s s e d  l e g i s l a t i o n  i n  1 9 8 4  a u th o r i z i n g  O S M R E  to  m a k e  g r a n ts o f 
u p  to  $ 3  m i l l i o n  to  e a c h  s t a t e  to  h e l p  th e  s t a t e s  e s t a b l i s h  s e l f - s u s t a i n i n g ,  
s t a t e - a dm i n i s t e r e d  i n s u r a n c e  p r o g r a m s . O f th e  2 1  e l i g i b l e  s t a t e s ,  s i x -  
C o l o r a d o , In d i a n a , K e n tu c k y ,  O h i o ,  W e s t V i r g i n i a ,  a n d  W y o m i n g -  
a p p l i e d  fo r  g r a n ts. A s  a g r e e d  w i t h  y o u r  o ff i c es, w e  r e v i e w e d  th e  e ffo r t s  
o f th e s e  s i x  s t a t e s  to  d e v e l o p  s e l f - s u s t a i n i n g  i n s u r a n c e  p r o g r a m s  a n d  
a s s e s s e d  O S M R E 'S  o v e r s i g h t  o f th o s e  e fforts. 

A fte r  5  y e a r s  u n d e r  th e  s u b s i d e n c e  i n s u r a n c e  p r o g r a m , tw o  o f th e  s i x  
s t a t e s  p a r t i c i p a t i n g  i n  th e  s u b s i d e n c e  i n s u r a n c e  p r o g r a m - I n d i a n a  a n d  
O h i o - m a y  n o t b e  p r o g r e s s i n g  to w a r d  s e l f - s u s t a i n a b i l i t y .  T h e  d i f f i c u l t y  
e x p e r i e n c e d  b y  th e s e  s t a t e s  c a n  b e  t r a c e d  to  i n a d e q u a te  p a r t i c i p a t i o n  i n  
th e  p r o g r a m  b y  e l i g i b l e  p r o p e r t y  o w n e r s . If th e  p a r t i c i p a t i o n  r a t e  i s  to o  
l o w  to  g e n e r a te  s u f f i c i e n t  p r e m i u m  i n c o m e  fo r  th e  i n s u r a n c e  r e s e r v e  
r e q u i r e m e n ts fo r  a n t i c i p a t e d  c l a i m s ,  th e  r i s k  i s  g r e a t l y i n c r e a s e d  th a t a  
m a j o r  s u b s i d e n c e  e v e n t w o u l d  th r e a te n  th e  fu n d ’s  s o l v e n c y .  

W h i l e  th e  s u b s i d e n c e  i n s u r a n c e  p r o g r a m  i s  s t a t e - a dm i n i s t e r e d ,  fe d e r a l  
g r a n t m o n e y  i s  b e i n g  u s e d  to  fu n d  p r o g r a m  o p e r a t io n s . A c c o r d i n g l y ,  a s  
th e  fe d e r a l  a g e n c y  m a n a g i n g  th e  u s e  o f th e  fu n d s , O S M R E  i s  r e s p o n s i b l e  
fo r  e n s u r i n g  th a t g r a n ts a r e  a w a r d e d  fo r  th e  p u r p o s e  i n t e n d e d  a n d  th a t 
th e  g r a n t r e c i p i e n t s  a r e  m a k i n g  a p p r o p r i a t e  p r o g r e s s  to w a r d  a c h i e v i n g  
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grant ob ject ives. However, OSMRE has taken a pass i ve ro le in manag i n g 
these grants and has not prov i ded the overs ight necessary to ensure 
that program ob ject ives are be i ng met. OSMRE c ited the re lat ive ly few 
federa l do l l ars i nvo l ved ($11.3 mi l l i on as of September 30, 1990) and 
the resources needed to act ive ly part ic ipate in state-admin i stered pro- 
grams as the reasons for its pass i ve grants management approach. 

Background The Surface M in i ng Contro l a n d Rec l amat i on Act (SMCRA) of 1977 (P.L. 
96-87) estab l i shed a nat i onw ide program to regu late ongo i n g coa l  m in i ng 
operat i ons and to prov i de grants to states for rec la im ing areas m ined 
and abandoned before August 3,1977. Under SMCRA, however, states 
cou l d not use ava i l ab l e grant mon i es to restore pr ivate property dam- 
aged by coa l m ine-re lated subs i dence, S ince regu lar property i nsurance 
po l i c i es usua l l y d o  not cover damage caused by coa l m ine subs i dence, 
many property owners were left with the pr imary f inanc ia l burden. To 
he l p fi l l th is gap, the Congress amended SMCRA i n October 1984 (P.L. 98- 
473) to he l p states start the ir own insurance programs. The amended 
leg is lat ion author i zed OSMRE to use SMCRA funds to prov i de “start-up 
money” in the form of grants for up to $3 mi l l i on to e l i g ib le states’ for 
the estab l i shment of se lf-susta in ing, ind iv idua l state-admin i stered insur- 
ance programs. Each state was a l l owed to des i gn an i nsurance program 
to meet its part icu lar cond it i ons and needs. Funds used for th is purpose 
reduced the amount of funds ava i l ab l e to the states to correct other rec- 
l amat ion prob l ems. 

OGMRE'S imp l ement i ng regu lat i on (30 CFR Part 887), effect ive February 
13, 1986, def i nes a se lf-susta in ing program as one that ma inta i ns an 
i nsurance rate structure des i gned to be “actuar ia l l y sound.” Actuar ia l 
soundness, accord i ng to the regu lat ion, “imp l i es that funds are suff i- 
c ient to cover expected l osses and expenses, inc l ud i ng a reasonab l e 
a l l owance for underwr it i ng serv ices and cont i ngenc i es.” 

Whe n  the program was author ized, 21 states were e l ig ib le for subs i- 
dence i nsurance program grants. On ly s ix states (Co lorado, Ind i ana, 
Kentucky, Oh io, West Virg in ia, a nd Wyom ing), however, app l i ed for the 
grants. Off ic ia ls in the other states gave three pr imary reasons for not 
app l y i ng for the grants. The states (1) be l i eved they wou l d face a l im- 
ited number of subs i dence s ituat ions, (2) preferred to use ava i l ab l e 
grant funds for other purposes, and (3) perce i ved that they wou l d b e 

‘Under SMCRA a state is e l ig ib le to rece ive grants once OSMRE approves its state rec lamat ion p lan 
and the state estab l i shes a program for admin ister ing the grant mon ies. 
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unab l e to estab l i sh se lf-susta in i ng i nsurance programs because they 
ant ic i pated that few property owners wou l d part ic i pate.2 As of Sep- 
tember 30,1990, the s ix grants awarded in 1986 and 1987 tota led $11.3 
mi l l i on. These grants ranged from $376,000 to West Virg in i a to $3 mi l- 
l i on each to Co l orado and Kentucky. Append i x I prov i des add it i ona l 
i nformat ion about the federa l grants and the re lated states’ programs 
for the s ix part ic ipat ing states as of September 30, 1990. 

L ow Part ic ipat ion The federa l l aw and regu lat i on have on l y one measurab l e performance 

Endangers at Least cr iter ion for assess i ng the eff icacy of the m i ne subs i dence i nsurance 
program-whether the state programs are se lf-susta in i ng (actuar ia l l y 

Two States’ Programs sound). However, there is no accepted industry standard for actuar ia l  
soundness for coa l  m i ne subs i dence i nsurance. Th i s is pr imar i l y because 
the l im ited data on past subs i dence events make subs i dence pred ict ions, 
at best, an imprec i se sc i ences3 

Nonethe l ess, after a lmost 6 years exper i ence with the program, two of 
the s ix states that rece i ved grants-Ind i ana and Oh i o-may not be pro- 
gress i ng toward se lf-susta inab i l i ty.4 Off ic ia ls in Ind i ana and Oh i o to ld us 
that the ir part ic ipat ion rates-the rat io of part ic ipat ing property 
owners to the tota l number of e l i g ib le property owners in count i es con- 
s i dered vu l nerab l e to m i ne subs i dence-are current ly too l ow to gen- 
erate suff ic ient prem i um i ncome to meet the i nsurance reserve 
requ i rements for ant ic i pated c la ims, As of September 30,1990, the par- 
t ic ipat ion rates for Ind i ana and Oh i o were 8 percent and 1 percent, 
respect ive ly. (Ind iana’s rate i ncreased to th is leve l after a pub l i c i zed 
subs i dence event in 1989.) These off ic ia ls po i nted out that such l ow par- 
t ic ipat ion rates great ly i ncrease the r isk of hav i ng a ma j or subs i dence 
event threaten the state funds’ so l vency. 

State off ic ia ls in both Ind i ana and Oh i o attr ibute the l ow part ic ipat ion 
rates in l arge measure to the fact that the ir state l aws do not requ ire 

2111 ino is and Pennsy lvan ia current ly operate state-funded insurance programs to cover pr ivate prop- 
erty damage caused by coa l m ine subs idence. 

3Actuar ia l pro ject ions are usua l ly based on re levant, recent c la ims exper ience, with ad justments to 
ref lect expected future cond it ions. Since there was l ittle exper ience with subs idence insurance c la ims 
pr ior to th is program, in it ia l pro ject ions had to be baaed on l i ited data. Up to 6 years have e lapsed 
s ince the federa l program was begun, and more current and usefu l data shou ld now exist, prov ided 
the states have ma inta ined adequate records. Current actuar ia l stud ies, therefore, wou ld prov ide a 
more usefu l bas is for estab l ish ing and ma inta in ing a rate @ructure that is actuar ia l ly sound. 

4LMa i l ed informat ion on the status of each state’s program is presented in append ix I. 
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i n surance compan i es to automat ica l l y i nc l ude subs i dence i nsurance cov- 
erage in a l l standard property-owner po l i c ies. W ith such automat ic cov- 
erage, property owners in count i es suscept ib l e to abandoned m ine land- 
re lated subs i dence wou l d b e enro l l ed in the program and pay the add i- 
t iona l annua l  prem iums assoc i ated with the added coverage, un l ess they 
spec if ica l l y wa i ved the coverage. Whe n  automat ic coverage is not a part 
of the program, insurance compan i es have the opt i on of not ify ing the 
property owners of the ava i lab i l i ty of subs i dence coverage. Under th is 
c i rcumstance, the property owners usua l l y have to assume the pr ime 
respons ib i l i ty for learn ing about and seek i ng subs i dence i nsurance cov- 
erage. Leg is l at i on has been subm itted in both states’ leg is latures to man- 
date automat ic coverage. In ne ither case has the leg is lat ion been 
enacted. 

Automat ic coverage appears to have been a key factor in the perform- 
ance of two of the other four part ic ipat ing states-West Virg in ia a n d 
Kentucky. As of September 30,1990, West Virg in ia’s part ic ipat ion rate 
was 19 percent and Kentucky’s was 14 percent. Off ic ia ls in both states 
be l i eve the ir part ic ipat ion rate success can be attr ibuted to the auto- 
mat ic coverage prov is i on of the program. In West Virg in ia, for examp l e, 
automat ic coverage was in it ia l ly part of the program but was dropped 
after the i nsurance industry expressed concerns about the admin istra- 
t ive burden. After th is feature was resc inded, however, part ic ipat ion by 
property owners dramat ica l l y decreased. Whe n  West Virg in ia subse- 
quent l y re instated automat ic coverage, part ic ipat ion rates once aga i n 
i ncreased. 

A lthough Wyom i ng does not requ ire its i nsurance compan i es to offer 
automat ic coverage, state off ic ia ls to ld us that the ir part ic ipat ion rate 
i ncreased to a leve l (18 percent) deemed sat isfactory by the state after 
mortgage l oan l enders rout ine ly requ ired property owners to obta i n sub- 
s i dence i nsurance. W ith such a part ic ipat ion rate, state off ic ia ls be l i eve 
that the program wi l l b e  se lf-susta in ing by 1996. They be l i eve th is wi l l 
occur even though a substant ia l  number of c la ims were pa i d to ind iv id- 
ua l s who had exper i enced subs i dence damage years before the subs i- 
dence i nsurance program had begun and the coverage was obta i ned. 
Under the Wyom i ng Attorney Genera l ’s interpretat ion of Wyom i ng 
i nsurance laws, such retroact ive payments are proper. We  obta i ned Inte- 
rior’s op i n i on o n whether retroact ive payments as author i zed by Wyo- 
m ing l aw const ituted i nsurance under the leg is lat ion estab l i sh i ng the 
federa l subs i dence i nsurance program. Inter ior found Wyom i ng’s retro- 
act ive payments to be lega l l y unob j ect i onab l e. Inter ior noted that 
ne ither SMCRA nor its leg is lat ive h istory prov i des a def in it ion of the term 
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i nsurance. It a lso sa i d that i nsurance may encompass c i rcumstances in 
wh i ch a loss occurs pr ior to the i ssuance of an i nsurance po l i cy. In such 
cases, the i nsured has the burden of prov i ng the amount of the loss and 
that the loss was of the type covered by the po l i cy. On the bas i s of our 
rev iew, we do not d i sagree with the state of Wyom i ng’s and Inter ior’s 
pos it i on. 

As of September 30,1990,41 (tota l i ng $661,616) of the 47 c la ims 
(tota l i ng $674,834) pa i d under Wyom i ng’s program were for damages 
that had occurred in Rock Spr ings, Wyom ing, in 1986, more than a year 
before the state i nsurance program was estab l i shed. Prev ious ly un in- 
sured property owners became e l ig ib le for pr ior d amage payments by 
pay i ng a $100 enro l lment fee in add it i on to the prem ium. 

A lthough Co l orado does not requ ire i nsurance compan i es to automat i- 
ca l ly offer coa l m ine subs i dence protect ion to property owners, its par- 
t ic ipat ion rate i ncreased to 14 percent over a 3-year per iod. State 
off ic ia ls attr ibute the h i gh part ic ipat ion rate to the fact that the state 
has used a pub l i c re lat ions f irm to inform property owners of the pro- 
tect ion and focused its promot iona l  efforts on the f ive count i es where 
subs i dence is of greatest concern. State off ic ia ls are conf i dent that the 
program is current ly se lf-susta in ing. The state is approach i ng perform- 
ance leve ls j u dged by i ndependent consu l tants and actuar ies to produce 
a se lf-susta in ing program with QS-percent conf i dence. 

In add it i on to a lack of an automat ic coverage prov is ion, Ind i ana prop- 
erty owner part ic ipat ion was burdened by two other factors. F irst, 
Ind i ana off ic ia ls acknow l edged that the ir in it ia l efforts to pub l i c i ze the 
program were not adequate to ensure property owner awareness. They 
sa id the state he l d l-day sem inars for the i nsurance industry in 1 986 
and 1987 (wh ich were poor ly attended), advert ised spar ing ly through 
the news med i a, and arranged with some banks and ut i l ity compan i es to 
d istr ibute brochures to the ir customers. Second, Ind i ana requ ires insur- 
ance compan i es to bear the cost of invest igat ing subs i dence c la ims. Such 
invest igat ions are somet imes cost ly, part icu lar ly if core dr i l l i ng or other 
types of expens i ve invest igat ive techn i ques are needed to eva l uate the 
c la im. Accord i ng to an Ind i ana off ic ia l, the cost of one comprehens i ve 
invest igat ion can negate the tota l revenues obta i ned by i nsurance com- 
pan i es from prem ium i ncome and can serve as a d is i ncent ive for the 
compan i es to enro l l  part ic ipants. 

Program awareness and part ic ipat ion became important concerns in 
October 1989 when a subs i dence event occurred in southwest Ind i ana. 
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Many of the property owners in th is area had not known that subs i- 
dence i nsurance was ava i l ab le. In add it i on, some of the ind iv i dua ls who 
d id have coverage had prob l ems rece iv i ng d amage payments under the ir 
po l i c i es because Ind i ana had not deve l o ped c la ims process i ng 
procedures. 

OSMRE Has Assumed OSMRE'S F inanc ia l  Ass istance Manua l  conta i ns the po l i c i es a nd proce- 

a Pass ive Ro le in dures OSMRE i s to fo l l ow in admin ister ing its f inanc ia l ass i stance pro- 
grams, inc lud i ng the subs i dence i nsurance program. Among other 

Manag i ng Subs i dence requ irements, OSMRE must (1) rev iew state grant app l i cat ions and ensure 

Insurance Grants that the states have p l ans that wou l d reasonab l y l ead to successfu l  
ach i evement of grant program ob ject ives; (2) mon itor state progress 
toward ach i ev i ng those ob ject ives, inc l ud i ng requ ired progress reports; 
and (3) if necessary, encourage correct ive act ion or terminate a grant 
when, in OSMRE’S j u dgment, insuff ic ient progress is be i ng made. 

Ear ly in the subs i dence i nsurance program, however, OSMRE determ ined 
that it wou l d p l ay a pass i ve ro le in rev iew ing grant app l i cat ions and 
mon itor ing program progress. Th is dec i s i on was based on the re lat ive ly 
few do l l ars6 i nvo l ved and OSMRE’S i nterpretat ion of the degree of effort 
needed for more act ive part ic ipat ion in state-admin i stered programs. 
Th is interpretat ion was most c lear ly expressed by the OSMRE Director in 
March 1990 congress i ona l  correspondence, where he stated 

“whi le [OSMRE] prov ided money to create the program, the overa l l success of that 
program rema ins the State’s respons ib i l ity. Criter ia for eva luat ing the success of 
th is program and potent ia l for the program to become se lf-susta in ing rest with the 
State agency and not OSM [Office of Surface Min ing Rec lamat ion and Enforcement].” 

In the context of th is interpretat ion, OSMRE headquarters d id not prov i de 
its f ie ld off ices-wh ich were genera l l y respons i b l e for approv i ng the 
states’ grant app l i cat ions and mon itor ing program progress-with any 
advance wr itten gu i dance on h ow these processes shou l d b e conducted. 
W ithout advance gu i dance, the f ie ld off ice personne l  sa i d they had l itt le 
bas i s to assess grant app l i cat ions and determ ine whether the states had 
proposed programs that wou l d become se lf-susta in ing. Consequent l y, 
the f ie ld off ice personne l  sa i d they gave the states cons i derab l e lat itude 
in des i gn i ng the ir programs and on ly cursor i ly rev i ewed the 
app l i cat ions. 

‘Of the over $1.4 bi l l ion in granta to states under SMCRA, the insurance program for the six states 
tota ls $11.3 mi l l ion, or less than 1 percent. 
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For examp l e, in 1986, when rev i ew ing the grant app l i cat i ons of Ind i ana 
and Oh io, f ie ld off ic ia ls accepted state v i ews-at face va lue-that the ir 
programs wou l d be se lf-susta in i ng. They d id not determ ine the bas i s for 
the states’ v i ews or ensure that they were supported by actuar ia l  ana l- 
yses. Both of these states have had troub le meet i ng the program ob jec- 
t ives. Wh i l e not requ i red by OSMRE as a cond it i on of grant approva l , 
Ind i ana has n ow recogn i zed-4 years into the grant per iod-the need to 
perform an actuar ia l  ana l ys i s to he l p determ ine if its program can be 
se lf-susta in i ng. The state has contracted with a pub l i c account i ng f irm 
to perform the study, wh i ch is to be comp l eted by December 31, 1991. 
L i kew ise, the Oh i o i nsurance industry comp l eted an actuar ia l  study in 
March 1991, and adv i sed the state that its program can be se lf- 
susta in i ng if the program insurance coverage is made mandatory. Oh i o 
off ic ia ls to ld us they p l an to cont i nue the ir efforts to obta in leg is lat ive 
changes requ ir i ng mandatory coverage. 

Whe n  the programs were in it ia l ly approved, the lack of casua l ty exper i- 
ence under a subs i dence program made an assessment of actuar ia l  
soundness a d iff icu lt propos it i on. Sound actuar ia l  pract ices d ictate 
under these c i rcumstances, however, that thorough mon itor i ng of ear ly 
program exper i ence be conducted to determ ine whether in it ia l program 
des i gns are actuar ia l l y sound or whether program changes need to be 
made. 

OSMRE f ie ld off ices to ld us, however, that they d id not be l i eve they were 
respons i b l e for act ive ly mon itor i ng state progress or requ ir i ng the states 
to mod i fy program operat i ons to better ach i eve the se lf-susta in i ng ob j ec- 
t ive, Wh i l e the f ie ld off ices rece i ved sem iannua l  progress reports from 
the states and somet imes noted the need for correct ive act ions, they d id 
not take steps to ensure that the act ions were taken. For examp l e, in an 
August 1988 f ie ld overs ight report, OSMRE sa i d Ind i ana’s Department of 
Insurance d id not g i ve the program a h i gh enough pr ior ity. As a resu lt, 
the program was beh i nd schedu l e and market i ng efforts were insuff i- 
c ient to estab l i sh se lf-susta inab i l i ty. F ie l d off ice personne l  d i scussed 
these and other i ssues ( i.e., the need for the state to requ ire insurers to 
automat ica l l y i nc l ude subs i dence coverage in homeowners’ i nsurance 
po l i c i es) with Ind i ana off ic ia ls in 1987 and 1988, but d id not fo l l ow up 
to ensure that correct ive act i ons were taken. 

OGMRE off ic ia ls recent ly to ld us that they be l i eve a more proact ive man- 
agement approach is appropr iate. They agreed that it is OSMRE 'S respon- 
s ib i l i ty to estab l i sh cr iter ia to measure se lf-susta inab i l i ty and to prov i de 
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the overs ight necessary to determine whether th is program ob ject ive is 
met. 

Conc lus ions We do not be l ieve OSMRE'S pass ive grant management approach for th is 
program is cons istent with its grant management requ irements. These 
requ irements and sound actuar ia l pract ices require that progress 
toward ach iev ing a program ob ject ive- in th is case the ach ievement of 
a se lf-susta in ing insurance program-be effect ive ly mon itored. At a 
min imum, ~SMRE shou ld assess whether the state programs stand a rea- 
sonab le probab i l ity of ach iev ing actuar ia l soundness and whether the 
states are mak ing reasonab le progress toward ach iev ing th is ob ject ive. 

Recommendat ions to To ensure that states imp lement coa l m ine subs idence insurance pro- 

the Secretary of the 
Interior 

grams that have a reasonab le probab i l ity of ach iev ing se lf-sus- 
ta inab i l ity, we recommend that the Secretary of the Interior d irect the 
OSMRE Director to fo l low the requ irements of OS~JRE'S F inanc ia l Ass is- 
tance Manua l as it manages th is grant programjAs part of OSMRE'S 
enhanced overs ight, the Director shou ld mon itor the states’ progress 
toward ach iev ing se lf-susta in ing programs; encourage those act ions that 
wi l l enhance their prospects of ach iev ing se lf-susta inab i l i ty; and, as a 
last resort, terminate a state’s grant if it becomes c lear that a se lf-sus- 
ta in ing program is not obta inab le. In part icu lar, the Director shou ld 
encourage states to automat ica l l y inc lude subs idence insurance coverage 
in a l l property owner po l ic ies and inform mortgage lenders of the ava i la- 
b i l ity of the insurance. 

Scope and 
Methodo logy 

During our rev iew, we examined (1) the proposed and f ina l ru les pub- 
l ished by ~SMRE to estab l ish the grant program and to prov ide gu idance 
to the states and OSMRE'S f ie ld off ices for admin ister ing the program and 
(2) the states’ grant app l icat ions and re lated semiannua l progress 
reports, FIS wel l as OSMRE f ie ld off ice overs ight reports. We a lso rev iewed 
the app l icab le l aws and OMB Circu lars, as wel l as the re levant lega l 
op in ions. We a lso obta ined informat ion from the states and OSMRE off ices 
about states’ grants and insurance programs for our ana lys is. As agreed 
with your off ices, we d id not independent ly ver ify the sources or accu- 
racy of th is information. We interv iewed OSMRE and state off ic ia ls to 
determine how the programs were deve loped and managed, and how 
progress toward ach iev ing the leg is lat ive ob ject ive was be ing mon itored. 
We later requested state off ic ia ls to prov ide us with current informat ion 
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about the ir spec if ic programs, and reta ined the adv i ce of pract ic ing 
actuar ies and consu l tants to assess potent ia l  program needs. 

As agreed with your staff, we d id not obta i n off ic ia l agency comments 
on a draft of th is report. However, we d i scussed the factua l i nformat ion 
obta i ned dur ing our rev iew with agency off ic ia ls, a nd have incorporated 
the ir v i ews where appropr iate. We  conducted our rev iew between Apri l 
1 9 9 0 and Apri l 1 9 9 1 in accordance with genera l l y accepted government 
aud it i ng standards. 

As agreed with your off ices, un l ess you pub l i c l y announce its contents 
ear l ier, we p l an no further d istr ibut ion of th is report unt i l 3 0  days from 
the date of th is letter. At that t ime, we wi l l s end cop i es to the Secretary 
of the Inter ior and other interested part ies and make cop i es ava i l ab l e to 
others upon request. 

Th is work was performed under the d irect ion of James Duffus III, 
Director for Natura l Resources Management Issues, who can be reached 
at (202) 276-77’66. Other ma jor contr ibutors are l i sted in append i x II. 

J. Dexter Peach 
Ass istant Comptro l l er Genera l  
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States’ Coa l M ine Subs i dence Programs 

OSMRE has awarded grants to s ix states to estab l i sh se lf-susta in i ng coa l  
m i ne subs i dence i nsurance programs. A lthough program features vary 
among the states, the bas i c subs i dence i nsurance program works in the 
fo l l ow ing manner. Po l i cyho l ders genera l l y pay the ir i nsurance compa- 
n i es an add it i ona l annua l  prem i um or fee for subs i dence coverage. Th i s 
add it i ona l prem i um ranges from $16 to $80. The amount of i nsurance 
coverage offered in the s ix states ranges from $60,000 to $160,000. The 
i nsurance compan i e s turn over a l l or part of the add it i ona l prem i um to 
the states. In s ome states the i nsurance compan i e s keep a port ion of the 
prem i um to cover the ir se l l i ng expenses, wh i l e in others the state re im- 
burses them for these expenses. Whe n  subs i dence damage c l a ims are 
subm itted by property owners and approved, the c l a ims are pa i d w ith 
state program funds e ither d irect ly by the states or by the i nsurance 
compan i es, wh i ch are then re imbursed by the states. In prov id i ng grants 
to he l p states estab l i sh subs i dence i nsurance programs, the federa l gov- 
ernment assumes no l iab i l i ty for pay i ng any c la ims. 

The grants were awarded in 1986 and 1987 for amounts rang i ng from 
$376,000 to $3 mi l l i on. Add it i ona l i nformat ion about the grants and the 
states’ programs are prov i ded in th is append i x. 

Tab l e 1.1: Status of Federa l Qranta for the 
Six State8 Part lc ipat inp in OSMRE’s Coa l 
M lno SUb8 l denCb InWnnCe Program a 8  State 
of September 30, l Q90 Co lorado 

Grant per iod 
Ju lv 1986 to Mav 1989 

Funds 
Grant amount 

$3,000,000 
rece ived 

$3,000,000” 
Ind iana 
Kentucky 
Oh io 
West Virg in ia 
Wyom ing 
Tota l 

Sept. 1986 to June 1994 2,782,485 306,795 
Ju ly 1986 to June 1 990b 3,000,000 818,052 
Feb. 1986 to Feb. 1991c 1 ,ooo,ooo 337,433 
Oct. 1987 to Sept. 1991d 375,000 366,560 
Nov. 1986 to Oct. 1994 1,152,291 820,667 

$11 a309.776 $5.649.507 

Notes: 
QCo lorado estab l i shed a trust fund with grant mon ies, The interest earned by the trust is used to pay 
c l a ims and to ass ist in pay ing program admin istrat ion costs. 

bKentucky’s grant was terminated as of June 30, 1990, fo l l owing the state’s determinat ion that a se lf- 
susta in ing status had been reached. 

COn December 27, 1990, Oh i o’s grant was extended by 2 years to January 1993. 

dWest Virg in ia’s in it ia l grant per iod, through September 1988, has been extended three t imes. On Jan- 
uary 29, 1991, the grant was extended by 4 years to September 1995, and increased by $700,000. 
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Tab le 1.2: Self-Susta in ing informat ion for 
the Six Sta ler’ Coa l M ine Subr idence Reeerves 
Insurance Programs a8 of September 30, ava i lab le to 
1990 State pay c la ims Cla ims pend i ng 

State op in ion regard ing self- 
susta in ing status 

Co lorado $2,858,539 $0 Self-susta in inga 
Ind iana 568,595b Not ava i l ab leC Not determinab led” 
Kentucky 3,900,000 197,000 Ach ieved in June 19908 
Oh io 434,500 432,500 Not at present t imed,* 
West Virg in ia 6,904,856 1,582,342 Not determinab leafss 
Wyom ing 464,504 0 To be ach ieved in 1995d 

BOSMRE’s March 15, 1991, letter to GAO states that its f ie ld off ice had determined that the state has 
mat the se lf-susta in ing program requ irement. 

bReserves ava i l ab le represent the d ifference between the sources and uses of funds reported by 
Ind iana. 

CCla ims-pend ing informat ion is not ava i l ab le unt i l the comp let ion of an actuar ia l study. 

dOSMRE’s March 15, 1991, letter to GAO stated that OSMRE fie ld off ice d irectors wou ld make the f ina l 
determinat ion of se lf-suff ic iency after c lose interact ion with the states. 

%tate off ic ia ls be l i eve that leg is lat ive changes propos ing automat ic coverage may make ach ievement 
of se lf-susta in ing status poss ib le. 

‘OSMAE’s March 15, 1991, letter to GAO states that its f ie ld off ice had determined the state’s program 
was se lf-susta in ing in June 1986, before the grant was made. 

‘JState off ic ia ls sa id that a ma jor event cou ld potent ia l ly p lace a large dra in on the funds. 

Tab le 1.3: Source8 of State lnrurancs Funds From Grant Start to September 30,199O 
State &ant Orawdowns Premium income Interest earned Other income Tota l 
Co lorado $3,000,000 $Oa $466,523 $34,510 $3,501,033 
Ind iana 306,795 774,623 23,021 0 1,104,439 
Kentucky 818,052 , 3,$15,204 415,205 0 4,748,461 
Oh io 337,433 440,200b 49,081 200 ,oooc 1,026,714 
West Virg in ia 366,560 4,702,4Md 750,000 0 -@i&i% 
Wyom ing 620,667 272,089 49,194 78,162 1.220.112 

*Payments made by subscr ibers are cons idered admin istrat ive fees instead of prem ium income, and are 
shown as other income. 

bPrem ium income is net of commiss i ons pa id. 

COther i ncome represents amounts from the state’s genera l fund (to be repa id). 

dPrem ium income amount is tota l for the grant per iod through December 1990. 

@Tota l  inc ludes some est imates by state. 
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Tab l e 1.4: Urea of State lrwurance Fund8 From Grant Start to September 30,199O 
Promot iona l  

State 
Invest igat ion Admln l8trat ion and C la ims 

expense8 expense8 other expert888 payments Tota l 
;123,582 - $522,462 - - Co lorado $2,490 $0 $648,534’ 

Ind iana 68,124 0 254,158 213,562 535,844 
Kentuckv 
Oh i o ’ 

57.01 I 
441407 

206,230 371.049 184.962 819.252O 
101,747 5661105 1731807 886,066 

West Virg in ia 
Wyom i ng 

Ob 244,611 
18,791 9,735 

“Tota ls i nc l ude s ome state est imates. 

bPromot i ona l  expenses were l ess than $200. 

0 460,616 7053227 
32,509 674,034 735,809 

Tab l e I,% Compar l ron of Pfut lc lpat lon 
Rate8 W ith Different Inrurance Coverage Part ic ipat ion 
Methods as of September 30,199O 

state 
s$;Bo~ge Number Number Rate of 

e l ig ib le enro l l ed part ic ipat ion 
Co lorado Vo luntary 7,450 1,054 1 4% 
Ind iana Vo luntary 297,540 24,225 8%a 
Kentuckv Automat ic 308.392 42.888 1 4% 
Oh io . Vo luntaryb 1,149,004 111656 1% 
West Virg in ia Automat ic 544,000 104,511 1 9% 
Wyom i ng Vo luntary 5,000 904 1 8% 

‘Leg is lat ion has been proposed for automat ic coverage. Part ic i pat ion rate was low- l percent in 
1988-pr ior to a subs i dence event in 1989. The rate subsequent l y i ncreased to 4 percent in 1989 and 8 
percent in 1990. 

bLeg is l at ion has been proposed for automat ic coverage. 

Tab l e 1.6: Extent of Program Coverage by 
Count ler in the Six State8 a8 of Number of Number of count ies 
September 30,199O count ies in affected by coa l m ine Number of count ies 

state rtate subs i dence part ic ipat ing in program 
Co lorado 63 25 5 
Ind iana 92 26 26 
Kentucky 120 56 34 
Oh i o 88 37 37 
West Virg in i a 55 55 55 
Wvom i rw 23 6 3 
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Tab le 1.7: Status of Cls ims for the Six 
State8 a$ of September 30, lQQO Number of c la ims Va lue of c la ims 

State F i led Pa id Pend i ng Pa id Pend i ng 
Co lorado 08 0 0 $0 $0 
Ind iana 34 7 6 213,562 Not determinedb 
Kentucky 191 7 4 184,962 197,000 
Oh io 75 25 30 173,807 432,500 
West Virg in iaC 799 126 162 2,073,536 1,582,342 

Wyoming 51 47 0 674,834 0 

‘Two requests for invest igat ions were made but d id not meet c la ims cr iter ia. 

bState insurance off ic ia ls reported that est imates cou ld not be prov ided unt i l an actuar ia l study is 
comp leted. 

Clnc ludes numbers and amounts pr ior to the start of the grant per iod. 

Page 16 GAO/NED-91-140 Coa l M ine Subs idence 



Append i x II 

Ma jor Contr ibutors to T h is Report 

Resources, 
Commun i ty, and 

Bob Rob i nson, Ass istant Director 
Rona l d M. Owens, Ass i gnment Manager 

Econom ic 
Deve l opment D iv is ion, 
Wash i ngton, D.C. 

1 O ff ice of the Genera l  
Counse l  

C inc innat i Reg i ona l  
O ff ice 

Dona l d J. He l l er, Reg i ona l  Ass i gnment Manager 
W i l l i am C. Kennedy, Eva luator- i n-Charge 
M ichae l  W. Aiken, Eva luator 

(140324) Page 16 GAO/WED-91-149 Cha l M i ne Subs idence 



Order ing I ttfort~tal. iott 

‘J’ho first five cop ic?s of each GAO report are free. Addit iona l 
c*op ies are $2 each. Orders shou ld be sent to the fo l lowing 
uddrvss, accompan ied by a check or money order made out to 
f.hv Sttpc~r int.~~rtdcnt, of Documents, when necessary. Orders for 
100 or tttore cop ies to btt tnai lttd to a s ing le address arc 
d iscouttt.cv l 25 percent. 

1J.S. Gc!ttckra l Ac+count ing Offictb 
It’. 0. Box 6015 
Gaithcbrsburg, MI) 20877 

Ordc~rs tnay a lso he p laced by ca l l ing (202) 2756241. 






