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2014 Farm Bill Decision Review

* Most farmers chose ARC-County under 2014 Farm Bill for corn and soybeans

* Forecast was for higher ARC-County than PLC payments over the 5-year life of the Bill
making decision easy for most farmers

* Forecast was on-target for 2014 Bill, will it also be true for 2018 Bill choices?

— Forecasts for 2014 Bill were keyed off of the fact that benchmark revenues for 2014,
2015, and 2016 would be high

— High benchmark revenues for those years front-loaded ARC-CO payments and made
it an easy choice on most farms

—Situation is much different for the 2018 Bill decision since ARC-CO benchmark
revenues are not as high

 PLC needs more consideration this time

* ARC-Individual Coverage is worth considering on some farms
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High Corn Prices from ‘10 through ’13
Boosted Benchmark Revenues
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Under 2014 Farm Bill Prices Used to Compute ARC-CO Benchmark Revenues
For Early Years Were Known At Signup Time

Actual ARC-CO Corn Benchmark Prices, 2014-2018
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Similar to Corn, High Soybean Prices from
2010 through 2013 Boosted Benchmark Revenues

U.S. Crop Marketing Year Annual Average Soybean Prices
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Under 2014 Bill Prices Used to Compute ARC-CO Benchmark Revenues For Early Years Were
Known At Signup Time...And PLC Price Was Very Low Relative to Expected Benchmarks

Actual ARC-CO Benchmark Soybean Prices, 2014-2018
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Historical ARC-CO and PLC Payments, Corn
Knox County, Indiana
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Historical ARC-CO and PLC Payments, Soybeans
Knox County, Indiana
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2014 Farm Bill Decision Review

* Most farmers chose ARC-County under 2014 Farm Bill for corn and soybeans

* Forecast was for higher ARC-County than PLC payments over the 5-year life
of the Bill making decision easy for most farmers

* Forecast was on-target for 2014 Bill, will it also be true for 2018 Bill choices?

—Forecasts for 2014 Bill were keyed off of the fact that benchmark
revenues for 2014, 2015, and 2016 would be high

—High benchmark revenues for those years front-loaded ARC-CO payments
and made it an easy choice on most farms

—Situation is much different for the 2018 Bill decision since ARC-CO
benchmark revenues are not as high

 PLC needs more consideration this time

* ARC-Individual Coverage is worth considering on some farms
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Updating Yields Is Not An Automatic Decision

* For most producers actual yields today are substantially higher than yields
used to compute “old” program yields

e But Use of two factors (90% times 90%) effectively pulls down yield
calculations for corn and soybeans

—In case of wheat it’s 90% times 95.45%

e Result: You have to compute your updated Program Yield and compare it to
“old” Program Yield to make your yield update decision...likely not the same
decision on every farm and for every crop
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Program Choices

1) Agriculture Risk Coverage — County (ARC-CO)

2) Price Loss Coverage (PLC)

3) Agriculture Risk Coverage — Individual (ARC-IC)

For ARC-CO and PLC choice is made for each crop and FSA farm

For ARC-IC choice is made by FSA farm for all covered crops
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Elements of the Decision

* ARC-COUNTY

—Uses County Yields
—Uses Marketing year average U.S. prices
—2019 Actual Revenue = 2019 Actual County Yield X 2019 MYA Price

—Payments triggered when Actual Revenue falls below Benchmark
Guarantee

* PLC

—Uses the Program Yields for each FSA Farm
—Marketing Year average U.S. prices

—Payments triggered when MYA Price falls below Reference Price
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Agricultural Risk Coverage — County (ARC-County)

—Initial decision by crop and FSA farm for 2019 and 2020 program years

—ARC-CO payments occur when actual crop revenue is below the ARC-CO
revenue guarantee for a crop year

—ARC-CO revenue guarantee is 86% of ARC-CO benchmark revenue
* Payments are capped at 10% of benchmark revenue

—ARC-CO benchmark revenue based on Olympic average of trend
adjusted yields times the Olympic average of higher of U.S. MYA Crop
price for preceding 5 crop years or $3.70 for corn, $8.40 for soybeans, or
$5.50 for wheat

—Payment is made on 85% of base acres
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Price Loss Coverage (PLC)

1) Initial decision by crop and FSA farm for 2019 and 2020 program years

2) Payments occur if the higher of U.S. average market price for the crop
year less than the crop’s reference price

Corn Reference Price = $3.70
Soybean Reference Price = $8.40
Wheat Reference Price = $5.50
3) Payment is made on 85% of base acres
4) Coverage is capped using reference price & loan price
a) Max PLC Payment Rates Are
v' Corn =$1.50/bu., Soybeans = $2.20/bu., Wheat = $2.12/bu.
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If You Choose Price Loss Coverage (PLC)

You Can Purchase Supplemental Coverage Option (SCO)
—Farms have an option to purchase county level insurance
—Subsidy rate is 65%

—Provides buyer opportunity to buy-up coverage to 86% of benchmark
revenue, but the benchmark is county revenue not individual farm
revenue

* Provides buyer with a mix of farm level and county level insurance

* Historically, county level insurance at 86% level has not been very
attractive

* Worth considering if you’ve been purchasing a lower coverage level,
such as 75% coverage
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What Are Big Differences Between ARC & PLC?

* ARC-CO focuses on benchmark revenue
—payments are capped at 10% of benchmark revenue
* PLC designed to protect against larger revenue declines
— but provides less “shallow-loss” protection than ARC

* PLC more competitive under 2018 Bill than it was under 2014 Bill

PURDUE Center for
UNIVERSITY February, 2020

TR IVERS 1T T Commercial Agriculture




ARC-CO and PLC Estimated Payments for Corn

Knox County, Indiana
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ARC-CO and PLC Estimated Payments for Soybeans
Knox County, Indiana
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What About Agricultural Risk Coverage — Individual (ARC-IC)?

—Initial decision by FSA farm for 2019 and 2020 program years

— ARC-IC payments occur when an FSA Farm’s crop revenue is below the ARC-IC
revenue guarantee for a crop year

— ARC-IC guarantee is 86% of ARC-IC benchmark revenue
— Coverage is capped at 10% of benchmark revenue

— ARC-IC benchmark revenue based on Olympic average of revenues for preceding 5
years

* Revenues calculated using higher of MYA crop prices or “effective price” and
proven yields

—Payment is made on 65% of base acres (not 85% of base acres)
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Best Way to Understand ARC-IC Program
Is To Examine Possible Outcomes for an Example FSA Farm in 2019

* Example Farm Assumptions
—Knox County, Indiana
— Assumed FSA farm yield history equaled RMA county averages for each year
—Planted corn in 2013, 2015, and 2017 (e.g., farm followed corn/soybean rotation)

—Farm’s Olympic average corn yield = 169

—Used Marketing Year Average (MYA) price of $3.85 in 2019

* Let’s Examine 3 Scenarios
—Scenario #1: 100% prevent plantin 2019
—Scenario #2: Some (but less than 100%) prevent plant in 2019

—Scenario #3: Planted entire farm, but 2019 crop yields were below average
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Scenario #1, 100% Prevent Plant in 2019

100% Prevent Plant in 2019

ARC-IC Benchmark Revenue for this farm = $625

ARC-IC Benchmark Guarantee for this farm = $537 (5625 X 86%)

Actual Revenue = SO (because farm was 100% prevent plant)

($537-0) * 65% = $349, but cap is ($625 X 65% X 10%) = $41
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Scenario #2

50% Prevent Plant, 50% Planted to Corn
2019 Yield = 152 (10% Below Olympic Avg.)

ARC-IC Benchmark Revenue for this farm = $625

ARC-IC Benchmark Guarantee for this farm = $537 (5625 X 86%)

Actual 2019 Revenue = $585

Since Actual Revenue > Benchmark Guarantee, SO payment

ARC-IC Payment = SO
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Scenario #3, No Prevent Plant
100% of Acreage Planted to Corn, But 2019 Yield Was Below Average

* In 2019:

—100% of acres planted to corn, examine possible yield scenario
outcomes

* Yield assumptions:
—Yield = 152 (10% below Olympic Avg.); ARC-IC Payment = SO
—Yield = 135 (20% below Olympic Avg.); ARC-IC Payment = $11

—Yield = 119 (30% below Olympic Avg.); ARC-IC Payment = $41
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Food for Thought

What if we were to enroll both Scenario #1 and Scenario #3 in the ARC-IC program?

* To consider this, we need to assume how many acres are in each farm

* Assume Scenario #1 is 80 Acres, Scienario #3 is 40 acres

Scenario #1: 100% Prevent Plant

— Actual Revenue = S0

Scenario #3: Low Crop Yields
—Assume yield = 152 bushels per acre

— Actual revenue = $585

Weighted Average Actual Revenue = (80/120 X $0) + (40/120) X $585 = $195

—Which would still yield a 2019 payment equal to the 10% Cap
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When Should You Consider ARC-IC?

Evaluate by individual FSA Farm#

1. Sample calculations suggest producers with production losses of 20% or
more in 2019 should take the time to evaluate ARC-IC

v" Farms with 100% prevented planting in 2019 will receive the per acre
payment cap for 2019

2. All Farms enrolled by a producer in ARC-IC within a state will be
combined when computing Actual Revenue

3. In some situations, combining a Farm with 100% Prevented Planting in
2019 with 1 or more Farms with planted acreage in 2019 will still result in
a relatively large 2019 payment
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Farm Bill Decision Summary

1. Compare updated yields to existing program yields for each crop and
FSA farm;

v’ update those farms crops & with higher updated yields

2. Program Choices:

—Corn and Wheat: start with PLC as your initial program choice and
evaluate ARC-CO as a challenger

—Soybeans: start with ARC-CO as your initial program choice and
evaluate PLC as a challenger

—Consider ARC-IC on FSA farms with 100% Prevented Planting

* Consider combining 2019 100% Prevented Planting Farms with
Farms that had average or below average yields in 2019
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2019 and 2020 ARC-CO PLC WHAT-IF COMPARISON

FAST

Input
Use Defaults
State|Indiana v
County|White Help
Crop|Corn
Practice|Non-irrigated Print
PLCYield|154
Menu

View 2014 Farm Bill
Payments

Calculation of PLC and ARC-CO Payments

ARC-CO Calculations

County MYA Payment®* Benchmark County
Year  Yield® Price’ PLC ARC-CO Yield® Price®  Guarantee’  Revenue®
2018 198 $/base acre Bu. $/Bu $ per base acre
2019 188 3.85 S0 1] 201.7 3.70 641.84 723.80
2020 191 3.60 $13 1] 203.5 3.70 647.60 687.60
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PLC Yield Updating Tool FA 5 T

Notation |Example FSAFarm l
State [Indiana

County [White Menu
Crop [Corn .
. X X Print
National Yield Factor™ 0.9000
SubstituteYield’> 135.86

Current PLC Yield Each FSA farm has a current PLC
yield. The average of the farm

.3 yields must exceed the break-
Current V'EId 131 even yield before updating

Break-even yield“ 161.73 results in a higher PLC yield.

Update PLCYield
Farm Substitute Used

Year Yield® Yield? Yield®
2013 184 135.86 184.00
2014 194 135.86 194.00
2015 128 135.86 135.86
2016 189 135.86 189.00
2017 185 135.86 185.00

7
Reset 2013-2017 Average’ 177.57
Yields National Yield Factor' 0.9000
Update Yield® 143.83

Result
Updating will result in a higher PLC yield.
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2018 Farm Bill Information On Home Page of
Purdue Center for Commercial Agriculture’s Web Site

Purdue.ag/commercialag

Register for our

Making Your 2020 Crop Insurance Decisions Webinar
Monday, Feb. 24, 2020 @ 12:30 p.m. (EST)

Purdue.ag/webinar-upcoming
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