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Federal Outlays for Crop Emergency Aid 

1986-1994 

- " ' 

3,40$ 

"",Dollars in Millions 

Crop II Disaster 

Insurance Payments 


506 516 

1994* 
(3,384) 

1985 1986 1987 1988 19891990 1.991 1992 1993 
Totals (506) (516) . (1,010) (426) (4,511) (2,439) (779) . (1,692), :,:{1,950) 

Crop Insurance, 6 Year Average (1989-94) 884-10 Year Average (1985-94) 719 .. , 
Disaster Payments, 6 Year Average (1989-94) 1,575-10 Year Average (1985-94) 1,002 

. . .'.
"Estimate 



, UJVITED STATES CROP VALUE SUi\1MARY 
',' f 

INSURED CROPS 
NATIONAL VALUE OF ALL CROPS $92,385,311,215 

PERCENT 

REPORTED DOLLAI;l. OF TOTAL 


CROP ACRES VALUE' VALUE 


Corn, Grain 66,950r480 18,008,691,703 19.493 

Soybeans 56,498,545 11,213,520,994 12.138 

Wheat 69,353,948 7,296,722,323 7.898 

C::gttqn, ,Upl;Ul? "" }.1,50,1,930 .4,884,989,,171 5.288 
.. ~. . -' " ... ~ 

~ .. ,', 
" "'Toba'cc() , 

' ' 

,'; 732,740'.' '~', 2,829:953,119 " " .. .. 3.063:' .... : " "' ." " 

Potatoes 1,363,816 2,396,315,957 2.594 

Nursery, Container 2,375,462r434 2.571 

Corn, Silage 6,124,202 1,954,333,349 2.115 

Oranges . 770,2~4 .1,515,56~,.984 1.640 

Apples 352,114 1,408,875,579 1.525 


. ,,' 

• i ~'Peanuts 1,807,325 1,256,883,370 1.360 
Sorghum, Grain 9,086,031 1,203,379,180 1.303 

Sugar Beets ' 1,375,468 1,125,379,300 1.218 ' 

Rice 2,812,429 1,040,085,810, 1.126 

Tomatoes - Fresh 137,578 924,639,769 1.001 

Barley 7,505,000 906.414,000 0.981 

Grapes - Processed' 408,090 885,062,003 0.958 

Sugarcane 723,840 813,706,190 0.881 

R . . , ..;,', .. ; . ...,

", :~ alSl~L".'~;J"I';~·i; . 166737 677.942,810 0.734.' , . , ~ : ...' .
Bea~; Dri'Yt' , 2,099,403 ' 

~ 

660,075,798 0.714 
, AlmondS> ", 413,202 639,048,900 0.692 

Tomatoes -,Processed 353,911 617,956,960 0.669 

Grapes, Table 90,343 494,035,398 0.535 

Onions 146,180 493,421,041 0.534 

Peaches 117,823 482,137,001 0.522 

Oats ' 6,015,517 412,485,275 0.446 

Grapefruit 168,928 354,979,543 0.384 

umons e,:: '59,816 347,117,610 0.376 

Pears 50,031 281,428,961 0.305 

Plums - Fresh 45,199 265,0.29,699 0.287 

SWEet Corri'~ Fresh 191,672 256,059,591 0.277 

Walnuts, English 184,837 254,412,036 0.275 


,Sunflowers· ' '. 1,854,495 247,439,110 0.268 

Peppers 53,513 225,972,741 0.245 


P(lhe.-:--] 
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UNITED STATES CROP VALUE SUiWiWARY 

INSURED CROPS 
NATIONAL VALUE OF ALL CROPS $92,385,311,215 ) 

CROP 
REPORTED 

ACRES 
DOLLAR 
VALUE 

, PERCENT 
OF TOT,iL 

VALUE 

Sweet Corn - Processed' 476,613, 213,509,890 0.231 ' 
Nectarines 25,761 158,609,100 0.172 
Cranberries 27,801 152,828,500 0.165 
Beans, Snap - Processed 214,640 139,856,244 0.151 

~.',~ :~Pni'~~,=,' "-, ':>:', .' ' '; . :.--; ':: ~.' ':-' ::'. ;79;707 ~.. 133,2·03,8S0.~·:. ,Q~144. 
~ ".,'~ < 

Peas, Green 293,750 109,804;780 ·0.119 

Tangerines 18,922 69,225,3U 0.075 

Apricots ZO,249 48,509,599 0.053 

P~, Dry , 274,500 43,363,600 0.047 

:\IacadamiaNuts 18,700 41,720,000 , 0.045 

Safflower 159,073 37,924,863 0.041 

Flax 253,002 20,858,600 0.023 

Tangelos 10,419 16,897,699 0.018 

Figs 13,071 16,351,600 0.018 

Beans, Lima - Processed 21,650 9,432,000 0.010 

Temples 9,199 7,641,999 0.008 


TOTAL 69,969,260,345 ',75.736 

"Nursery, Container" crops are container grown landscape plants. 

Values :ue not avadable for the following insured crops: Popcom. Hybrid Seed Com, Hybrid Seed , 
Sorghum, ' 

Acreage data. is in,:omplete for apples, peaches, pears and plums. 

"" . 

'.. 



C~ROP EXPANSION 

FEAS'IBILITY STUDY LIST' 


Feasihility studies are currently underway·on the 

·following crops in anticipation ofdeveloping new 


· AVO(;ADOS 
. . Asp A:RA.GUS 

BLUEBERRIES 
BROC:COLI 
CANC)LA 
CAN1:~ALOUPE 

CARFtOTS 
CAUl.JFLOWER 

· CELE~RY 
· CHEltRIES..SWEET 
· HAY-ALL 

HAY..HAYLAGE 
HAY-OTHER 

"'.. . ­.. , - , ,.' -~ . - , . . 
. ~ .-'. . 

LETTUCE-HEAD 
LETTUCE-LEAF' . 
MUSHROOMS 
NURSERY CROPS 
PECANS 
PEPPERMINT. 
PINEAPPLE· 
PISTACHIOS 
SEED-FORAGE 
SEED-LAWN 
STRAWBERRIES 
SWEET POTATOES· . 

. WATERMELON 

.' .. ' "' 



TARGETED ,SUBSIDfES FOR BUY-UPS 

!C:OMPARISON OF FARMER'S OUT-OF-POCKET EXPENSE 


\VITH TARGETED SUBSIDY FOR BUY-UPS: 

-I 

Coverage 
Level 

Current 
Cost 

Cost Under 
Reform Act Difference 

75 % of yield 

- ," . "$296" 

S623 

.: 5246',' 

S574 

-1 7 per~nt' " 

- 8 percent 

\lyITHOlJT TARGETED SUBSIDY FOR BUY-UPS: 

Coverage 
Level 

65 % of yield 

75 % of yield 

Current 
Cost 

S296 

S623 

Cost Under 
Reform Act 
Without Buy~up 
Subsidy 

S282 

S609 

Difference 

- 5 percent 

- 2 percent 

Assumptions: 
100 acres planted/ 100 bushel yield/ S 1.00 price elect.ion 
10 percent premium rate for 75 percent coverage 

SlJ.tcd C.OSLS cue the faf.rner~ S ou t-,o f-poc\(etcost for the coverage aftc~l- (icd Llcli 11 g t))l~ 

subsidy. 
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FEDE:qAL CROP INSURANCE CORPORATION 

PREMIUM/INDEMNITIES/LOSS RATIOS 
1981 -199;3 (Crop Year Data) 

(dollars in thousanc:s) 

YEAH 

1981 

198:~ 

198:3 

198·4 

.. , 
. . ':'1'98:5' " 

" 

. ". 
1985 

1967 

1988 

198!:! 

~990 

1991 

1992. 

1993 (e st.) 

TOTAl. 1ge1 - 1993 

AVERAGE 1981-1993 

PREMIUM 

$;379.169 

396,571 

291,353 

435.588 

.. 
',. , .... ,4.'39,733' 

381,753 

366,640 

437,654 

':t 

820,763 

838,O4{) 

737,1~ 

758,768 

78<4,652 

$7.069,930 

S543,841 

lNDEMNITr:;S 

. ,$408.101 

528.157 

587.691 

639.969 

,', 

.".. ..... ., 684.364 

615,993 

369,163 

1.053,775 

1.215,763 

,1.029,581 

953,2!;7 

92.0,901 

1,412.::174 

510,419,089 

$801,468 

1992 Figures - Actuals from act. 27,1993 Summary of Business 
1993 Figures from Oamage Report ot Oct. 20, 1993. . 

1~"':93 

LOSS RATIO 

1.08 

1.32 

2.02 

1.47 

!.5~' ....' 
.' 

. , 

1.62 

1.01 

. 2.41 

1.48 

1.23 

1.29 

1.2. "1 

1.50 

1.47 

1.47 



CORN - PARTICIPANT 

Comparison betweell Disaster Assistance and MPCI proposed Catastrophic Coverage 
"DOES NOT INCLUDE DEFICIENCY PAYMENTS RECEIVED" 

Assumptions: . 	 APH yield = 120 bushels 

ASCS Yield:= 100 bushels 


MPCI price = S2.301bu 

ASCS target price =S2.7Slbu 

ASCS deficiency pymt = SO.451bu 

Acres planted =90 


· ":- -'., ~': : ~,. "".- .., ,: : "."f· 

~ <. • 	 , . ". . ."~ ." • : -:,. c'" •• _ •• ;_ '.• Fa'm{' , Per Acre' 
Disaster (.5004 pro-rate) $3,952.00 $43.91 

Disaster (No pro-rate) $7,898.00 $87.76 

Catastrophic Protection $7,776.00 $86.40 

"'.-';' 

http:7,776.00
http:7,898.00
http:3,952.00


, ' 

FEDERAL CROP INSURANCE CORPORATION 

CRO:P INSURANCE REFORM COMPARED TO DISASTER ASSISTANCE 


II CORN NON-PARTICIPANT 

100% 50%YIELD REFORM 
LOSS PRORATE PRORATE PLAN 

% 

$ PER ACRE 

,- '."'.. ' , ' , , '- ;' , .­ ,".'~ ,':, 'SO' >46 "~roo':' :. 86, 


67
90 
 34 
 69 


54 
 52
27
80 

, , 

.­i 

41 
 3S70 
 20 


27 
 17
60 
 13 


018 
 9
50 


00 040 


ASSU;\fP1l0NS: 
, COUNTY AVERAGE YIELD 120 BUSHELS PER ACRE 
, DISASTER ASSIST. PA nffiNT $1.12 PER BUSHEL 

APH YIELD (REFORM PLAN) 120 BUSHELS PER ACRE 
PRICE ELECTION S2.40 PER BUSHEL 

, " 
, , 

-, '," 



F1E.DERAL CROP INSlTRANCE CORPORATION 


CROP INSURANCE REFORM COMPARED TO DISASTER ASSISTANCE 


SOYBEANS 'II' 


YIELD 
LOSS, 

% 

" . .' 10.0 ' " 

90. 

80. 

70. 

i 
i 
I 

60. 

50. 
, 
I 
! 
,I
Ii 

40. 

100% So.% 
PRORATE PRORA'Q: 

$ PER ACRE 

, " .. ­
" 10.0. 

, 

" 

88 

71 

S3 

3S 

18 

0. 

ASSUMPTIONS: 
COUNTY AVERAGE YIELD 

, 	DISASTER ASSIST. PAYMENT 
APH YIELD (REFORM PLA..'l) 
PRICE ELECTION 

- -S3 

44 

36 : 

27 " 

18 

9 

0. 

. 
REFORM 

PLAN 

,, . :. 	 80. 


64 


48 

32 

16 

0. 

0. 

45 BtJSHELS PER ACRE 
$3.91 PER nUSliEL 

45 BUSHELS PER ACRE 
$5.90 PER BUSfIEL 



COTTON 


Comparison betweelil Disaster Assistance and MPCI proposed Catastrophic Coverage , . 

EXAMPLENI 

Assumptions: 	 APH yield = 406 pounds 
ASCS Yield 406 pounds 

MPCI price $0.S311.b 

ASCS target price =$0 72911b 

ASCS deficiencypyint = $0.186111;1 

Acres planted = 92.5 

Fann 	 Per Acre 
Disaster (.5004 pro-rate) $3,813.00 	 $41.22 

-. 	 .. 
". ". 

. i;"'" "$5;971.25" 	 $64.55' 

Disaster (No pro-rat1a) $7,620.00 	 $82.38 

EXAMPLEN2 

Assumptions: 	 .A.PH yield = 383 pounds 

ASCS Yield = 406 pounds 

\1PCI price = $0.53/lb 

. ASCS target price =$0 729f1b 

ASCS deficiency pymt $0 18611b 
A.ere!; planted = 92.5 

Fann 	 Per Acre 
Disaster (.5004 pro-rate) $3,813.00 	 $41.22 

Catastrophic Protection $5,633.00 	 $60.90 

Disaster (No pro-ratE!) $7,620.00 	 $82.38 

http:7,620.00
http:5,633.00
http:3,813.00
http:7,620.00
http:5;971.25
http:3,813.00


.Participation Under the Reform Proposal 
. 	 (with linkage) 

J 
<ll 

0 90% 
..... 
c 80%w 
<ll 70%
Ol 
Cl 

60%<ll ..... 
0 
« 50% 
<ll 
..a 40% 
.21 30% 
w - 20%0 

c 10% 
<ll 
0 

;0%.,..~:. 

'<ll : 
:

0.. - .... ',. . ~,. '. 

Crop year 

\ ~~ Buy up coverag~ ~Basic coverage... \: 

• 	 . Under th€~ reform proposal, producers who participate in price support and 
income support programs or who have loans under any,program. of the Farmers 
Home Admioistration are required to obtain at least the catastrophic level of~, 
1insurance for all crops of economicsigniftcance farmed in the cOtlnty in which .. 
that producer bas an interest. The linkage with commodity programs will ensure 
that partidpatiol1 i.n the crop insur,lnce program Ls 80 percent of eligible acreage 
in 1995. 	 . , , 

Requirini~ producers,to ob,lain catastrophic crop insurance for program crops only 
. would potentially lower the crop insurance participation. rate as significant crops 
(e.g., soybeans) would be largely unaffected. Participation r'J.tes would likely be 
only as high as 65-70 peri:e~t of eligib Ie acreage. :1. ) 

Ie 	 If crop insurance is not linked to commodity program eligibility it is likely 
that crop insurance participation will be only 55-60 percent of eligible 
acreage, at least ill the e..'lrly years of program operation. Lower 
participation rates could encourage ad hoc disaster assistance which would 

. furiher undennine participation. 



J~ 

Crop mergency!\id 
Projected TaxpayhrSavirigs 
Dollars in Millions 

Tot..'• 
. 1995~!J9 

. Current Divided 
Approach: 

Crop Insurance: 

Ad Hoc Disaster 
·Relief: 

Total Current 

.New Combined 
Program: 

Taxpayer Savings: 

-:'.,. 

/1<',­

3,90Q 

5,000 

.8,900 
" 

8,100 


$ 75,C)·*· 

Source: Budget of the United States Government Fiscal Year 1995 
*Minimum Based on Rounding Off in Budget 



FEDERAL CROP INSURANCE REFORM ACT OF 1994 

Summary of Key Elements 


I: 	 Repeal of ad hoc disaster authority: Current legal authorities for ad hoc crop loss 
.disaster relief are repealed. In the future, the program outlined below will 
replace these disaster bills as the' Federal response to emergencies involving 
widespread crop loss. 

As added protection, a parliamentary hurdle is erected:· future ac hoc relief 
. measures are placed .on budget. The turrent Budget Act exemption for these bills 
is scaled back. . 

2: 	 Catastrophic crop insurance coveraee: The Federal crop insurance program is 
supplemented with a new catastrophic coverage level available to farmers for a 
nominal processing fee of $50 ~ crop.~ county, up to $100 ~ farmer ~ 
county. This catastrophic plan will protect against yield losses greater than 50 
percent at a payment rate of 60 percent of the expected market price -- a level 

. . ~.' 	 .comp'~ble to. disaster relief programs in recent Years~. The processing fee .may 
-<. - be waivloo for~ iimited resOurce'"faimers ... -' . . ....- .. 

Farmers may purchase additional insurance coverage providing higher yield or 
. price protection levels for additional cost. Targeted subsidies are provided to 

encourage farmers. to pursue these· higl}ercoverage ·lev~ls. 

3: 	 Linkal,!€: to farm proerams: To ensure wide participation, crop insurance 

coverage at the· catastrophic level or above is linked to participation in Federal 

commodity support programs. or Farmers Home Administration loans. This step 

should result in crop insurance participation rising from 33 percent to about 80 

percent of insurable acres. 


4: 	 Deliver):: Farmers may choose to obtain the catastrophic coverage either through 
a privat(~ reinsured company or through a USDA county office. Higher insurance 
coverages remain available. only through private insurers. 

5: 	 Industry competition: Premium rates are restructured to reflect both direct 

premium subsidies and the insurers expense reimbursement allowance, a more. 

realistic calculation. More-efficient companies will be allowed to pass along 

lowered overhead costs in reduced rates charged to farmers, creating a more 

competitive market environment. 


6: 	 . Uninsur·able crops: A standing disaster program would exist for crops not 
covered by crop insurance triggered, with payments triggered by area-wide loss 
levels and pr.otection levels similar to those under the catastrophic insurance plan. 

7. 	 Fiscal sOlH!§.l!l!g.ss: The new catastrophic coverage will be governed 

"APH" yields and all other program changes outlined in the "Blueprint 

Financial Soundness." 


8: 	 Cost: The new program will cost about $8.1 billion for fiscal years 1995 through 
1999. This .represents a five-year savings of some $750 million compared to the 
projected cost of the current Federal crop insurance program plus the average 
annual cost for ad hoc crop loss disaster relief programs over the past decade. 

http:sOlH!�.l!l!g.ss


II 

SECTION-BY-SECTION ANALYSIS OF AMENDMENTS 
TO FEDERAL CROP INSURANCE ACT 

Section 2 contains the specific amendments to Title V of the 

Agricultural Adjustment Act of 1938 (the "Act") necessary to
.. 
improve delivery, participation, and actuarial soundness of the 
Federal crop insurance program, and eliminate the need for ad hoc 
disaster IE!gislation. Due to the large number and complexity of 
the amendmemts, the following analysis shall be conducted on a 
section-by section basis of the Act. - ' 

Section 50S (a) provides for ,the Board of Directors (the "Board") 
for the Federal Crop Insurance Corporation (the "Corporation"). 
Subsection (a), as amended, eliminates the possibility of two 
positions on the Board being occupied by the same Under/Assistant 

. ", .. Secrecary,:ul¢l lrem()ve!3thE::' requ,ir.:eIllent that., the ,Under/Ass~stapt , " 
Secretaries -named to the Board be responsible for the -farm: credit-; 
programs. This is to conform to the Secretary's proposed 
reorganization legislation combining several agencies, including 
the Agricultural Stabilization and Conservation Service, the 

, Farmers Home AQ,ministration and the Federal Crop Insurance 
Corporation, iritoa single 'Farm Service Agency. ' ' , -' 

Section 506 is amended by adding a new subsection (j) that would 
provide the Corporation with, the authority to settle and adjust 
any claims brought by or against it. Taking into consideration 
the sheer number of insurance contracts in existence, this 
amendment provides the Corporation with the authority to avoid 
the existing inefficient and ineffective procedures where the 
Corporation must obtain authorization from the pepartment of 
Justice to settle or adjust claims in excess of the amount set 
under the Debt Collection Act. 

Section 506 is amended by redesignating the subsections to 
conform to the addition of the new subsection (j). 

Section 506(1), as redesignated, provides the Corporation with 
the authority to enter into contracts, agreements and regulations 
necessary to carry out its business and it preempts state or 
local laws to the extent they are inconsistent. "Regulations" 
were added to the section to ensure a nation-wide consistency of 
the program by precluding states from piece-meal enactment of 
laws that. could thwart the national goals and mandates of the 
Federal crop insurance program. 

Section :;06 (n), as redesignated, provides for the impos i tion of 
penaltieH when false or inaccurate information is provided to the, 
Corpora.tion and permits the imposition of a civil fine and a 
disqualification from purchasing the catastrophic risk protection 
coverage and noninsured assistance of up to two yea~s. Thisie 
the maximum disqualification'that has been historically imposed 
under the price support, product adjustment; and disaster 
programs of the Commodity C.redit Corpo:ration (Cee) .,since 
participation in the price support and product adjustment 



2 

programs is linked to the purchase of catastrophic risk 

protection, disqualification for catastrophic risk protection is 

now consistent with the disqualification under the price support 

and product adjustment programs. Disqualification from any other 

benefit. under this title is for a period not to exceed 10 years. 


Section 506(0), as redesignated, requires that the Corporation 
take such actions as necessary to achieve actuarial soundness and 
permits the Corporation to determine who 'qualifies as a beginning 
farmer for the purposes of instituting procedures to document 
actual'production histories in order to establish yields that 
more accurately reflect the risk. 

Se~tion ~06Jp),is from the present section 516(b) and authorizes 
:'tne-.gec,retarY,and,the'C9rporation.tbissue;'anyr~ffill·at'ions ,',< 

necessary to carry out the provisions of the title. Sinceit 

enumerates a power of the Corporation, it ,is more appropriately 

located in section 506. 


Section 506(q) is added as·a new subsection that appropriates 

. money to carry out the purpose of the insurance fund, without 

fiscal year limitation. 


,Section 507(a) removes a reference to county crop insurance 

committeemen since there are no longer county crop insurance 

committees .. 


Section 507(c) authorizes the Corporation to use and contract 
with committees and associations, private insurance companies, 
private rating bureaus and other organizations to avoid . 
duplication of services available in the private sector. The 
Corporation is authorized to reimburse their administrative and 
prog,ram expenses. Compensation of agents and brokers are rio 
longer paid from producer premiums. Compensation for private 
insurance companies has been moved to section 506(d) to reflect 
other amendments to the Act such as catastrophic.risk protection 
coverage premium paid by the Corporation, operating and 
administrative expenses included in the premium and the different 
levels of subsidies that are provided for specific levels of 
coverage. Further, that portion of subsection (c) that provides 
indemnification for agents and brokers is no longer necessary 
since any claim arising under this' Act must now be brought 
against the Corporation in the Federal district court pursuant to 
section 508(i), as amended. 

S tion 507(d) authorizes the Secretary t6 allot or transfer 
l:uncl.s avai (; ttl secti.on, ::;16 to ot.her' :sta.te or f 
agencies as necessaiy to carry out the provisions of this title. 
The provision that employees or agenties responsible for 
administering the title sbal1 designated by and anElwerable to 

Corporation without intervention of any intermediate office 

http:secti.on
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has been deleted to conform to the Secretary/s,proposed 
reorganization legislation. 

Section SOB, as amended/provides the authority and procedures 
for the Corporation to offer crop insurance under both a 
catastrophic risk protection plan and additional coverages. 

Section 50B(a) maintains the exi~ting authority for the 
Corporation, however, insurable causes of losses have been 
amended to ~pecify only losses caused by drought, flood or other 
natural disaster as determined by the Secretary. The provisions 
that require the Corporation to offer loss in yield protection at 
75 per centum of the recorded or appraised average yield, the use 
of ASCS yields, prohibition against the Corporation offering in 

.e;?<r;:es,S ,of" 7S,per, cent,umot" th'er~cor:dE:d or appri;l.ised average 
, ..;: "·:Yield,":i:He'I>rovisiof.p 'fha:{, lri'suhulce'-not::he':provi'ded :on ,:any' .' 

agr.icultural commodity in any county in which the Board 
determines that the income from such commodity: constitutes an 
unimportant part of the total agricultural income of the county, 
and the requirement that the Corporation shall report annually to 
the' Congress; have been omitted. The other provisions of this, 
subsection have been moved for clarification and' to reflect the 
different programs offered under the catastrophic risk protection 
program and additional coverage that can be pu:rchased from 
private insurance providers. These moved provisions may have 
been modified to reflect the proposed reform and the sections 
where they have been placed will reflect those changes. 

Section SOB (b) (1) authorizes the Corporation to offer a 
catastrophic risk protection plan that would indemnify producers 
for loss in yield or prevented plantings becau~e of drought, 
flood, or natural disasters. 

Section 508(b) (2) provides coverage for the catastrophic risk 
protection program at 50 per centum loss in yield, indemnified at 
60 percent of the expected market price, or comparable coverage 
determined by the Corporation. 

Section 508(b) (3) authorizes producers to base their catastrophic 
risk protection coverage on either an individual yield and loss 
basis or area yield and loss basis when both ~re offered by the 
Corporation. 

Section 508(b) (4) authorizes the Corporation to 6harge producers 
an administrative fee for their catastrophic risk protection 
coverage of $50 per crop per county, not to exceed $100 per 
producer county. This administrative fee is paid at 
service pD , the USD.A, off:1J;e or the private C! Jdc 
The fee is waived for' limited ~esource farmers and when the 
'producer:purcha~es ~dditional coverage at or abo~e 65 per centum 
of the recorded or appraised average and 100 percent .of he 
expected market price, as off by the private ranee 
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provider. Fees collected are available for salaries and 
expenses, subject to appropriations. 

Section S08(b) (5) requires that, if the producer participates in 
the catastrophic risk protection coverage program, he must 
participate for that crop on all insurable land in the county. 

Section508(b) (6) requires that producers purchase catastrophic 
coverage for any crop that has or is expected to contribute 10 
per centum or more of the. total expected value of all crops grown 
by the producer in order to participate in ani price support, 
production a.djustment or conservation program administered by· 
USDA for any crop or to participate in any Farmers Home 
Administration loan program. 

,.. ... 	 ·:SEitticm· 5:08 (b) (,h 'f"s .!rorh.the firesent'~sUbs~~'tibn '·;(a)~arld.:BnlY!' , .. 
provides tht:: Corporation with the authority to limit insurance on 
the basis of the risk for catastrophic risk pr.otection coverage; 
the Corporation may not refuse insurance.· 

S.ection 508 (cJ (1.)· provides the Corporation with the author,ity to. 
offer plans of insurance providing coverage greater than the 
catast:t;"ophic risk protection and sold only th170ugh private 
insurance providers if·private insurance is available. If the 
producer has already applied at a USDA servicE! point, his file 
shall be transferred.tb his chosen private provider ~ . If the . 
producer purchases coverage at 65 per centUm of. more of the 
recorded or appraised average yield and 100 percent of the 
expected market price, his administrative fee ,will be refunded. 

Section S08(c) (2)· gives the producer the opti6n of basing his 
coverage on either an individual or on an area yield, when both 
'opt:ion'sJ},¥re ered. .:, ' 

Sectiod508(c) (3) provides ,that the level of coverage is dollar 
denomin~ted and permits the producer to purchase any level. The 
individual yield cannot exceed 85 percent and the area yield 
cannot,~xceed 95 percent. 

:,~;::; . 

Section 508(c) (4) is the present subsection (a) arid only applies 
to the additional coverage plans. It provides that the 
Corporation has the authority to offer a price level for each 
commodA~y at not less than the projected market price. As 
amended; the Corporation may offer a price level based on the 
actual market price at the time of harvest. 

Section~; 50 8 (c) (5 )is frOth present subsection (a)· and only 
appl to the tional caverage plans. It 'provides that 

. producers may choose any price .election that is equal or less 
... ' than the priestahLished by the Board. Further, as amended, 

the Corporation has the· authority to set minimum price election 
1 s. 

http:transferred.tb
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Section 508{c) (6) is from the present subsection (e) (2) and 
amends the 1:ormula to give the Corporation the discretion in 
determining the premium deduction when the insure'd elects' to 
exclude hail and fire coverage and obtain that: coverage from a 
private insurance provider. The producer must purchase coverage 
of at . least 65 per centum or more of the recorded or appraised' 
average yield and 100 percent of the expected market price, or an 
equival~nt coverage,' to be eligible. ' 

Section 508(c) (7) is from the present subsection (e) (5). 

Section 508(c) (8) is from the present subsection (a) and applies 
only to additional coverage . 

.Section 508 Cd) (:1,.) is from the present. subsection (e) (1) and 
:'pi(oV.1des .'the'Co!;poi;"at'ion ,wit:,hthe.-~ut'l:J.ority.t.6 ' premiums. for,' . 
all plans of insurance based on actuarial ~ufficiency.· ., 

Section 508(d) (1) (A) stipulates that the premiums for 
catastrophic risk protection will be sufficient to cover 
anticipated lossesand·a.reasonable reserve. Operating and' 
administrative expenses are not included in the premium. 

Section S08(d) (1) (B) stipulates that premiums for coverages 
greater that catastrophic risk protection but less that 6S per 
centum of the recorded or appraised average yield and 100 percent 
of the expected market price, or an equivalent coverage, will be 
sufficient to cover anticipates losses, a reasonable reserve, and 
an amount for operating and administrative expenses that is less 
than the amount established by for coverage at 65'per centum of 

. the recorded or. appraised average yield and 100 percent of'the 
expected market price. 

Section SOB (d) (1) (C) stipulates that premiums,for coverages at or 
greater than 65 per centum of the recorded or appraised average 
yield and 100 percent of the expected market price, or an 
equivalent coverage, will be sufficient to cover anticipates 
losses, a reasonable reserve, and an amount for operating and 
administrative expenses as determined by the Corporation on an 
industry wide basis as a percent of the total· premium. 

Section S08(d) (2) is from the present subsection (h) and 
authorizes the Corporation to pay a premium subsidy. The amount 
of subsidy is dependent on the level of coverage. 

Section 508 (d) (2) (Al stipulates that for catastrophic risk 
protect.ion, the subsidy will. equ.al the amount of the 
cstab1 J.",b . in subsection (d) (1.) (A) . 

. ' SectHm'-50B (d}.(2) (E) stipulates that for' cover(:l.~j0;8 g'reate \:.:li'l.t:: 
catastrophic sk protection but less that 65 pee c('::nturn of the; 
reco~ded or appraised average Id and 100 rcent the 
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expected market price, the subsidy will equal the amount of 
premium established for catastrophic risk protection, a 
reasonable reserve, plus the amount of operating and 
administrative expenses established in subsection (d) (1) (B) . 

Section 50B(d) (2) (C) stipulates that for coverages at or greater 
than 65 per centum of the recorded or appraised average yield and. 
100 percent of the expected market price, the subsidy shall equal 
the amount of premium established for 50 per ,centum loss at 75 
percent of the expected market price, a reasonable reserve, plus 
the amount of operating and administrative expenses established 
in subsection (d) (1) (C) . . 

. Sectiori50~(d) (3)provides.the authQrity fOI: :the private. . 
'. :: " 

insurance coinpanyto~pa.ss·· onanysavings:t'nexpenae: reimb.urs(:!me.nt>;· 
to the producer by reducing premiums, as long as approved by the . 
Corporation. 

Section 508(e) (1) mandates that producers purchase their 
.	insurance and provide all necessary infonnation,and docum~nts 
before the sales closing date for the crop. The Corporation has 
the authority to set the sales closing dates,and must balance the 
need for convenience to the producer in obta~~ing benefits under 
price 'support and production adjustment programs and the goal of. 
actuarial soundness. 

Section 508(e} (2) requires the producer to provide acceptable 
records of: previous acreage and yields or accept a Corporation 
determined yield. 

Section 508(e) (3) requires the producer to report any acreage 
planted and prevented from planting by the designated acreage 
reporting date for the crop and location. 

Section 50S (f) (1) provides the Corporation with the authority to 
implement underwriti~g rules to ensure that yield coverage is 

. providedEor all participants in the crop in'surance program. 

Section 50S (f)' (2) (A) (i) is from the present section 
508A(b) (1) (A) (ii) and authorizes the Corporation to utilize 
actual production history to determine the yield coverage. The 
producer provides records of his actual prOduction for at least 
the previous 4 continuous crop years, eventqally increasing the 
database of actual production records to 10 :continuous crop 
years '. 

Section 508 (f) (2) (A) (ii) is from the present section 
S08A(b}(1) (A) (iii) and authorizes the Corporation to·utilize 65 
percent of the transitional yield when the producer'fails to 
submit adequate documentation of his crop history. 

http:reimb.urs(:!me.nt
http:coinpanyto~pa.ss
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Section 50S(f) (2) (B) is from the present subsection (n) and 
authorizes the Corporation to offer crop insurance based on an 
area yield. 

Section 508(f) (2) (C) is from present section 508A(1) (B) and is 
modified to permit the producer to choose either an individual or 
an area yield on a conunodity by conunodity bas{s. 

Section 508(f) (2) (D) is from the present section 508A(c) (1) and 
requires the Corporation to provide adequate notice to producers 
when the yield coverage provisions are effective before the 
application. period. . 

.Section 5,08 (g) (1), as rE:!designated, is from ,the present 
, 

. : ~. -: ::'suDsectiorf (ti)(il and:perniit:s: persons·, t9, sUbni~t .othet'· :~nsur.al1ce 
policies or provisions and rates or premiums in addition to any 
forms or policies the Board may require under subsection (c). 

Section 508(g)(2), as redesignated, is from the present 
subsection (b)(2) and omits all reference to ASCS adjusted yield 
and deletes the authority to base policies on alternative factors 
of loss such as the average loss rate. ' 

Section 508(g) (3), as 'redesignated, is from the present 
subsection (b) (3) and authorizes the Board to review and approve 
any policiE~s or other materials submitted under this subsection. 

Section 50B(g) (4), as redesignated, is from the present 
subsection (b) (4) and modifies it to require the Corporation to 
publIsh any policies, provisions of policies and rates ,in the 
Federal R,esrister as a notice and made available to all persons 
contracti for r~in8urance under the same te~ms as the . 
submitting party. The present authority requires that the policy 
be published'as a rule. 

Section SOB (i), as redesignated, is from the present subsection 
If} and authorizes the Corporation provide for the adjustment and 
payment of claims for losses. If a claim for an indemnity is 
denied, suit shall be brought against the Corporation and the 
private in:3urance provider in the Federal district court in which 
the farm i:3 located. ' 

Section 508(j}, as redesignated, is from the present subsection 
(h}and directs the Corporation to prbvide reinsurance under such 
terms as the Board determines· are consistent with subsection (b) 

(c) of this sect;on. The Corporation has' the discretion to 
J fioe "io8~rer8". The provision regarding subsidies has been 
moved to subsection (dl (2),. The provision regarding the lise of 

'pTivate 	insurance providers and theit compensation has been 
mnitted. 
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Section 50B(k), as redesignated, is from the present subsection 
(i) and authorizes the Corporation to offer plans of insurance in 
other areas within the control of the United States. 

Section 50El(n), as redesignated, is from the present subsection 
(m) and requires the Corporation to make available to producers 
the current information pertaining to all aspects of Federal crop 
insurance and a listing of insurance agents .. 

Section 511 is amended to provide that contracts of insurance and 
premiums are also exempt from state, county, municipal or local 
taxes. 

Section 51t5(a) authorizes appropriations, including funds 
,. cp).lec,tect a~, aPrniI1ist;:rativ~ f~es" for t,he ,Cor;pOJ;atiori~o,.pay, it~ 
'.. ~6p,era.t:ing,' iirfd,adnlinis,tra.tive:,eXpe:nses'., ,: ,"'. ". . ,', " :: "',, 

Section 516(b) establishes an insurance fund as a repository of 
moneys reci~ived from premium income, reinsurance, borrowing, and 
appropriatlons authorized under this Act. The Corporation is 
authorized topayarnounts d~eunder its reinsurance agreements 
from this fund, including premium subsidies. : ' 

Section 520 is amended to establish that producers shall be 
eligible for catastrophic risk protection coverage as long as 
they meet the definition of a "person" as determined by the 
Secretary. For other plans of insurance, the producer must be at 
least eighteen years old and have a bona fide'insurable interest 
in the crop. 

creates a new section toauthorize:the Secretary to 
t as his discretion, an advisory committee made up of 

of the Corporation, the Secretar~ or his ignee, 
and representatives from insurance companies and agents, farms 
producer organizations, experts on agronomic practices and 
banking and lending institutions. The members shall serve for.up 
to two years and shall advise the Secretary on the implementation 
of Act and other insurance matters as determined by the 
Manager. This committee ,shall file annual reports to the 
Secretary specifying the progress toward implementation of the 
Act, actua.rial soundness and participation in the programs .. 

creates a new section that will replace 
standing hoc disaster with a noninsured assistance program 
that will cover those crops for which crop insurance is not 
offe by the Corporation. 

5~:2 (a) (1) authorizes the Corporat to esta i the 
. neu assistance program. Covered will be 1 commercial 
crops ~orwhich ca~a~trophic risk protection coverage is not 
offered but is produced for food or fiber. t is 

sly excluded. The progra~ shall not cover losses due to 
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neglect or 'malfeasance, failure to reseed if customary, or 
failure to follow good farming practices. 

Section 522(a) (2) requires applications be timely filed. The 
Corporation shall set the deadlines in its regulations to 
maximize flexibility_ 

Section 522(a) (3) requ the producer provide acceptable 
records of previous production or accept a yield set by the 
Corporation. 

Section 522{a) (4) requires the producer to report acreage planted 
or prevented from planting by the acreage reP9rting date. 

:Sec~ioIf 5,22 ,(a} (S) proyide,s. tl1at,a:q ing.ivid\l_alcprogucer",spall ,pot, 
" 'be' eiigibre~' f'Or 'assistance'unlessthe'area average y'ieid"'faIls'; 

below 65 percent. ,The Corporation has the authority to determine 
what constitutes an area. 

Section 522{a) (6) authorizes the Corporation to make prevented 
planting payments if he is prevented from planting more, than 35 
percent of the intended acreage because of drought, flood or 
other:natural disaster. 

Section 522(a) (7) authorizes the Corporation to make reduced 
yield paymE~nts if the producer's harvest is less than 50 percent 
of the area yield, factored for the producer's interest in the 
crop. 

Section 522(a1 (8) specifies that persons with~gross revenues of 
greatei than $2,000,000 annually are not eligible for noninsured 

Sectiori 522(b) specifies that if the producer is eligible for a 
nonlns'\"l'red assistance payrrient, payments will be made for losses 
greater than 50 percent of the established yi~ld at 60 percent of 
the average market price, or any comparable coverage set by the 
Corporation . ."'ii~. ,,;. 

Section 522(c) authorizes the Corporation to establish yields. 
If the producer can produce satisfactory evidence of his actual 
production history, it shall be his yield. If the producer 
cannot prove his actual production history, his yield shall be 
not less than 65 percent of the transitional yield. 

Section ,522(d) authorizes the Corporat to pay all losses under 
this se~tiClll frornt,h.e insurance fund and reimburse the fund [rorn 
~~S appropriations. These losses shall not be included in 

t ca~c~latiQnspf produ~eF premiums. 
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.. , 

Section 522{e) limits the payments that a person can receive 

under this section to $100,000 aimually. A "person ll shall be 

defined in accordance with the Food Security Act of 1985. 


Section 5 makes conforming .amendments to the Agricultural Act of 
1949, as arnEmded, by striking sections 101B (c) (1) (F) , 
103B(C) (l) (F), 105B(c) (1) (G), 107B{c) (1) (G), and 208 that 
authorize standing ad hoc disaster assistance. Further, sections 
101B{c)(2), 103{h), 103B(c){2), 105(c){2), 107B(c)(2), 108B, 205, 

·206, and 207 have been amended conform to the .requirement that 
producers purchase at least catastrophic risk ~rotection coverage 
as a condition of receiving any benefits under the price support, 
production adjustment or· conservation programs administered by 
USDA or loan programs administered by Farmers Horne 
.~~iflistr~t:iqn ..~onf9rmil}g amendn}ent~ havE:al.~o been made. to. the 

~. 	 Fbod~,: -Agri-cij'l tore:; '. COI1:se··i:va:tic)l1-~ ': and: Trad~ :~ct' -of: ~"199 0 :t'o.· g,t·ri.ke",·, ".. 
Chapters 1,:2, and 3 of Subtitle B of Title XXII that authorize 
standing ad hoc disaster assistance. These amendments are· 
effective the date of enactment of the Act. Section 251 of the 
Balanced Budget and Emergency Control Act of 1985 is amended to 
prohibit th·2 designation of any agricultural crop disast.er 
assistance a.s an emergency. . 

': 	 .' ',. 
': 

Section 6 states that sections 2, 3, and 4 becomes effective the 
crop year following the date of enactment of this Act. 

http:disast.er
http:g,t�ri.ke
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AN ACT' 

To reform the Federal crop insurance program and for other 
purposes. 

Be'it enacted by the Senate and the House of Representatives 

of the United States of America in Congress assembled, 

SECTION 1. SHORT TITLE. 

This.~ct may be cited as the "Federal Crop Insurance Reform' 

Act of 1994"" 

'SECTIO)i2 c. CROP:tNSVRANCE~Mm1TS ~ -' ...." 

(a) Section 505 of Title V of the Agricultural Adjustment 


Act of 1938 (7 U.S.C. § 1505) is amended-­
, . '. .' 

(1) by striking lithe" after "Federal crop insurance 

program," and inserting "one additional"; and 

(2) by striking "responsible for the farm credit 

'programs 	of the Department of Agriculture" and inserting "as. 

designated by the Secretary", 

(b) Section 506 of Title V of the Agricultural Adjustment 


Act of 1938 (7 U.S.C. § 1506) is amended ­

(1) by redesignating subsections (j), (k), (1), ,(m), 

and (n) as subsections (k), (1), (m), (n), and (0), 

respectively; 

(2) by inserting after subseCtion (i) the following new 

subsection: 

"(j) S,.§_ttlingClaims. - - The Corporation shall have the 

,1uthority to' ll121k.efina.l and conclusive settlement and :-:'.l?juf'ltment 

of any.·claims by or against the COl'poration or the aecount of its 

fiscal officers."; 

(3) in subsection (1) (as redesignated), by striking 
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"contracts or agreements" each place it appears and 

inserting "contracts, agreements, or regulations"i 

(4) in subsection (n) (1) (as redesignated), by striking 

'paragraph (B) and inserting the following new paragraph: 

"(B) disqualify the person from purchasing catastrophic risk 

protection or receiving noninsured,assistance for a period not to 

, . .- ex~eed, ;2 ,y,eCirs ,and from ,receiving any other b~nefit under this 
-'.- . ." ". ,'. : ~ . . . ". . ". , 

title for a period not ~o'ex6~ed10' years."i -, 

, (5) in Subsection (0) (as redesignated), by striking 

'paragraph',' (1). and inserting the, following new paragraph: 

"(1) instituting appropriate requirements for documentation 

of the actual production history of insured producers to 

establish recorded or appraised yields for Federal crop insurance 

coverage that more accurately refle~t the assochlted actuarial 

risk. The corporation'may not carry out this paragraph in a 

rnanner that: would. prevent beginning fanners! as determined ,by the 

Secretary, from obtaining Federal crop insurance."; 

(6) by ?-dding at the end thereof the following new 

subE:ections: 

lI(p) Regulations.-- The Secretary and t;:.he Corporation, 

respectively, are authorized to issue regulations as may be 

necessa~{ to carry out the provisions of this title. 

There is hereby appropriated,, 

without fiscal ,Year limitation, such sums as may bE-:: necess('!l:"y' to 

carry out tne purpose of the insurance fund. 

(c) Section 507 of Title V, of the Agricultucc:G Adjustment 

" (q) 
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Act.of 1938 (7U.S.C. § 1507) is amended-­

(1) in subsection (a), by striking n and county crop 

insura.nce commi t teemen"; and 

(2) in subsection (c), by striking the words beginning 

with in which case the agent or broke'r" through "theII I 

agent or broker has caused the error or omission"; and 

(3)i,n subsection. (d), pyreplacing t~e comma with a 
" , :·;'····p~riod··~f·i~~· 'th'~' wciid~ ri s'ectio~ ~i16 .~~ thi~ Act", >'a~d by'~' 

, . 

deleting the remainder of the subsection.". 

(d) Section 508 ·of·TitleV of the Agricultural Adjustment 


Act of 1938 (7 U.S.C. § 1508) is amended-­

(1) by striking subsection (a) and inserting the 

following new subsection: 

n(a) Aythority to offer insurance.-­

nlf sufficient actuarial data are available, as determined by the 

Board, the Corporation may insure or provid("~ reinsurance for 

. insurers of producers of agricultural commodities grown in the 

United States under any plan or plans of insurance determined by 

the Board to be adapted to the agricultural' commodity involved. 

To qualify for coverage under these plans'of insurance, the 

losses of the insured commodity shall be due to drought, flood or 

other natural disasters as determined by the Secretary. Except 

in the case of tobacco, insurance shall no~ extend beyond the 

period the insured commodity is in t'he fiel,do For the purpose of 

the foregoing sentence, in the case of aqu,icultural species, the 

term field means .the environment in which t.he commodity is 
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produced. Insurance provided under this subse'ction shall not 

cover 10SSE!s due to: (i) the neglect or malfeasance of the 

producer; (ii) the failure of the producer to reseed to the same 

crop in those areas and under such circumstances where it is 

customary to so reseed; or (iii) the failure of the producer to 

follow good farming practices, as determined:by the 

..,Co.rporat.~.on. n~; , s ~ 	 ~ . ';.: " 
• : .' r " . 	 .".' _... ." .!' :.> -:r . ..;.;~~ . 

(2) by striking subsections (c), (e), (g),' (1)' and (n); 

(3 ) by redesignating subsections (b) , (d) , (f) , (h) , 

(i) , .(j) , (k) , and (m) as subsections (g) , (h) , .' (1) , (j ), 

\ \., .
"OC), . :(1) , . (m) ,"and (n) , respectively; 

(4) by inserting after subsection '(a) the following new 

subs.ections: 

"(b) Catastrophic risk protection.-­

11(1) The Corporation shall offer a catastroph1c risk 

':''''!S:£8tec.:f:ion plan":thati1;cwouJ,q indemnify ·produc'ers '"for crop loss 

;d~e to. loss of yield'and prevented planting when the 

producer is unable because of drought, flood or other 

ri~tural disaster, as 'determined by the Secretary, to plant 

othE~r crops for harvest on that acreage for that crop year. 

" "(2) Catastrophic risk protection shall offer the. 

producer 50 per centum loss in yield coverage, on an area or 

fKcl:ividua:L yie::.. d basis,. indemnif ied a.t 60 percent of the 

.. 	 expectecl market:: pric~. or a comparable coverage as dE!tennined 

by the Corporation. 

n(3) Producers shall have the option of basing their 

http:Co.rporat.~.on
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catastrophic coverage on either an individual yield and loss 

basis·or on an area yield and loss basis when both options 

are. offered by the Corporat.ion. 

"(4) In return for catastrophic risk protection, 

produc'ers will be required to pay an administrative fee. 

The adininistrative fee shall be $50 per. crop per county, not. 

J,'. ~.,to-ex<;::.e~O $100 per producer per county. The administrative 
- '. .'(,. -. - ~.~_ :-:. • : ,~"" _.:: .," <-:".", ".... - .~-- ' .. : . -. ~;.-: - --:: ~',' _~: .' ~', ;','" • • 4'" 

fee shall be paid at the service point, the united states 

Department of Agriculture office or the approved private 

. insurance provider ,.atthe time o'fapplication. This. 

administrative fee shall·be waived for limited resource 

farmers, as defined by the Corporation, or in the event that 

the producer elects to purchase additional protection at 65 

per centum or more of the recorded or appraised average 

yield and 100 percent of the expected market price, or an 

.'.	equivalent coverage; offered by ctpproved crop insura.nce 

providers. Funds collected as administrative fees shall be 

available, subject to appropriations, for salaries and 

expenses. 

II (5) Participation in the catastrophic risk coverage 

for any producer's crop on any land in the county requires 

participation for that producer's crop on all insurable land 

of the producer the. county. 

11 (6) To be igible for any price support, production 

adj ustment or conservation program adminhlt:ered by t~le u .. 

Department of Agriculture for any crop, or for loans undet:' 
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, '. ' 

any program of the Farmers Home Administration or any 

successor agency, the producer must obtain at least the 

catast.rophic level of insurance for all crops of economic 

significance grown on all farms in the county in which the 

producer has an interest, if insurance is available in the 

county for those crops. .The term 'economic significance' 

sh~ll Il1eanany. crop. that. nas .. contributed, or is expected to 
" ::';, . ': ,". " :,': .';' ~ /, .. 

, . :" "."" 

contribute, 10 per centum or more' of th~ total eXpected 

.value of all crops grown by the producer. 

"(7}.The Board may limit insurance in any county or 

area, or on any farm, on the basis of the insurance risk 

involved. 

"(c) ~overage levels generally.- ­

"(1) The Corporation shall offer plans of insurance 

providing levels of coverage greater than that available 
I 

under catastrophic risk protection. Producers may only. 


purchase these other plans from approved private insurance 


providers, .if such'private insurance is available. Nothing 


contained herein restricts the Corporation from offering 


insurance if coverage from private insurance providers is 


unavailable. If the producer has already applied for 


catastrophic risk protection at the Un~ted States Department 


. . " . .of l\grlculture offlce and elects to purchase additional. 

coverage, the insurance file for that producer ~hall be 

transferred to the approved private insurance provider 

servicing the additional coverage policy and the 
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administrative fee for the crop for which additional 


coverage at 65 per centum or more of the recorded or 


,appraised average yield and 100 percent of the expected 

I 

market price, or an equivalent coverage, is obtained shall 

be refunded to the" insured. 

n(2) Producers shall have the option of purchasing 

. _ add~~ional. coverage based on either an individual yield and 

los~ ba8i~' ~~ on an area yield- and 16~8 bi~if:iwh~~ hoth~ 
optic>nsare offered by the Corporation. 

n(3) , "The level of coverage shall be dollar denominated 

and may be purchased at any level not to exceed 85 percent 

of the individual yield or 95 percent of the area yield, as 

determined by the Corporation. 

11(4) The Corporation shall establish a price level for 

'each'commodity on which insurance is offered that:, 

"(A) shall not be less than the proj ected markeL,iprice 

for the commodity as determined by the Corporation; or 

It (B) at the discretion of the Corporation, may be based 

on the actual market price at the time of harvest, as 

determined by the Corporation. 

"(5) Insurance coverage shall be'made available to the 

producer on the basis of any price election which equals or 

is less thanttmt established by the Board and the coverage 

shall be quoted in terms of dollars per acre: ProY;1,_d~_Q, That 

the Corporation, may (;;[-:ltablish minimum price elections below 

which levels of insurance shall not be offered. 



8 


n (6) .For levels of coverage 65 per centum or more of 

the recorded or appraised aver~ge yield and 100 percent of 

the ex.:pected market price, or an equivalent coverage, the 

producer may elect to delete from the insurance coverage 

provided under this Act coverage against damage caused by 

fire and hail, provided an equivalent or greater dollar 

. amount of,cov~rage for. damage causeq by fir~ and hail is 
: -.': ' ·: ••_.:....... ~~.~•• ";>•• ;_-.:•• :~f .::_.,.;~~:;.:.~,..•.... :~ ...... : ... ,:~.~" :.:.:~., -:..... ~.__ ... ~<_.' .:.:. L _:',. .... .;,.• ": 


obtained from a private' hail/t'ire' irisuranc~ provider'~' . upon' 

written notice of such election to the company issuing the' 

.. policy providing . cover:age under thi.sAct. and submission of 

evidence of substitute coverage on the commodity insured, 

the producer's premium shall be reduced by an amount 

deternlined by the Corporation to be actuarially appropriate, 

takin9 into account the actuarial value of the remaining 

coverage provided by the Corporation. In. no event shall the 

producer be given credit for an a.mount of premium determined 

to be greater than the actuarial value Of the protection 

againBt losses caused by fire and hail that is included in 

the coverage under this Act for the crop. 

11(7) The Board may enter into agreements with any 

State or agency of a State under which such State or agency 

may pa.y to the approved insurance provider an additional 

premium subsidy to further reduce the portion of the prerniurn 

paid by farmers in such State. 

" (8) The Board may 1imi t or refuse, insuca.nce in any 

county or area, or on any farm, on the basis of the 
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insurance risk involved. 

" (d) ]?remiums. - ­

"(1) The Corporation shall fix adequate premiums for 

all its plans of insurance at such rates as the Board deems 

actuarially sufficient to attain an expected loss ratio of 

not greater than 1.1. 

," (A) ,For,~~,~astro~hic risk protection coverage, the
,', ' 

, : . 

amount of premiUm shali be' sufficient to~over ant'iclp~'~~d 
losses and a reasonable reserve. 

, "(B) Forl~vels of coverage below 65, per centum of the 
, 

xe,corcled 'or appraised average yield and 100 percent of the 

expected market price, or an equivalent coverage, but, 

greatE~r than catastrophic risk protection, the amount of 

premium shall be sufficient to cover anticipated losses, a 
, ' 

reasonable reserve, and an amount for,operating and 


'," ,', "'~¥in:L8'trative expenses, ,.as determined by the £:<:>rporation, 


" "that is less than the amount established for coverage at 65 

p'er centum and 100 percent of the expected market price, or 

gH'equivalent coverage. 

II (C) For levels of coverage of at least 65 per centum 

qt:. the recorded or appraised average 'yield and 100 percent 

of the expected market price, or an equivalent coverage, the 

~Ihbunt of premium shall be sufficient to cover anticipated 

~osseS"a reasonable'reserve, and an amount to pay the 

operating and adrninistrativ('! expenses as determ,ined by the 

Corporation on an industry-wide basis' as a percent of the 
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total·premium. 

"(2) For the purpose of encouraging the broadest 

possible ~articipation, the Corporation shall pay a part of 

the premium equivalent to: 

II (A) for catastrophic risk protection coverage, an 

amount equal to the premium establ~shed in paragraph 

(1) (A) of this section; 


'!(Bl«fqr:,Le'vE:!l~ <'0fcove<ra.ge l?elow 65 <per :centum .of the 

. ..... .',"',. .". . -', . ' 

recorded or appraised average yield and 100 percent of 

the expected market price, or an equivalent coverage, 

but greater than catastrophic risk protection, the 

am~unt of premium established for catastrophic risk 

protection coverage, a reasonable reserve, plus the 

amount of operating and administrative expenses 

established. in paragraph (1) (B) of this section. 

"(C) for levels of coverage at or greater than 65 

percent of ~he recorded and appraised Yleld and 100 

percent of the expected market price, or an equivalent 

coverage, <on an individual or area basis, an amount 

equal to the premium established for 50 per centum loss 

in yield indemnified at 75 percent of the expected 

market price, a reasonable reserve, plus' the amount of 

operating and administrative expenses established in 

parag:caph (1) (C) of thiE3 sect ion .. 

<"(3) . <rf<a private insurarlce dcterminescha.t 

may provide insurance more effi ently than the e 

http:0fcove<ra.ge
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reimbursement amount set by the Corporation, the private 

insurance provider, if approved by the Board, may reduce the 

premium charged the insured by the amount of such 

efficiency. Any such reductions shall be subject to the 

rules, limitations, and procedures established by the 

Corporation . 

. n (e) 
~. .... '. . .' .' ,"' .. ~ " -' .; . ::' : 

'roparticipate in catastrophic risk protection Coverage 

under this Actj producers may make application at the local ­

. United States Department of Agriculture officeorto.?ln 

approved private crop insurance provider. For all 

coverages, producers shall be required to: 

"(1) purchase crop insurance on or before the sales 

clos:mg date for the crop by providing ·the required 

information and executing the required documents. Such 

sales closing date shall be establisll.ed by the Corporation 

to m3.ximize convenience to producers in obtaining benefits 

under price and production adjustment programs of the 

Department whenever feasible; however, the Corporation will 

establish all sales ·closing dates to assure that the goal of 

actuarial soundness for the crop insurance program is met; 

"(2) provide records, acceptable to the Corporation, 

of previous acreage and productio~ or accept a Cdrporat 

determined yield; and 

"(3) report acreage pla~ted and prevented from 

planting by the designated acreage reporting date for that 

http:establisll.ed
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crop and location as established by the Corporation. 

"(f) Yield determinations.-­

"(1) In general.-­

The Corporation shall implement crop insurance 

undet'lN'riting rules that ensure that yield coverage, as 

specified in subsection (f) (2) of this section, is provided 

tOp.:ll p~oducers Qa,rticii>ating in the ,Federal crop insurance 
. . . '.. . ..~ '.' . .' .. ". - ~.". , ," . , -- .. . ..; .:.... 

program. 

"(2) Yield coverage plans.-­

"(A) Actual prOduction hist0t:Y.-­

"(i) This plan uses the producer's actual 

production history for the 4 previous consecutive crop 

years without penalty, 'up to a production database of 

10 consecutive years, subject to paragraph (ii), to 

'determine yield coverage. 

"(if) If t:he pr.oducer does not submit adequate 

documentation of history for a crop, the producer shall 

be assigned, as the producer's farm program yield, not 

less than 65 percent of the transitional yield of the 

producer (adjusted to reflect actual production 

reflected i~ the records acceptabl~ to the Corporation 

for continuous years), as specified in reg~lations 

,J.fWU(::d"'' DY Corporation based on 'production history 

requirements, 

"(8) Area yield.-­

The Corporation may offer a crop insurance plan 



13 

ba.sed on an area yield that allows an insured producer 

to qualify for an indemnity if a loss has occurred in 

. an area, as specified by the Corporation, in which the 

farm of the producer is located. Under an area yield 

plan, an insured producer shall be allowed to select 

the level of area production at which an.indemnity will 

:bepaid consistent; with the terms arid ~onditions 
:..... :f" .-.:;. .. ',,:'. : •••. _ •.:, :_' • ".:.:.f.. . ",< 

'establi'sh~d by the corporation: 


"(C) Comrnodity-by-eommodity basis.- ­

'Aprodueer~y choose between either individual 

yield or area yield coverage, where available, on a 

c:ommodity-by-eommodity basis. 

"(D) Notiee.- ­

The Corporation shall ensure that, whenever the 
. . . 

yield coverage provisions of this section are' 

effective, producers ax'e given adequate notice of such 

provisions in advance of the crop insurance application 

. period for the crops to which such provisions first 

IN'ill apply. II ; 

(5) in subsection (g) (as redesignated) 

(A) in paragraph (1), by striking n (a)" and 

inserting "(e)"; 

(B) by striking paragraph (2)~nd inserting the 

fol1owi~g .new paragraph: 

II (2 ) Preparation of polici~s. - -A policy or otllEn:: mater 

submitted to the Board under this subsection may be prepared 
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without regard to the limitations contained in this title, 

including. the requirements concerning the levels of coverage and 

rates and the requirement that a price level ~or each commodity 

insured mus~t equal the projected market price: for the commodity 

as establii~hed by the Board. Such policy may. only be subsidized 

at an amount equivalent to coverage which is 'authorized under 

. tilistitIe.. It. ; 
- ,'.' .~ . 

• > - : : ". " 

. . 

(C) in paragraph (3) 

(i) by striking Ittaking into consideration 

tl1e·risks.coveredby the policy or other 

.' material" i 

. (ii) by inserting after "more than one 

reinsurance agreement" the words·"with the private 

insurance provider"; and 

(iii) by inserting after IlTitle 5" the words 

. ... ,'. - ~ . 
~ '" .. "of the United States Code!',; 

(D) . by striking paragraph (4)· and inserting the 

following new paragraph: 

'ij)( 4) Required publication. - -Any policies, provisions of 

policies, and rates approved under this subsection shall be 

publis..h.ed as a notice in the Federal Register and made available 

to all pE!rSOns contracting· with or reinsured by the Corporation 
~< '{.

uncler,.,-the sa.me U::!nns' and conditions as between the Corporation' 

and the submitting person."; 

(6) by striking subsection (i) (as redes'ignated) and 

inserting the following new subsection: 

", .:. 
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. "(i) Claims for losses.--The Corporation.may provide for 

adjustment and payment of claims for losses as provided under 

subsecti.on (a) of this section under rules prescribed by the 

Board. The rules prescribed by the Board shall establish 

standards tel ensure that all claims for losses are adjusted, to 

the extent practicable, in a uniform and timely manner. In the 

an action on such claim may be .brought against the Corporation 

and the insurance provider in the United States District Court 

for t.he dist:rictin which the insuredfartn is located: . Provided; 

That no suit: on such claim may be allowed under this section 

uhless it shall have been brought within one year after the date 

when written notice of denial of the claim is provided to the 

claimant."; 

(~) by striking subsection (j) (as redesign~ted) and 

inserting the following new subsection: 

lI(j) Reinsurance.--Notwithstandingany other provision of 

. this title, . the Corporation is directed, to the maximum extent 

practicable, to provide reinsurance upon such 'terms and 

conditions as the Board may determine to be consistent with 

subsections (b) and (c) of this section and sound reinsurance 

principles to insurers, as defined by the Corporation, that 

producers of any agricultural commodi.ty under a j.} o:c 


p).ans as;ceptC;ible to the Corporation. 'l'h0: Co:cpor-ation 's 


reinsurance agreements with the reinsured companies 
 1 

the reinsured companies to bear a sufficient share oE any 

http:commodi.ty
http:subsecti.on
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potential loss under such agreement.so as to ensure that the 

reinsured company will sell and service policies of insurance in 

a sound and prudent manner, taking into consideration the 

availability of private reinsurance."; 

(8) in subsection (k) (as redesignated), by striking 

"provide" after "The Corporation may" and·inserting "offer 

plans of"; . 
. '_'.' .' t,' 


'- •. - • • "... '. f !c 


(9) by striking sUbsection (n)(as redesignated) ·anCi· 

inserting the following new subsection: 

" (n) .Information collection on crop insurance. - - The 

Corporation shall make available to producers through local 

offices of the Department of Agriculture-­

"(1) current and complete information on all aspecl:s of 

Federal 6rop insurance; and 

11(2) a listing of insurance agents.". 

(e} SE~ction SOBA of Title V of the ASITicultural Adjustment 

Act of 1938 (7 U.S.C. § 1508A) is repealed. 

(f) SE~ction 511 of Title V of the Agricultural Adjustment 

Act of 19313 (7 U.S.C. § 1511) is amended by inserting "its 

contracts of insurance and premium thereon, whether insured 

directly o:r reinsured by the Corporation, n after "The 

Corporation, including". 

(g} Tit.1e V of the Agricultural Adjustment Act of 1938 is 


ar.nended by striking section 516 aDd ins(~rting' the followin.q nel,'! 


section: 


"Sec. 516. Authortzation of appropriations 

http:agreement.so
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n(a) Appropriations.-­

nTherEl are hereby authorized to be appropriated such sums as 

may bE~ necessary, including funds collected as 
, 

administrative fees, to cover the administrative and 

operating expenses of the Corporation. 

n(b} ;rnsurance fund.-­

nrherI3shallpeest:;a.blished an. insuranc~ fund for depos~t of 
" r • ~ '. ., :'; ~ 	 ,_ , 

premium income, income fromreinsurance6perati~hs, ·a~d 

appropriations provided by this Act. The Corporation will 

.. 	 pay amounts due under its reinsurance agreements. with 

private insurance providers, including premium subsidies, 

from the fund.". 

(h) Title V of the Agricultural Adjustment Act of 1938 is 

amended by striking section 520. and inserting the following new 
I 
.1 

section: 

IIExcept as otherwise provided in this title, no producer shall be 

denied insurance under this title if: 

n(a} for purposes of catastrophic risk protection coverage, 

the p~oducer meets the definition of person, as defined by the 

Secretary; and 

U(b) for purposes of any other plan of insurance, the 

pcoducer is eiqhteE::n yeaTs of age and has a bona fide inDurable 

interest in a crop as an owner- operator, landlord, tena.nt, OJ::' 

sharecropper.". 

SECTION 3, ADVISORY COMMI'rrEE. 
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Title V of the Agricultural Adjustment Act of 1938 is 

amended by adding the following new section: 

"Section 521. Advisory Committee for Federal Crop Insurance 

"(a) E§tablishment.-- ~he Secretary may ~stablish within the 

Department of Agriculture a committee to'be known as the 

Advisory Committee for Federal Crop Insurance which shall 

.' ,remain :in.,existellce. until. September 30, 19Qa. 
';: .~.~ .• :.~ .~-.~' ,,*. ': .. " ••. .,..•.. ~ .. ~ ... ;~ .•. ,:..•...: .. "'->'.-".,. · .... ;f 

"(b) Membership.-- The Advisory Committee shall be composed 

of the Manager of the Corporation, the Secretary or his 
. . . 

desigrtee~ and not less,thart 10 representatives of 

organi.zations or agencies involved with the Federal crop 

insurance program, which may include the following: 

insurance companies; insurance agents; farm producer 

organizations; experts on agronomic practices; and banking 

and lending institutions. 

"(c) ~dministrative provisions.-­

n (1) Terms.-- Members of the Advisory Committee shall 

be appointed by the Secretary for a term of up to two years . 

from nominations made by the participatipg organizations. 

The terms of the members shall be staggered. 

"(2) Chairperson.-- The Advisory Committee shall be 

chair.:=d by the Manager of the Cor[)Qrat i~n. 

"(3) Meetings.-- The Advisory Committee shall meet at 

.leastannually. The meetings of the Advisory Committee 
i 

shall. be publicly announced in advance and shall be open to 

. the public. Appropriate records of the 'activities of the· 
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Advisory Committee shall be kept and mad~ available to the 

public: on request. 

"(d) l>rimary responsibility. - - The primary responsibility of 

the Advisory Comrnittee shall be to advise the Secretary on 

the implementation of this Act and on other issues related 

to crop insurance, as determined by the Manager. 

,," (e) ,Jte,gortf;! ~ -- ~ot ,later t.~Cln June ~~~"Of ea:h y:~r, the 
. ~ -- .. ~ . . ~ .. - ~ . 

Ad~isory Committee "shall prepare, and submit.: to the 
' ­

Secret.ary, a report specifying its conclusions on-­

WI (1) the progress toward impletnent~tion of the 

,p;rovi!3ions of this Act i 

"(2) the actuarial soundness of the Federal crop 

insurance program; and 

"(3) the rate of participation in both the catastrophic 

and the additional coverage programs.". 

:/"":~ sEc"ra:bN('4 0" 'NONINS'URED ASSIS'rANCE. •. ".! . 
,. .,:,' . 

Title V of the Agricultural Adjustment Act of 1938 is 

amended by adding the following new section: 

"Section 522. Noninsured assistance program.-­

"~,(a) Eligibility.­

"(1) A noninsured assistance program is established to 

,;provide coverage equivalent to the catastrophic risk 

.protec~ion insurance for crops for which catastrophic risk 

protection insurance is not available. Crops covered 

include all cOl'nmercial crops and commodities for which 
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catastrophic risk protection coverage is not available and 

which are produced for food or fiber on a commercial basis 

but shall not include livestock. .Noninsured assistance 

shall not cover losses due to: (i) the neglect or 

malfeasance of the produceri (ii) the failure of the 

producer to reseed to the same crop in those areas and under 

<.'. __ !3.~~h":~:i"~C.yn:s.\~z:c.e"s.:~h,~7~; ~ t. i~. cu~t"omary •. to so. reseed i or 

(iii) the failure of the producer to follow good farming 

practices, as determined by the Corporation. 

11(2) producers shall make a . timely application for 

noninEHlred assistance at the United States Department of 

Agriculture office. 

"(3) Producers shall provide records, acceptable to 

the Corporation, of previous crop acreage and production or 

the p:roducers shall accept a yield as determined by the 

Corporafion. 

"(4) Producers shall report acreage planted and 

prevented from being planted by the designated acreage 

reporting date for that crop and location as established by 

the Corporation. 

n(s} Producers of non-program crops shall not be 

eligible for noninsured assistance unless the area, as 

determined by the Corporation, aVE: rag <.0; yield, 0[" an 

". 	 ~qui:valent measure. in the event y:LeJ.d di~ta are· noL 


available, for that crop falls below 65 percent of the 


expected area yield as established by CorpC)l-a t i on . 
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11(6) The Corporation shall make a prevented planting 

noninsured assistance payment if the producer is prevented 

from planting more than 35 percent of the acreage intended 
, 

for the crop betause of drought, flood, .or other natural 

disaster as determined by the Secretary. 

"(7) If, because of drought, flood, or other natural 

disaster as determined by the Secretary, the total quantity 

. 
., 
- . 

bI-_theCr6p. tha.t'Cl.pr6ducerIs al:;>le co ~harvest -on any farm 

is less than 50 percent of the expected area yield for the 

crop, as determined by the Corporation,factored for the 

producer's interest .fo~ the crop, the Corporation shall make 

a reduced yield noninsured assistance payment. 

11(8) A person who has qualifying .gross revenues in 

excess of $2, 000, 000 annually., as determined by the 

Secretary, shall not be eligible to receive any noninsured 

assistance payments. For purposes of this section, the term 

'qualifying gross revenues' means-­

II (A) if a majority of the person's gross revenue 

is received from farming, ranching· and forestry 

operations, the gross revenue from the person's 

farming, ranching and forestry operations; and 

" (B) if less than a majority of the person's gross 

revenue is received from farming, ranching and forestry 

operations, the person's gross revenue from all 

sources. 

" (b) Payment rate. -­
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If the producer is eligible for noninsured assistance, 

payments shall be ,made for losses in excess of 50 percent of 

the established yield for the crop at 60.percent of the 

averag,e market price for that crop or any comparable 

coverage as determined by the corporation", 

" (c) Farm yields. -­

. "." {lJ.The Cp:r;pora,tion sha~~ establish noni~s~red 

assistance program farm yields for crops: for the purposes of 

this s.ection. 

n (2),' If the' producer can provide satisfactory, evidence 

'"., .... : 

. : 

of the producer's actual production history for the 4 

previous consecutive crop years, up to a; production data 

base of 10 consecutive crop years, the yield of the farm 

shall be based on such proven yield. 

"(3).' If the producer do'es not' submit adequate 

documentation of, such history for the crop, the producer 

shall be assigned as the producer's farm program yield not 

less than 65 percent of the transitional yield (adjusted to 

reflect actual experience). as specified: in regulations 

issued by the Corporation based on production history 

requirements. 

11 (d) Payment of Losses. - ­

Payments for noninsured assistance losses under.' this 

secticm shall be made. from the. insurance fund and sllall be' 

reimbursed from appropriationspr'ovideci in this Act. Such 

losse:s shall not be included. in calculating the premiums 
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charged to producers for insurance. 

II (e) Payment limitations.-:-. 

"(1) The total amount of payments that a person shall 

be entitled to receive annually under this section may not 

exceed $100,000; and 

11(2) The Corporation shall issue regulations defining 

the term 'person' which shall conform, to the extent 

".. t"" 

" '-, ::;, j:- :-,: _~-prad:>icabie~;:, to ,'th~r~gu,n:lt'ib~S_d~firiiIig ':p~rs-on"; f$sued " 

under section 1001 of the Food Security Act of 1985 (7 

U.S;C. § 1308) .". 

SECTION S. CONFORMING AMENDMENTS. 

(a) The Agricultural Act of 1949 is amended effective on 

the date of enactment of this Act­

(1) in section 101B (7 U.S.C. § 1441-2) -­

, (i) by striking subsection (c) (1) (F); and 

(ii) in subsection- (c) by striking para_graph (2) and 

inserting in lieu thereof the following: 

"(2) Crop Insurance Reguirement.-- As a tondition of 

receiving any benefits (including payments) under this section, 

the producer must, if offered by the Federal Crop Insurance 

Corporation, obtain at least the catastrophic,risk protection 

insurance coverage for the crop and crop year,in which the 

benefit is sought. "; 

(2) in sE';ction 103 (tl) (7 U.S.C § 1444) by addinq elLI 

the~endthe following 'new paragraph: 

II (17) As a condition of receiving any benefits (including 
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payments) under this section, the producer must, if offered by 

tt~e Federal Crop Insurance Corporation, obtain at least the 

catastrophic risk protection insurance coverage for the crop and' 

crop year.in which the benefit is sought.lI; 

(3) in section 103B (7 U~S.C. § 1444-2)-­

(i) by striking subsection (c) (1) (F) iand 

(ij,) i,n sub~ection (c) by striking paragraph (2) and 
,.' '. . .::. -. ' . .~ . ., . ~ :.'<. ~:- _ .' . : .~ :.. -. ~'I ., ." . ,.) , 

inserting in lieu thereof the following: 

11(2) Crop Insurance Requirement.-- As a condition of 

.receiving a.ny benefits (includirtgpayments)· under this section, 

the pI;'oduc~r 'must /':'·if offered by the Federal Crop Insurance .. . 	 . .~ 

Corporation, obtain at least .the catastrophic: risk protection 

insurance c!overage for the crop and crop year' in which the, . 

benefit is sought.lI; 

(4) in section 105B (7 U.S.C. § 1444f)-~ 
I . . 

) ..by str~kin'9: subsection (c) (1) :(G,) ;i·and.".i 

(ii) insubsection (c) by striking paragraph (2) and 

.ihserting 	in lieu thereof the following: 

ti\\'(2) ~:rop Insurance Requirement.- - As a condition of 
. 	 , 

receiving any benefits (including payments) under this section, 

the pr.Qduc~=r must, if. offered by the Federal Crop Insurance 

Corporation, obtain at least the catastrophic risk protection 

insu~~b.ce coverage' for thE~ crop and crop year in which tb.e 

(5) in section 1078 (7 U.S.C. § 1444b 3a)-­

(i) by striking subsection (c) (l) (G); and 

http:insu~~b.ce
http:sought.lI
http:sought.lI
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(ii) in subse~tion (c) by striking paragraph (2) and 

inserting in lieu thereof the following: 

"(2) Crop Insurance Reguirement.-- As a condition of 

receiving a.ny benefits (including payments) under this section, 

the producer must, if offered by the Federal Crop Insurance 

Corporation, obtain at least the catastrophic risk protection 

. ins.urance coverage for the crop. and crop year in which the.,' ".... .;,:;:-. :~."' ~:-"""'~~""- ..":" ...: -:i":: ~ ~ ~ .:,,~.> ~. -:",1:': '-,' 

benefit is sought."; 

(6) in section 108B (7 U.S.C. § 1445c-3), by adding at 

theeIlclthe followingnewsupsection: 

"(i) ~~rop Insurance Reguirement.-- As a condition of 

receiving any benefits (including payments) under this section, 

the producE:r must, if offered by the Federal Crop Insurance 

Corporation, obtain at least the catastrophic risk protection 

insurance i:overagefor the crop and crop year in which the 

t>.enefit is sought. n'i 

(7) in section 205 (7 U.S.C. § 1446f), by adding at the 

end the following new subsection: 

"(0) .crop Insurance Requirement.-- As a condition of. 

receiving any benefits (including payments) under this section, 

the producer must, if offered by the Federal Crop Insurance 

Corporation; obtain at least the catastrophic risk protection 

insurance coverage for the crop and crop year in which tl:1C 

be~efi~ is sought."; 

(8) in section 206 (7 U.S.C. § 14469), by addingl:.hc 

end the following new subsection: 

http:addingl:.hc
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. e " 

"(k) Crop Insurance Requirement.--As a condition of 

receiving clny benefits under this section, the producer must, if 

offered by the Federal Crop Insurance Corporation, obtain at 

least the catastrophic risk protection insurance coverage for the 

crop and crop year in which the benefit is sought."; 

(9) in section 2·07 (7 U.S.C. § 1446h), by adding at the 

... end the. following new subsection: 
.,; :. '. • • ',' • ." • r " • • • '..' ::.... ~ • ' .. ',' C.'

'. 

n (k). f:rop Insurance Reguirement. - - Asa condition ot' 

receiving any benefits (including payments) under this section, 

theproducE:r must; if offered by the Federal :Crop Insuran.ce. 

Corporation, obtain at least the catastrophic risk protection 

insurance coverage for the crop and crop year. in which the 

benefit is sought."; and 

(10) by repealing section 208 (7 U.S.C. § 1446i). 

(b) The Food, Agriculture, ConserVation, and Trade Act of 

1990 is amended by striking Chapters 1, 2, an.d3 of Subtitle B of 
, 

Title XXII effective on the date of enactment of this Act . 

. (c) Section 251(b) (2) (D) of the Balanced Budget and 

Emergency Deficit Control Act of i985 (2 U.S.'C. § 901 (b) (2) (D) ) , 

is amended effective on the date of enactment of this Act by 

striking subparagraph (i) and inserting the following new 

subparagraph: 

"(i) If, for any fiscal year, appropriations for 

discre~ionary accounts are enacted that the President des les 

as emergency requirements and that Congress so desi~Jnates in 

statute, the adjustments shall be the total df such 

http:Insuran.ce
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.. 


appropriati.ons in discretionary accounts designated as emergency 
" " 

r~quirement.s and the outlays flowing in all years from such a 

appropriati.ons: Provided, That this provision shall not apply to 

appropriations to cover agricultural crop disaster assistance.". 

SBCTION 6., BFFECTIVE DATB. 

For the purposes of Sections 2, 3, and 4, these amendments 

take effect. beginning with the crop year immediately following 
- "'. ";

the -date of enactment of ""this Act. " " ­



M[ajor Points of the Blueprint for Financial Soundness 

The Blueprint for Fmancial Soundness is a structured, comprehensive plan to achieve' 
a long-term pro.jected loss ratio of 1.1 by October 1995, as directed by the Omnibus Budget 
Reconciliation Act (OBRA) of 1993. FCIC is committed to achieving this goal because it is 
good public policy. A financially' sound program is essential to f!1aintaining public 
confidence in crop insurance. Sound management to achieve the 'goal will. promote the long­
term stability of the program and help maintain the financial stability of American 
Agriculture. The 1.1 loss-ratio goal recognizes that crop insurance differs from commercial 
insurance because it also serves social goals, not solely the business objective of maximizing 
profit. . 

The major initiatives outlined in the Blueprint are to: 

, . , .': .A.:".0 IleveloifMore. A£'curate ,:InSurance YieldS:· .. . "r 
, 	 ".... . . . . . . . 

B. 	 Develol) a, Catastrophic Yield Adjustment 

C. 	 Implenlent the Group Risk Pl~n (GRP) 

D. 	 Implement a Data Base of Taxpayer Identification Numbers 

E. 	 Expand the Non·standard Classification System (NCS) .. 

F. 	 Institute Premium Rate Adiustments 

G. . Improve Underwritin& of Crop Insurance Contracts 

H. .Emphasize Program Compliance 


.I.' Assure: that Adequate Risk is Borne by the Commercial Insurance Industry 


J. 	 Improve Loss Adjustment 

K. 	 Improve Marketin& 

L. 	 Expand Part.icipation by Introducing New Products 

M. 	 Improve Accuracy of Other Pro&ram Variables: Unit division, Program dates, 
Staged guarantees, De minim us yields, Suspensions'and debarment, Price 
elections . 

. An in-depth discussion of each of these points, is contained in the Blueprint fm' 
Financ~an Soundness (available fromVSDA/FCIC). 



BLUEPRINT FOR FINANCIAL SOUNDNESS 

SCOPE AND PURPOSE 

The Omnibus Budget Reconciliation Act of 1993 (OBRA 93) contains provisions concerning 
. the Federal crop insurance program. These provisions direct the Federal Crop Insurance 
Corporation (FeIC) to take steps necessary to improve actuarial soundness of the Federal 
crop insurance program and to achieve, by the fiscal year beginning October 1, 1995, a 
projected overall loss ratio not to exceed 1.lO (llO percent) (section 1501 (a». 

Projected loss ratio (dollar amount of losses paid as a percent of the total premiums. 
collected) is intended to be a performance standard, not an absolute ceiling for the operations 
of any particular crop year. Congress recognizes that adverse weather conditions (such as 
extreme drought or flood) will influence the financial results of each year's operations; 

.howeyer, 	wh,en good and poo~ years are,averaged o~er a long period pf titne {~uch as ~O to. ; 
:.." .:' Joo years),·:theexpectationmusLbe.that ;thc·progmm:will ~oP.erate:Witf{ an:a:verage . loss·ratiQ·' . 

of 1.10 or less. A period of time at least this long is needed to observe a range of 
production conditions that are likely to be encountered by farmers. Short time periods, such, . 
as 5 to lO years, may encompass several favorable or unfavorable years, the frequency of 
which isatypical of the longer.term.· Th~s is a primary reason that the risks covered by.the 
Federal crop insurance program cannot be financed. in a commer~ial insurance environment. 

OBRA 93 directed FCIC to take the following actions to achiev~ this required improvement 
in the loss ratio: 	 ... 

• 	 Institute rules for producers to demonstrate actual production histories in establishing 
yields for Federal crop insurance coverage that better reflect the associated actuarial risks. 

(I. Establjs,h in appropriate counties an optional "area yield" or "group risk" plan that allows 
. .. 	 .. :.' . "'producehi to qualify for an inderi{nity if a loss occurs in a specified area in which the . 

pr()du.c,er's farm is located. 

• 	 Create a nationwide database to track producer participation using social security account 
and elTlployer identification numbers. Such a tracking system would facilitate better 
produdtion documentation, high-risk producer identification, and assessment of insurance 
providers' performance . 

., 	 Take other measures authorized by law to improve the actuarial soundness of the Federal 
crop instiianc,e program while maintaining fair and effective coverage for producers. 

FCIC is c.ommitted to achieving these actions because it is good public policy. A financially 
sound pr:6gr~\lTl is essential tornaintaining public confidence in crop insurance. Sound . 
management to achieve these actions will promote long-term stability of the program and 



facilitate the overall economic stability of the United States agricultural sector. Crop 
insurance differs from commercial insurance because it serves social goals, not solely the 
business objective of maximizing profit. A stable crop insurance system never developed in 
the private sector without government support because of the unique and widespread risks 
inherent in farming. . 

Section 1501 (c) (2) further directed the Department to issue for public comment a 
comprehensive plan or "blueprint" that identifies, among other things: 

• 	 Steps FCIC intends to take to achieve a projected overall loss ratio of no greater than 
1.10 on :and after October 1, 1995. 

• 	 Additional steps if further action is required, based upon 3,ctualprogram experience or 
unforeseen external circumstances . 

. ' : .',< ;,,' MOdiflc<ltiolis ·'to' be tonsidered,' i:rinl~ial :'actioris to~ impr()vl~acttiarialsdundness \Vork . 
better than anticipated. 

• 	 Projections, assumptions, and analyses which underlie the FCICconclusions that the 
above a(:tions, will achieve the ,required loss ratio within the stated deadline while 
maintaining fairness and effective coverage to agricultural producers, and which 
thereby demonstrate FCIC's compliance with the performance standard identified in 
section 1501 (a). 

This document proposes a draft comprehensive Blueprint for Financial Soundness, as 
required by ORRA 93 for discussion and public comment. The plan has been developed with 
the guidance of various persons involved with crop insurance (producers, insurers, agents, 
academics, and others). The plan will be modified periodically to incorporate resulting 

. analyses of program performance and the recommendations of in:terested parties as required 
by OBRA 93. 

Actions identifted herein result from internal analysis by FCIC and information previously 
provided to FCrC by numerous interested parties. These include the Commission for the 
Improvement of Crop Insurance (a Congressionally established work group in 1989 and 
1990), various crop insurance industry organizations, members of Congress, agricultural 
producers, crop insurance agents and insurance companies, the General Accounting Office, 
and others. Information was n.ot solicited specifically for this draft but was compiled from 
previous recommendations. Not all of the specific recommendations made by any or all of 
these groups are included herein. This document establishes initiatives to achieve the above 
actions. 

'\ 

Estimates of the financial irnpact of an ac:tj,on, based on available data and professional 
judgment, are provided whenever possibl.e" Readers should rec(ignizc that these; estimates arc 
Ouid due to the nature of the data and the ever-changing prog~am. !n particular, sjnc(~ 
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does not have a single aggregate mathematical or statistical model that describes its 
programs, estimates of financial impact are based on partial analysis which considers the 
effect of one particular action in the absence of any other action or initiative. Also, the exact 
steps to be taken under this Blueprint depend in part upon the public comment and 
recommendations received before investing resources in detailed studies of potential impacts .. 
Readers are encouraged to provide information, rationale, and where possible, estimates of 
costs or potential savings. 

In some cases the financial impact of an action may not be quantified. This does not mean 
the action is not important or that it cannot contribute to achievement of .the goal. For 
example, enhanced management reporting systems do not produce a measurable financial 
impact. However, such systems can enhance FCIC's ability. to estimate the potential impacts 
of program changes and assure that ongoing management decisions recognize the impact of 
the decision on future actions. 

This dotl1m~nt i~ divided into foJnriaih:· sdctic;ns;whiCti destribe:' (1 ) crop Insurance:- . 
program to provide context and background; (2) actions FCIC proposes as part of this plan to 
achieve the target loss ratio; (3) additional actions that FCIC may take if those described in 
Section II are, not effective or that cannot be implemented due to unforeseen circumstances; 
and (4) changes FCrc::: will consider once the projected loss ratio achieves· the targ~ted level 
of 1.10. . . 

1. BACKGROUND OF THE CROP INSURANCE PROGRAM 

A. Overview of ProKram Operations 

Crop insurance is delivered primarily by commercial insurance companies that have 
entered into. a cooperative financial arrangement (the Standard Reinsurance Agreement 
[SRA]) with FCIC. Under this arrangement, the company agrees to deliver an FeIe 
designe{\ and priced product to eligible buyers. The company is responsible for all 
aspects of customer service, and guarantees payment of the insured person's share of 
the premium to FCrC. In return, FCIC reimburses the company for administrative 
expens'~s and requires the company (on a state basis) to share in insurance experience 
whether favorable or unfavorable. FCIC also provides stop loss reinsurance that 
limits the maXimum loss the company can sustain. 

A small and decreasing portion of the total sales is managed directly by FelC through 
sales and service contractors. These contractors agree tq sell an FCIC designed and 
priced product and to perform certain servicing functions related to the sale (such as 
determining the average yields). FClC reimburses the c~ntractor for administrative 
expenses associated with selling and servicing the product; however, FOe i direcny 
responsible for premium collection, loss adjustment. and [niym.cnt of losses, 
latter functions are the responsibility of reinsured company under thatdel.ivc.ry 
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system. FCIC intends to eliminate direct Sales after the 1994 crop year because this 

system now delivers less than 10 percent of the total business, and maintaining a 

nati~nwide capability for delivery at an acceptable cost is difficult. 


The crop insurance plan for most crops indemnifies insured persons for losses in yield 
, exceeding a predetermined threshold amount. To establish this. threshold an average 
yield is determined based on the individual's production history. The first portion of 
.the loss (deductible of the insurance), equal to 25, 35, 50, or 65 percent of the 
average yield, must be sustained by the insured person. These are the choices of 
deductibles now offered by FCIC, and typically are described by the maximum loss in 
yield covered by the insurance; e.g., 75 percent coverage; 65 percent, etc. The 50 
and 75 percent coverage levels are required by the Act to be available to all persons. 
The levd of coverage is chosen by the insured individual. 

_ The illsuredperson also Il1,ust choos(! a price .at which the Xield is val4ed fpr the . 
• ; purpOses 'of computing: the amount of premium andariy applicable <arriountof loss; this­

variable is called the price election. FCIC must offer a price election that is not less 
than the anticipated market' price at time of harvest. This' determination is made well 
before the possibility of loss is known during the crop year .. Otherwise, insured 
persons would choose low price elections if no loss is sus~ned (minimizes premium 
payments) the highest possible price election if a loss occurs (maximizes indemnities). 

FCIC establishes premium rates for the various coverage levels, yields, crop types 
and farrning practices (e.g., irrigated) for each county. All planted acres of the crop 
are cov(~red by the insurance policy unless for some reason'the acreage is uninsurable. 
The premium owed by the insured person is determined by multiplying the average 

, yield per acre by the coverage level, multiplied by the number of acres planted, the 
price election, and the premium rate. For example, if the average yield is 100 
bushels per acre, the coverage level is 65 percent, planted acres are 50, the price 
election is $2.25, and the premium rate is 5.2 percent, the premium is equal 'to 100 x 
0.65 x 50 x $2.25 x 0.052, or $380.25. The potential indemnity in the event of a 
total los.s is $7,312.50 (determined by multiplying the average yield, coverage level, 
planted acres, and price election). 

A portion of the total premium is subsidized to encourage participation in the 
program. The subsidy is 30 percent of the total premium for coverage levels up to 
and inc:uding the 65 percent level. The subsidy for 75 percent level of coverage is 
equal to the dollar amount that would be paid at the 65 percent level of coverage. 
The premium sub~idy for the above example would be $114.08; thus, the insured 
person would pay $266.17. The same $114.08 subsidy would be paid if the insured 
person chose the 75 percent coverage level, 
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In the event of a loss,' the amount of production that was harvested, or that- was 
determihed should have been harvested, is measured by the insurer. An indemnity 
payment is made if the determined production is less than the total guarantee for the 
acreage (yield multiplied by coverage level and acres planted). For example, if the 
insured person harvests 1,000 bushels from 25 acres and does not harvest a potential 
yield of 10 bushels per acre from the remaining 25 acres, the total of the 
production to count is 1,250 bushels (1,000 bushels harvested plus 25 acres multiplied 
by 10 bushels). This is subtracted from the total bl,lshel guarantee for the acreage 
(100 x 0.65 x 50, or 3,250 bushels), resulting in a loss of 2,000 bushels. The 
indemnity is equal to the number of lost bushels multiplied by the price election. For 
this example, the indemnity would be 2,000 bushels x $2'.25, or $4,500. 

Crop insurance does not guarantee revenue. As the above example illustrates, it 
provides an insurance indemnity only if production is less than the established ' 

. . ,. gu~tee.. :t;lo protection is p~ovided i( the market price, is l~ss than the price , 
. , ~ :::' ei~tlon; ~ ",': :,,' . ,'.," 0,' ,,' "', ' 

U. Legislative Uackeround and Issues 

Federal crop insurance was esl4blished as a pilot program, in the 1930' s. Prior to 
1980,(~r()p insurance was available only on major crops in major producing areas. 
The coverage level often was limited to 60 percent or le~s of a long-term average' 
yield for an area. Congress amended the Act in 1980 to expand the scope and 
coverage ·of the program with the intent that it be the sole means of providing public 
disaster assistance to U.S. farmers. Participation in the program increased after the 
1980 amendments, but remains below levels deemed necessary to be regarded as the 
principal vehicle for disaster assistance. Insured acreage peaked at about 40-45 
percent of the total acreage planted to insurable crops in' 1988-89, but more 
commonly has been in the 30-35 percent range. Losses also increased with the 
expansion of the program. The loss ratio has exceeded the break-even amount of 
1.00 in every year since 1980. Cumulative losses forthe years 1980-1992 were 
approximately $2.9 billion, with a cumulative loss ratio of about 1.45 for the 13 
years. 

, Program participation is an issue influencing the Federal crop insurance program. 
Full participation (i.e., 100 percent of eligible acres insl1red) is the measure of 
program success that is accepted (at least implicitly) by some persons. This measure 
may not be the most appropriate. A rational decision to buy insurance of any kind 
must be based on, the magnitude of the financial difficulties that accompany a loss. 
For example, buying collision coverage on a IS-year old automobile makes little 
financial sense. Similarly, buying insurance on a crop that contributes only a small 
portion of the expected income.of the insured person may not make financial sense, 
Full participation in the crop insurance program may not represent an efficient use of 
the taxpayer's resources. However, participation must be high enough to minimize or 
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eliminate perceived needs to legislate disaster assistance funded under dire emergency 
provisions of the Budget Enforcement Act. The level of participation in the crop 
insurance program that maximizes returns to the public is not known, and is an area 
needing further definition. 

Many losses paid in the 1980's and early 1990's were due,to widespread disasters, the 
adverse financial effects of which Congress intended to mitigate under the Act. 
However, continuing loss ratios exceeding 100 percent, enactment of disaster 
assistance in nearly every year since 1988, and lower than desirable participation 
indicate that the public policy goals of the program have not been fully realized. The 
Secretary of Agriculture has proposed a reform of the crop insurance program to: 

• Acbieve actuarial soundness. 

• Increase participation to leyels. thaLrender ,ad hQc disaster. legislation 
.\ ,.' .. 'unJiec~ssaIy.::" '':., ""-..~',: .'~:-:., \ ,:-: -- ,',' ,>,~: 

• Eliminate incentives to enact ad hoc disaster assistance legislation. 
, , ' 

The proposals contairied.in this BI,ueprint focus on these three areas that directly relate 
to the goal of achieving the targeted loss ratio. They are: ,'(1) actuarial matters such 
a~.premiurri rates arid yield guarantees, (2) underwriting matters such as terms and 
conditions of insurance policies, and (3) management issues such as compliance and 
risk-sharing arrangements with commercial insurers. 

II. MANAGEMENT ACTIONS TO ACHIEVE A LOSS RATIO OF 1.10 
.' . . . 

A. . Develop More Accurate Insurance Yields 

,:':<fi1\:f''''' "., , I~:::. . ",'.. •'¥ " 

Tfif<insurance yield may beih'e single most important factor in'determining the 
. suqcess or failure of the crop insurance program. A yield that is too high compared 

to the productive potential of the person or land will increase the number of years that 
a loss is paid. An excessively high yield also increases the amount paid when a loss 
occ~rs. A yield that is too low will not effectively protect farmers from loss and, 
because it is regarded as insufficient, will not induce desired levels of participation. 

From the 1985 through 1993 crop years, insured yields were based on a program 
c~ned the Actual Production History (APH) Plan. The goal of this program was to 
obtain 10 previous yields to establish the insured yield for the next crop year. Proxy 
yields largely based on ASCS farm program payment yields or county averages were 
alIo,wed whenever farmers would not or could not provide 10 years of history. 
Analysi:; by FCIC and others determined the proxy yields were benefiting farmers 
whose yields tended to be lower than average and discouraging farmers whose yields 
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tende4 to be above average. Consequently, a modified APH program that reduced the 
influence of the proxy yields was introduced beginning with the 1994 crop year; thus, 
a "ladder'" was introduced into the proxy yields. Only 65 percent credit is given to 
the proxy yield if no actual yields are reported, 80 percent credit is given if one 
actual yield is reported, 90 percent if two actual yields are reported, and 100 percent 
if three a.ctual yields are reported. The proxy yields are not used after four actual 
yields are available. The insured yield is a simple average of the 4 years of actual 
and modified proxy yields for the first 4 years, and then (after 4 years) is the simple 
average of the actual yields reported. Acquiring 10 years of production history 
remains 1the goal of the program. These revised procedures are the core of the 
initiatives to comply with the mandate of OBRA 93 to institute rules to demonstrate 
actual production histories. . 

The revised rules, are expected to substantially reduce losses of the Federal crop 

. ' 
~ , . ~ in~u.ranc~: program. Analysis performed by FeIC indicat~,s the n~w rules would .' '., . 

:::: " 'reduce" io~'ses bY:' 15 perceilt·fi):r ~OTn; 2ipercerit for soybeans, and t8percenf for "', 
wheat. These analyses were based on simulations of loss histories using the rules for 
the two computational methods--the previous APH and the proposed modified-APH 
plans. The analyses encompassed nine states each for com and soybeans and three 
states for wheat. These states and crops .represented nearly 60 percent of the total 
premiums earned in 1990. The results indicated that the modified-APH rules would 
reduce losses by a weighted average of 19 percent and are believed to be 
representative for most crops. 

The actual loss ratio for the 1990 crop year was 1.23. If the modified APH rules did 
reduce losses by an average of 19 percent, the loss ratio would have been 0.996., 
This would achieve significant compliance with the loss ratio target of 1.10. 

Based onthese results, FCIC implemented modified-APH for the 1994 crop year by:. 

• 	 Prol~blgating regul~tions for the program during calendar year 1994. 

~ 	 Measuring the impact of the modifications upon net program losses by calculating 
insured yields, premiums, and indemnities of policyholders under 1993 and 1994 
rules. 

• 	 Where possible, determining whether the modified APH rules had the 
intended effect of providing a more accurate offer for farmers who 
previously elected not to purchase crop insurance. 

• 	 Determining whether the average number of yields reported for prior years 
has changed the m.odi APH rulc:s cotnparcd v/lth API'I rules for 
1990 through 1993. 
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• 	 Implementing a tracking system to assure that insurance experience remains 

associated with a person in future years (see item D below). 


• 	 Developing reporting processes to assure that the. accuracy of yield 

determinations is continuously monitored and improved. 


• 	 Actions requiring analysis of the effects of the modified APR rules upon the 
accuracy of insured yields cannot be completed until losses from the 1994 crop year 
are processed. For wheat and other fall planted crops, such availability will occur 
by about the fourth calendar quarter of 1994. For spring planted crops, this does 
not occur until about the middle of the· first calendar .quarter of 1995. 

B. 	 Catastrophic Yield Adjustment 

, fCIC recognizes that the average of a series of observations, as short as 4 years is 
... ·.':subjecl toslgilificant varlatibns due: to abnormatly Jarge<or sinall yields dUrin~fthat iime.. , . 

For example, if a major disaster year such as 1993 is included in the 4 years, the 
procedure implicitly states that a similar year will occur once every 4 years. This is not 
likely. Thus, FCIC will examine certain adjustments to the modified-APR rules with a 
goal to assign more appropriate probabilities to the individual observations.. These. 
adjustments commonly are called catastrophic yield a~justments. Rowever, just as the 
yields for 1 year may be abnormally low, they also may be abnormally high. Capping 
the abnormally high years may also be appropriate so that average yields are not 
excessively high due solely to a few observations. 

FCIC will,evaluate alternative methods to recognize catastrophic and unusually gOOd 
crop years, and consider implementing appropriate adjustments to the modified-APR 
plan effective for the 1995 crop year. 

FCIC believes that these actions to implement modific,(/-APH will reduce the average 
loss ratio over time by 10-15 percentage points (e.g., from an average of 1.40 for 
several years to 1.25 to 1.30). This estimate is based on a conservative expectation of 
the actual results of the simulations described above. 

C. 	 Implement Group Risk Plan 

FCIC is implementing a program of insurance that is based on the average yield of an 
. area, not upon individual yield coverage as is offered under the traditional APR 
program. The area coverage is called the Group Risk Plan (GRP) by FCIC. GRP was 
introduced as a pilot program for the 1993 crop year for soybeans in 96 counties.. It was 
expanded for the 1994 crop year to include seven additionat crops encompassing 1,872 
county crop prqgrams (one crop in one county) 111 27 states. Crops now inc]ud,cd 
GRI' are barley (three states), corn (17 states), cotton , for,',ge 
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states), grain sorghum (four states), peanuts (four states), soybeans (24 states), and 
wheat (eight states). 

The GRP is intended to protect the insured person against the financial consequences of 
a disaster that strikes . all or nearly all farmers in an area. It sets an expected county 
yield for eac:h year based on historical yields, adjusted for any trends. Whenever the 
actual county average yield for the year is less than the expected county yield by a 
predetermini!d amount, an indemnity is paid. The principal differences of the GRP 
compared to traditional individual coverage are: 

• 	 Coverage is based on a trend projected yield, which probably will exceed the 

average yield of all farmers insured under individual yield coverage if there 

is a positive trend in yields for the area. 


,.", Higher cove~age leyels (deduct~bles.areas low asl0:perc~nt).at affo~~ablepremium" 
; rates can-be· sold. ": - .' '. --'-; ::_., .,.>-;; 

Thus, in the proper circumstances, GRP will offer risk protection that may be better 
than the indiNidual coverage, and may do so at a lower cost. ; 

GRP has characteristics that make it unsuitable for managing the ~dverse financial 
consequences of crop loss in certain circumstances. A farmer's yield each year must 
change in the same direction and by about the same amount as the county yield if it is to 
be fully effeCtive coverage for the individual. For example, if the county's yield 
decreases by 25 percent from the expected yield for that year, the farmer's yield also 
should decline by about 25 percent from the yield he or she would have expected. In 
financial market terms, the "beta" of the farmer's yieldsand tpe county yields should be 
n~ 1.00 . 

. Adequate data are a limitation to further significant expansion of GRP. The concept as ," _;:; 
. presently developed uses many years (30 or more) of county yields. These data are 
rou~inely available only for counties in which the crop has been grown in commercially 
significant quantities. Weather data and crop growth models may permit expansion into 
counties in which the historical yield data are not available, but research is needed to 
develop and test these approaches. Further, acceptance of GRP by bankers as collateral 
for loans is yet to be determined. 

Significant e:xpansion of GRP is not anticipated until its contributions to agricultural risk 

management can be measured. No estimates of savings can be attributed to GRP . 

because customer acceptance is not known. Customer acceptance of the soybean GRP 

for the 1993 crop year was limited ..Fewer than 500 policies (of nearly 700,000 total for 

the crop insurance program) were sold. Even if the plan improves the actuarial 

soundness of crop insuranc(:~, the present volume of business i.~ not sufficient to 

any noticeable difference in program results. 
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D. Implement Data Base of Taxpayer Identification Numbers 

Amendments to the Federal Crop Insurance Act enacted in 1990 authorize FCIC to 
collect and use social security numbers and employer identification numbers to 
administer its programs. These regulations were appropriately approved and were 
published in the Federal Register in late 1992. OBRA 93 further directed FCIC to 
implement a database of these numbers for certain uses not later than the 1995 crop 
year. , 

FCIC implemented the database described above in January '1994, effective for the 1994 
crop year. This database is used to locate production history that is not reported by a 

'. person, to ,aSSllr~ thatcla~sifications assigned unper ,the nonstandard chlssifica,tion.system 
:' (NCS':: see:paragraph:Ebelow)ai'e ustXt' for both the "indlvldOal-'.vho' ac6uibulated'th~::,' ,; 

adverse history and any person having a significant beneficial interest in a crop produced 
by that person, and for other related purposes. In particular, further efforts win be 
made to accumulate information about persons involved in sales and servicing of crop 
insurance-..:agents, loss adjusters, and other insurance providers--so that their ' 
eontnbuti(ms to achieving the target loss ratio can be measured. ' 

Implementing this database will make both modified-APH and the NCS more effective 
by permitting FCIC and reinsured companies to assure that all appropriate experience 
and premium rating factors are used. Incremental improvement in the loss ratio due to 
modified-APH and NCS is difficult to quantify. The database will enhance those 
programs as well as permit FCIC to systematically m~sure: the performance of 
insurance providers for the first time. 

FCIC will also use the social security numbers and employer identification numbers for 
the implementation of an Ineligible File Tracking System. This system will ,be used to 
restrict (through an automated environment) producers who have been declared ineligible 
to obtain benefits provided by the Federal crop insurance program. The FCIC expects 
to implement the Ineligible File Tracking System beginning with the 1995 fiscal year. 

E. ,Expand the Nonstandard Classification System (NCS) 

FCIC instituted the NCS for the 1990 crop year because evidence indicated that a small 
percentage of insured persons had losses in nearly every year. The losses paid to these 
persons far exceeded paid premiums. For various reasons, the insured yields for these 
individuals exceeded their apparent capabilities, and the premium rates were not 
representative of the risks posed by these persons. ,NCS was intended to reduce the 
insurance guarantee and increase the premium rate for SUChi individuals. Modified-API! 
eliminates the need to reduce insured yields because the insured yield will based 



solely on actual yields when a person is selected for NCS. However, NCS will continue 
to increase the premium rates as appropriate for those individuals who persistently have 
losses. 

The Agricukture, Rural Development, Food and Drug, and Related Agencies 
Appropriation Act for the 1994 fiscal year prohibited FCIC from using any funds 
appropriated to insure crops in certain counties unless an NCS program had been 
implemented in those counties., Counties, were affected if the loss ratio, after applying 
the 1993 premium rates,was greater than 1.10 more than 70 <percent of the years that 
the crop had been insured in that county. Approximately 2,100 county crop programs 
were affected by this provision. ' 

For the 1994 crop year, NCS has been ~xtended to 11 crops encompassing over 90 
percent of the total value of insurance in force. Additionally, all of the county crop 

, programs affected ,by the ~ppropriat~ron~)ang\lag<? have l:!~n inclu9ed under tne}~~·C)~. " 
OVer"25,OOO individuals (about 3.6 percent orall active policies for the 1993"ciop year) 
were included under this program. ,Not all of these persons had been insured during the 
base period. NCS also extends to persons who participated in growing the crop in some 
way but who may not have been insured. These persons also are classified under NCS 
sothattheacreage ,cannot simply be.insured ci.mder a different name to avoid the NCS 
classification. ' , 

In 1993, FCIC commissioned a study of the NCS to determine its effectiveness. A draft 
report of that study indicates that the NCS reduced the loss ratio by 5 to 10 points. This 
report is undergoing final preparation as this Blueprint for Financial SQundness is 
finalized. 

FCIC wHl expand the NCS program for the, 1995 crop year. All eligible crops will be 
included, although greater flexibility in selections may be authorized whenever program 

, . '.' ,:', :tactl?,r~~~,h~t l~ to poor exp,e~enf~ have been identi?ed. '):I~S is not sl1,ityP, to certain 
lnsurcilcrops (e.g., Texas CItruS trees) that are subject to mfrequent losses of great 
severity. The additional savings from NCS are likely to be small in terms of the total 
business because the crops that constitute the majority of premiums and losses already 
are included. 

F. Institute Premium Rate Adjustments 

, I 

Premium rates are essential to the success of the crop insurance program. Rates that are 
too IQw will not produce adequate income and will lead to persistent losses. High rates 
will, paradoxically, likely lead to the same outcome. Excessive premium rates 
discourage participation by a broadly based cross-section of the farming community. 
Jnstead,pcrsons who are most likely to collect indemnities wiU buy, and it is not likely 

, ,that rates can be increased as rapidly as the relative risk of the pool of insured pc;rsons 
increases. 

,-... 
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FCIC has increased premium rates for all crops in a systematic fashion beginning with 
the 1991 crop year .. Rates have increased as much as 70 percent for some crops in some 
counties from the 1991 to the 1994 crop years. Decreases of up to 20 percent have been 
made for some crops in counties with histories of low losses. By an amendment to the 
Act in 1990, Congress limited general premium rate increases to 20 percent annually. 

The above statistics indicate the amounts that FCIC has increased the base premium 
rates. The average premium rate actually earned (actual premium paid divided by actual 
liability) may not have increased by the same magnitude for various reasons. Most 
importantly, insured persons may choose a lower coverage level when the rate increases. 
By doing so, they accept a lesser degree of protection but also pay a lower premium 
rate. 

, .. F~ICpropC)s~s" t() cQntinue; premium rate .in~r~sesas_neededtohe~p achieve, the". 
<, ~'~teqUired loss 'iatib:, ',Tlk: nile-increases' madedliring1991;'1994 have dorie iTiuch·-to ,. 

enhance the actuarial soundness of the program. However, the premium rates for some 
crops and areas of the country remain below the levels needed to achieve the overall 
1. 10 loss ratio target. 

. . 

The impact of premium rate adjustments hasbeen: evaluated by using data for the 20 
years from 1973-.:i992. The effectiveness of the adjustments was measured by applying 
the current 1993 premium rate levels to the historical period from 1973 and all 
subsequent years. The loss ratios were recalculated by using the revised premium 
amounts. 

This method does not include any change in sales that may occur due to a higher or 
lower cost of insurance. It assumes the 20-year base period is adequate to measure 
actuarial performance, an assumption that may not be the most appropriate definition of 
actuarial. .soul1dness.. , Events such as. a 1993 Midwestern flood mayor may not be 
appropriate' 'to include in il-le 20-year base period for a parti.cular area of the country. 

In 1993, St~ven crops (barley, corn, cotton, grain sorghum, oats, soybeans, and wheat) 
constituted 75 percent of total premiums. The loss ratio for· 1980-1992 for these seven 
crops was 1.45, identical to the loss ratio for all insured crops for this same period. 
Thus, changes in premium rates for these crops should be representative of the changes 

. that. have been made for all crops in recent years. The premium rate changes for the 
. seven crops through the 1994 ,crop year are estimated to have been adequate to reduce 

the 1980-199210ss ratio from 1.45 to 1.08. This aggregate result meets the 1.10 
standard required by OBRA 93, but only two of the seven crops individually meet this 
standard. Within each of these crops, many parts of the country will meet the standard 
but others will 110t. Hence, additional. rate changes in 1995 and later years are 
appropriate. 
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III 

FCIC recognizes that premium rate increases are an imp,ortant component of a Viable 
crop insurance program. It is also recognized that increasing premium rates to the levels 

.	suggested by the most recent 20 year experience may not be good public policy. 
Extremely high premium rates will preclude realization of the social benefits and public 
policy goals of the program because participation will be discouraged. If this happens, 
experience indicates that ad hoc disaster assistance will be .enacted. Such assistance is 
less likely to satisfy social objectives with regard to maintaining rural communities and 
adequate supplies of food and fiber because it is uncertain for any particular year or 
region of the country. Thus, a catastrophic adjustment process may be needed to temper 
the influence of a year such as 1993. If the weather of 1993 truly is a 1 in 100 year 
event (or, as some have suggested, a 1 in 500 year event), its influence should be 
tempered in terms of the premium rates charged to insured persons. 

In addition to changing premium rates as needed, FeIC proposes to take a number of 
" 	additional ~:c~jons toenhan~ theacclJra~y a.nd adequacy pf i~actuarial activities~, 'rhese 
.include:' ' , -, " 

o Develop computer software and other tools to enhance the quality. of the data used 
to establish premium rates and perform actuarial analyses (lfSTATPLAN If database, 

. due for completion in October 1994) 

o 	 Plans to contract with a major actuarial consulting firm to review all aspects of 
FCIc:'s actuarial methods (targeted to be let in 1994). 

• 	 Enhance staff skills by additional training in analytical m~thods for existing . 
personnel and more emphasis on recruitment of actuarial trainees (ongoing) for 
appropriate functional units. . 

Continue to contract with external specialists such as the' Economic Research 
Service, land grant universities, the Cooperative Extension Service, and others 
(ongoing).' . 

o 	 Develop models to measure sources of change in premium volumes and track the· 
effects of premium rate changes as isolated from changes induced by factors such as 
price elections, coverage level choices, insured crops, and other factors that are not 
controllable by the rate-making function (development to. begin immediately). 

G. Improve Underwriting of Crop Insurance Contracts 

Underwriting begins by establishing the basic terms and conditions of the coverage. 

These include defining conditions,that result in a covered loss, measuring the amount of 

that loss, and defining the. responsibilities of the insured and insurer. Ondcl'l)/ 

continues with proper classification of an insured risk. For example, planting 

year after crop A was grown on the same acreage may be riskier than if othel" crop," 


. 	 . 
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were grown the previous year. Some land, such as flood plains, is more prone to 
losses.' Quality of management also is important.· A farmer who is organized, plans, 
performs pneventive maintenance on equipment, and performs' field operations in a 
timely manner may minimize losses. 

A comprehensive underwriting system requires effective risk management strategies and 
goals, standards, and documentation. Initiatives to improve underwriting that began in 
the early 1990' s will be continued as part of the strategy detailed in this Blueprint. .The 
follo~ing specific actions will be pursued: 

• 	 Fully automate the actuarial documents to facilitate more, comprehensive 
. underwriting at the point of sale and to verify the classification of risk in an 
automated environment (completed by the 1996 crop year). . 

.. Deveiopstandard~·andcfassificatio~sYste~'S toasseksanrl C1assifYiri~iividual ri~k, ".,' .• 
including completion of research intended to develop a "scoring model" for risk that 
is based on measurable attributes of a person or situation simiiar to a.credit rating 
model.(for implementation by crop year 1996 if this model is feasible). 

• 	 ' Continue to rewrite crop insurance policies' to better describe the' insurance coverage 
and limitations and to reduce vulnerabilities to actuarial soundness that exist due to 
imprecise, unclear, or omitted terms and conditions (ongoing, with major crops 
scheduled for the 1995 crop year). 

• 	 Encourage development of supplemental or alternative insurance coverages 
authorized by section 508(b) of the Act so that coverag~ may be imprOVed with 

.. most of the risk remaining in the commercial sector .. 

Improved underwriting will improve program performancc~However, meaningfl,ll .. 
measures to quantify possible benefits are not readily available, For this reason,FCIC 
cannot attribute a specific dollar amount to the benefits of improved actuarial systems 
and crop insurance policies. 

IL 	 Emphasize Proeram Compliance 

The FCIC Compliance function is designed to confirm that the Federal crop insurance 
program is operated and delivered as intended. Through internal reviews based on 
generally accepted auditing principles, it assures that program controls are in place 
against excess losses due to waste, fraud and abuse. Compliance em:phasis will focus 
on: 

L 	 Program l)e~ivcry. Beginning in 1987, the Compliance st.aff conducted of 
progra.m delivery to assess compliance with regulations,' policy, and proce,durc, 
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That year, according to GAO and OIG audits, errors in claims payment represented ' 
an estimated 15 percent of all losses paid equaling $55 million of taxpayer dollars. 
Since that time, Compliance efforts have reduced these errors to approximately 
5 percent of indemnities but still need continued improvement. Losses due to claim 
payment errors are not included' in underwriting calculations of risk, so this 
reduction in excess losses has a direct and immediate impact of lowering the 
program loss ratio without increasing program cost or premium rates. 

To further reduce claims overpayment the Compliance Staff will review the entire 
operations of each qelivery company in coordinated nationwide reviews. The 
review methodology was recently tevised to reflect generally accepted auditing 
principl.es and statistically projectable sampling techniques. 

Beginning with the 1995 crop year, Compliance requirements will be expanded to 
, defin~ s~itic. quiUity,control.and perfo~m,ance .,00ea~ur('!l11eqtpro~essys for. each; " 

.:' " :deliveiy·company·;· '·PolityseiViCeelTor:nttes.wilIbe monitored. The:Perfi:m'mince " ., 
of each company will then be compared to an established national standard. 

2. 	 Program Perfonnance. Compliance reviews for several years have shown that a 
, proportion of the· excess 1 osse~, are attributable to features in program • construcHon. 
that prc)duce unintended results. The Compliance Staff will conduct program 
performance reviews that assess regulations, policies arid procedures designed to 
prevent waste, fraud, and abuse and that the program, policies, and procedures 
perform as intended. . 

As an example, in 1989 GAO claims that construction of policy language in the 
California Safflower program alone resulted in approximately $20 million in excess 
losses.' It is not possible to determine how much of FClt losses may be attributable 

. to unintended features of program construction. However, recent program 
performance pilot reviews of the peanut program and regional irrigated practices 
resulted in an estimated 4 to 10 percent reduction in losses for those areas that may 
otherwise have gone undetected. 

For the past several years Compliance has conducteq ad hoc program reviews on 
topical issues'. These reviews will be expanded to identify and target reviews for 
crop insurance programs with the greatest potential vulnerability. 

3. 	 Fraud Prevention. The risk of fraud is particularly acute in the insurance industry. 
Es.timates for property~casualty insurance indicate insurance fraud may represent as 
much as 15 percent of all losses paid. Recent efforts at crop insurance fraud 
detection and subsequent prosecution have been increasingly successful. However, 
after-the-fact controls on program abuse· are not fully effective. Compliance will 
work with the delivery compan ies to focus on practical, co~t efficient fraud 
prevention. Compliance operations, program performance, and complaint reviews 
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will ernphasize identifying systemic vulnerabilities and assessing program 
safeguards. . Discrepancies noted in review findings will be evaluated to determine 
the underlying causes. 

Emphilsis also will be placed on measures to control program abuse that include 
strict contract enforcement ahd pro-active policy analyses that identifies potential 
abuse arid targets additional claims review. These measures will be coupled with 
the aggressive implementation of civil sanctions, agent/loss adjuster debarment, and 
designating producer ineligibility in findings related to program abuse. 

I. Assure that Adequate Risk is Borne by the Commercial Insurance Industry 

Amendmeilts to the Act in 1990 directed FCIC to assure that adequate risk is borne by 
the comm(!rcial insurance compani~s reinsured by FCIC, consistent with their ability to 
,be.ar .ri~k "and. tile, ayail<lbil~ty of :co~merGial:reinsurance." For. th~ .,~992, rei,nsurance Year<'., .,. ' .. ' ,., .......... '. '.' ....... ,........ ," .·C.' " .. ' .. " .' ...... ,. ' •• L ' ... ;:: 


;'.' .;. :(al2-monthpenod that began on July 1; 199[:· and ended on June 30,'1992);cFCIC' .": 
substantially modified its Standard Reinsurance Agreement (SRA) with the commercial 
insurers which participate in the program. Both the amount and the probability of losses 
on the part of the commercial insurers were increased in this agreement. Additional 
increment.u changes in the amount of potential gains and losses were made for both the '. 
1993 and 1994SRA's. .'. .. . 

The GAO suggests in a report entitled Crop Insurance Program Has Not Fostered 
Significant Risk Sharing by Insurance Companies (GAO/RCED 92-25, January 13, 

.. 1992) that the changes in the 1992 SRA are notsignificant enough in the area of risk 
bearing by the commercial insurance companies. Still, the 1992 SRA fundamentally 
changed the manner in which gains arid losses are calculated, a subtle but effective' 
measure to increase risk .. .The amount of potential loss increased, but the change in the 
formula increased the chances that the company would lose in years of poor experience. 

;: ~.Asff.:.SBr,rpa~~.~on, the commerciN jl1du~try lost approxiwaJ(cly $8!~ilIjpnjn 1988 when 
;the c'rOI> insurance program sustained a loss ratio of 2.45 primarily due to drought in 
the,Midwest. If that experience is restated to the larger 1993 premium amounts, the loss 
still would have amounted to only about $10-15 million. Results from the 1993 crop 
year are not yet complete, but current· estimates indicate that commercial insurers will 
sus~irllosses of $80-85 million although the loss ratio will.be less than in 1988. The 
difference is caused by the SRA changes. 

Some will argue that industry-wide losses of $80-85 million are not significant 
comp~red to overall program losses that may be near $900 million in 1993. Two factors 
bear on this issue: (1) The ability of the insurance companies to earn reserves under the 
SRA, and (2) The effect of losses upon an insurance comp(.lny's operations in future 
years.: 
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The commercial. industry can bear a greater share of the losses only if there is 
corresponding opportunity to achieve comparable earnings in favorable years. Over the 
long term, the industry must achieve a satisfactory rate of return on invested capital, or 
it would make economic sense for participants to invest in other endeavors. The SRA 
must allow :adequate opportunity to earn this satisfactory rate of return. It also must 
permit accumulation of reserves to pay losses in years that disasters strike. Under the 
present SRA and the conditions of actuarial soundness of the program, there is no 
opportunity to accumulate the reserves needed to bear a large portion of a $900 million 
loss. 

Losses dire(:tly impact the capital structure of the companies. An insurance company 
leverages its capital (the term "surplus" is used by the industry) to support the volume of 
business that it writes. As'a general rule, an insurance company is '. permitted by 
regulators to bear the risk associated with $2 to $3 of premium per $1 of surplus. The 

.' r'!tio of p~.emi:ums t9 surply~ .rnay be .lo",er for psky lJne~ of insura,nce. sucp a& rn~ltiple .. 
'Peril erop'irisiJrance;Thos;' when'ever anins(lnmce' compariy:loses aportionofits' ..... 
capital, its ability to accept premiums in future years is reduced by a greater amount, 
which in tum reduces its ability to earn profits and reserves. These factors must be 
considered when the ability of the industry to bear risk is evaluated, as is mandated by 

.. the Act. 

As appropriate, given the factors discussed above, FCIC will evaluate (1) the need to 
increase risk sharing with .the commercial insurance industry as the program achieves 
greater actuarial soundness, (2) reducing cessions to the assigned risk fund by requiring 
the industry to share in losses for loss ratios that exceed 5.00, (3) changing the stop loss 
provisions of the SRA, and (4) recruiting additional commercial insurers to participate in 
the crop insurance business~ These changes will be made incrementally beginning with 
the 1995 SRA that takes dfect on July 1, 1994. . 

Any actuarial and underwriting system can be affected by errors in adjustment of losses. 
These errors include both overpayment and underpayment of claims. Underpayment 
would not sl~m to be a factor influencing actuarial soundness, but failure to pay a loss 
when due will cause insured persons to question the value of the insurance and 
potentially reduce participation. The insurance experience als'o will not accurately depict 
the nature of the risk insured, leading to inaccuracies in future premium rates: 

Some problems in loss adjustment are directly related to deficiencies in underwriting. 
For example, if the crop insurance policy is not clear on a particular point, the loss 
adjuster may find it necessary to make a determination in favor of the insured person. 
FCIC wilt undertake the following initiatives to assure high. of Joss 
determinations so that ~eslJlLs are fair to insured persons and taxpayers: 
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• 	 Develop uniform loss adjustment standards that clearly specify the requirements for 
accurate determinations. 

• 	 Continue research to improve loss adjustment methods, such as yield appraisal 
methods and techniques for unharvested crops, and measurement techniques for 
stored production. 

• 	 Strengthen the quality adjustment provisions of crop insurance contracts arid develop 
standards to prevent abuse of production determinations when quality losses are 

. claimed. 

The contributions of these factors to achieve the 1.10 target loss ratio will be measured 
by a reduction in improper amounts paid on claims and a reduced error rate. The· 
potential impact of these actions is difficult to quantify since the initiatives to improve 

. underwriting,.alsoaffect thts area~ These a~tions areong9in~. ' Loss adjustme~t; " ., . 
'standards f6rmajor crops and 'changes to thequalityadjUstmenrprovisions'aretargeted', . 
for the 1995 crop year. 

K. 	 Marketine Crop Insurance 
. " . . . . ,'. . .' .' . '" .' .' 

FCIC marketing efforts for 1994 will be directed by a strategic marketing plan based on 
information and data received from market research compiled across the country. The 
plan's main objectives will be to inform members of the farming community about 
changes in the program and to educate farmers about risk management, emphasizing the. 
value of crop insurance to farming operations. 

FCIC will conduct a year-long media campaign targeted at publications and broadcast 
markets with an agricultural audience. 

Also, emphasis on outreach to minority farmers, traditionally under-represented in the 
program, will be coordinated through a Minority Outreach Marketing Plan that 
specifically identifies minority farmers in each Of the 10 FCIC Regional Service Offices. 

L. 	 Expand Participation by Introducine New Products 

Numerous ideas for products that will enhance the quality and acceptance of the crop 
insurance program have been suggested. These include cost of production coverage 
(several different concepts), dollar denominated coverage, revenue insurance, 
replacement cost insurance, and others. FCIC currently has contracts with the Economic 
Research Service to evaluate several alternatives in the context of public policy 
contributions, availability of data to support the concepts, assessments of producer 
acceptance, and other factors. FCIC proposes to continue research and 
comments about additional concepts that ITlay be ap[lropri:-lle, [rnrlerncntation or:; pilot 
test of the best alternatives will be pursued. 
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M. 	Improve Accuracy of Other Program Variables 

This section includes items that impact the program but are not easily categorized under 
a previous heading. These are: 

• 	 Unit division. A unit is a tract of land used to establish the amount of insurance 
and any indemnity. For example, the crop insurance policy defines a unit as all 
land iTi a county that is owned by the farmer or rented for cash and planted to the 
insured crop. This unit may be subdivided under certai~ conditions, including 
payment of additional premium. Generally, insured persons favor a program that 
gives them greater flexibility and freedom for establishing a unit. Some research 
indicates that size of a unit may affect losses, i.e., a unit consisting of 10 acres may 
have a greater loss (in relative terms) than a unit consisting of 100 acres. This 
research', if verified, suggests that a surcharge may be needed for small acreage 
units, r:egarQless of h9w, these are form¢ (by dividing Iwger .units ,or gecause this is 

"'aU''the'land prarited't6:the crop):' FClt' will 'exainine th'e'resea!th and determine if 
this surcharge is appropriate, both actuarially and as a public policy initiative. 
FCIC also will explore the potential to provide greater flexibility of unit 
determinations as a tool to enhance program acceptance by customers. The pricing 
needed to support greater flexibility must be determined before it can be 

'implemented. Implementation of changes will be targeted for the 1996, crop year. 

• 	 Program dates. Program dates include sales closing, acreage reporting, 
canceIiation, and others. Several of these dates may directly affect 'the actuarial 
soundness of the program. For example, neither the farmer nor the insurer should 
be able to predict the potential for loss on the sales closing date. However, a study 
by on(~ university indicates that farmers may achieve better than a 50-50 probability 
of predicting a loss with the current salesdosing date of April 15 in the Midwest. 
Arguments in favor of having a sales closing date as late as possible generally focus 
on the need to maximize sales opportunities; i.e., that interest in ,purchasing,crop , 
insurance is greatest as planting time approaches. In 'a draft report, the GAO has ' 
encouraged FCIC to close sales earlier. FCIC proposes to close sales for the 1995 
crop year by 15-30 days earlier than the present dates. FCIC requests comments 
regarding other actions with regard to program dates that will facilitate achievement 
of the targeted 1.10 loss ratio. 

• 	 Staged guarantees. Staged guarantees reduce the amount of insurance when a . 
crop is lost before harvest. For example, a farmer who, abandons a crop within 30 
days of planting might be paid only 40 percent of the amount of insurance. The 
concept underlying staged guarantees is investment costs; the farmer's investment is 
less than the total needed to produce and harvest the crop. Some believe this 
approach will reduce outlays for indemnities and help achieve actuarial soundness, 

in the long run its effect could be to reduce premium rates fron) 
otherwise needed. The impact of staged guarantees upon cU$tomer acceptance of 
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crop insurance may be the valid measure of this concept. FCIC specifically 
requests comments on this feature and assessments of its: potential contribution to 
achieving the targeted 1.10 loss ratio. 

• 	 De mh'limus yields. ,This term denotes a yield below which any production is 
disregarded for the purpose of determining the, amount of indemnity. The concept 
is advanced by interested parties as an equity issue--that it costs the farmer more to 
harvest the crop than it is worth in the market. If allowed by the program, 
indemnities will increase compared to the present provisions of the crop policies, 
which, in turn, requires higher premium rates to achieve, the goal. Readers are 
encouraged to comment on the desirability of increasing premium rates by an 
amount needed to permit this feature to be included in crop insurance policies. 

.... , ,'. !,' ,S,usp~l1tSi~n., ~nd ,d~barrnent,. JnapRropt:ia.t~ ,det~rm~qati(?ns ,and ~or ;,adfilinistratioll , " , ~ " 
.":.' '.- ,":of the "(~rop insurimce program is' alleged about' agents, 16ss adju'siers; and ()thers' :" r r , 

who are involved with delivery of crop insurance. TheSSN/EIN database is 
intended to help FCIC monitor the conduct of these persons. However, monitoring 
in and of itself is insufficient if there are no penalties for violations of program 
rules. FCICproposes to devt:lqp clear and concise suspension and debarment 
procedures for agents, 'loss adjusters, reinsured companies and others who fail to 
observe: the highest standards of performance in program: delivery and 
administration. 

'. 	 Price 'Elections. The GAO recommended in a 1991 report that for the major crops, 
FCIC set its price elections equal to the forecasts issued by the World Agricultural 
Outlook Board in its semi-annual estimates. These estimates correspond to the cycle 
u~ed to prepare the annual budget of the United States Government These 
estimates are available only twice each year, Based on a sampling of a few years, 
GAO stated that overall losses would be reduced if this recommendation were 
adopted. FCrC is committed to offering a price election that complies fully with the 
requirements of the law, In addition, the offer must be meaningful. to farmers. 
FCIC requests comments regarding this recommendation and assessments by readers, 
of its likelihood of contributing to reduced loss ratios and improved participation. 

Readers are requested to identify additional issues that they believe are relevant and 
important to assist FCIC in its actions to manage the program to achieve the target loss 
ratio while maintaining or increasing participation levels. 

III. 	 MANAGEMENT ACTIONS IF SECTION II ARE NOT SUCCESSFUL 

'['be actions identified in Section n of this document represent a major reinforcing of FCIC ' ' 
efforts to achieve the important goal of financial and actuarial soundness in Federal crop 

, 	 ' 
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insurance. FCIC believes that successful completion of these actions will meet the objective 

of achieving actuarial soundness as required by OBRA 93. Several years must elapse before 

it will be possible to observe FCIC's achievement of the objective. In the interim, 

attainment must be measured by realistic models of risk that adequately represent the crop 

insurance program. Flexibility in managing the program to attain the objective while 

simultaneously achieving other important policy objectives must be stressed. 


Few options tha.t do not adversely affect participation in a material manner are available in 
the event the actions described in this blueprint are determined to be inadequate. One option 
is to focus better on defining the risk that is included in the premium rates charged to current 
insureds. Extreme crop disasters (such as the 1993 flooding and cold, wet growing season) 
tend to be widespread and occur infrequently. Crop insurance is not actuarially sound in a 
commercial $ense because the private sector cannot manage the magnitude of these risks or 
arrange the finanCing over the long periods of time needed to accumulate reserves for a 

, Il)ajj:)r disaster" ,Thi$ charact~:ri.sticQ( ~rop, di~sters3!g~es J~~tactuari,~ $ou~dn~ssperQaps, . ,,' 
:.'shouid: be :tneasured on a'oasis ,that :separaies~'normallY expocted 'oonditi'ons' froin the,extteme ,'. " ,,' 
,disasters. This would serve to more precisely define the risk included in the premium rates 
for current insureds, and the risk that should be amortized over longer time periods. 

If the above is not acceptable, another action would be to limit, the liability of crop insurance 
to specific areas and crops. This limitation could take the form of complete withdrawal of 
insurance.jn some cases, or limitations on the volume of business that would be accepted in 
a year for a crop or area. Commercial insurers use this process to manage their exposure to 
avoid concentrations geographically or by product line., Crop insurance may need .the same 
management of its exposures rather than accepting any and all risk whenever farmers decide 
to enter and exit the program. This extreme action would indicate that the program was 
unable to completely fulfill its social and public policy responsibilities, and must be regarded 
as an initiative of last resort. . 

"'.<),> .•. ,.,-:;,,·~,');'.);;>;.:.i '\~:'. ' -'. .::•. :.. ',' ,'.,'}: ' ~'\;'. . ... :,,: . ' 

. , ' '·:lV>:(MANAGEMENT ACTIONS IF 'ACTIONS IN SECTION II ARE MORE 

SUCCESSFUL THAN NEEDED 


The greatest impediment to increased program participation will be high premium rates that 
, might result from the actions defined in this plan. Moderation of premium rate increases will 

be a priority if more stringent program administration reduces the loss ratio below the target. 

If this occurs, experience should be examined to identify losses paid that no longer should be 

expected.' Once the impact of those losses is eliminated from the experience, some 

improvement in premium rates would be anticipated. FCIC believes that the remaining 

managem~iit actions that have improved administration of the program or that have better 

defined the coverage provided to U. S. agriculture should not be relaxed because these 

generally(,\~present good administrati,on of public policy. 
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MARKET VALUE PROTECTION <MYPl PLAN 

FCIC has agreed to provide reinsurance on a pilot basis for the Market Value Protection 
(MVP) plan, a supplemental policy developed by American Agrisurance, Inc. This action marks 
the first time USDA has implemented its authority under the 1990 Farm Bill ,to back innovative 
new insurance, products developed by the private sector. 

MVP protect farmers from becoming under-insured when the. replacement cost of their, 
,': :' crop. :as )tiea,Suredba~e.4 '~rt flltlJreS',settleIl)en( pricesaf; narvest; 'rises',sigrtifieantly,CaboVeth<.('. - -:,' :-.-:.". -'; 

MPCI price ek~ction. American Agri has sold MVP to farmers since 1991 without Federal 
reinsurance in conjunction with Federal crop insurance as a supplemental "wrap-around" policy. 
However, the private reinsurance m;uket tightened significantly because of recent catastrophic 
events' both inside and outside of agriculture and, without FCIC.. backing, ,the product's 
availability win shrink dramatically for 1994 crops. . . 

.: ' 

FCIC has reviewed the MVP program extensively and has determined to offer limited 
reinsurance offer to American Agrisurance on MVP for the 1994 crop year. The MVP approval 
would thus be in the nature of a pilot program with coverage limited to a dollar amount. FCIC 
would assess the program after the 1994 crop year in determining whether or to what extent the 
program should be continued for 1995. As part of this process, FCIC will determine whether 
it is practicable: to off-set some of the price risk association with this coverage in the private 

, options or futures markets. 	 " 

': .Mostfoi"111sof insurance, be it for a car, a house, personal property, or business 
inventory, provide protection based on the replacement cost of the insured article. Under MPCI 
as currently structured, however, insurance is based on a pre-set FCIC price for the commodity. 
If actual market prices change, as they did this year, gaps can result leaving the farmer over­
or under-insured. For instance, if the pre-set FCIC price election per bushel for a crop is $2.60, 
the insured would be paid $2.60 for each bushel lost below the MPCI deductible. If the futures 
settlement price at harvest time is $2.75 a bushel, then a $.15 per bushel gap exists between the 
MPCI price and the futures settlement price., 

Replacement-price policies like MVP fill this gap. In the example above, it would pay 
the farmer the $.15 difference on bushels lost which exceed the MPCI deductible. If prices fall, 
the farmer would be paid the underlying $2.60 a bushel under the basic MPCI 

By approving privately-developed new insurance products like MVP, FCIC Intends to 
" ,encQuragea~process of industry innOVation which has the best potential ofdeveloping useful nevv' 

products to suit the needs of fanner--customers. 

, 
. 


