Crop Insurance: R
: '“Makl g_lt V\Lork’”‘f (T (.11 R —

“J stronglj?‘recommend
you consider buying
higher levels of
coverage...

o,

—Dan thkman, .
Secretary of Agrlcultu re




Federal Crop Insurance Reform

« Multiple Peril Crop
Insurance (MPCI)

o -N@ninsured Crop Disaster
Assistance Program (NAP)
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Area crop loss must exceed 35% AND

Endividua! crop losses must exceed 50 percent of the expé;ted yield
‘Payments are made at @ 60% eXpe‘cted market‘price |

_Acres and Yields must be annually reported to FSA

Contact local FSA off" ice for acreage reportmg deadlmes
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- History Plan (APH)
» Group Risk Plan (GRP)

* Actual Production




(overage Levels (except forage) 70 75, 80 85,and 90 percent of expected
county yleld P

Dollar amount of protection up 150 percent of expected county revenue
(for msured crop) . |

Indemnities paid only when NASS county average yleld Is below selected
trigger yleld ~ |

Fulfills insurance “linkage” requirements
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| Group Rlsk Pla.ﬂf‘;f‘ |

‘GR? might be your choice IF:
- Your yields follow county yaeids

. You don’t want to provnde productlon records

o The cost of insuring your crops with APH exceeds perceivé.d risks
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¢ The basis of your Protétctiqn |
- R4-10yearaverage of your self-certified yields

ACons‘isting of:

*Actual yields |
-+ Transitional (“T") or Determined (“D”) yields

i




| Calculatmg your APH

« No records, 65% of “T” Yield (initially)

* 4to 10 years of records, simple averagé

+ Lessthan 4 years, use “T" or ”D” Yields factored for mnssmg
years of productlon |




& No production history averaged with 4 years at 65% of T or D" Yield

& 1 year of production history averaged with 3'Vyears at 80% “T”or “D” Yield

& 2 years of production history'avefaged with 2 years at 90% “T” or “D” Yield

& 3 years of production history averaged with 1 year at 100%“T” or “D” Yield
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T Coverage

- Assume no Yleld Hlstory I
Assume: o j -
* $3 Expected Market Price * Noyields reported
= 90 bushels“T" yield « 100 bushels farm program yield
- (dlailate:
V “T"Yield = 90 bushels |
CAT Price Election = $1.80(60%x $3) <
65% of “T”Yield = 58.5 bushels (65% of 90 bushels)
CAT Yield Guarantee = 29.25 bushels (50% of 58.5 bushels)
Per acre CAT protection =

$52.65 (29.25 bushels x $1.80)-

17.55% of Farm Program Yield Protected :
($52.65 CAT coverage + $300 expected crop value)

1




CAT Coverage

Assume Yleld History Reported

'Assume.
- 110 bushels APH yseld
*$3 Expected Market Price

Calculate: |
| | - CAT Price Election

APH Yield

CAT Yield Guarantee
Per acre CAT protection

» 100 bushels farm};rogrm yield

= $1.80(60% x $3)

= 10 bushels

= 55 bushels (50% of 110 bushels)

= 599 00 (55 bushels x $1.80)

33% of Farm Program Vield Pretected
($99 00 + $300 expected crop value)




creased 88%
addltional cost!
(599.00 coverage per acre with yields + 552.65 cover’é@e‘per acre withQut yields)
: 12a | ' | | | g : : .




| Self—Certlflcat n of Ylelds |

~ Continuous crop years for which you have records
“« elevator or warehouse receipts
- farm management records
* settlement sheets
-+ cccloan documents

A percentage of production records are reviewed anhually.

You must have records to support the amount of production ydur certify.




uyrp Options

“Additional Benefits——————————— =

« Flect coverage by Optional Units

- Protect up to 75/100

~ ° Specialized coverage

= hail/fire exclusion

- replant payments (for certain crops)
» options, options, options




Perspectlves onCoverage

T e i o e s i o . s S o i o S—

| ;‘/50160 ' — minimizes producer s cost

‘/ 50/100 — maximizes percentage of
| premlum subsrdy |

- ‘/651100 — maximizes per acre premlum subsidy

| i/75/100 — maximizes protectlon ‘ff‘; |

15




| Building a
I Risk ManagementPlan ——

@ W.hat is my variable cost of producing the aop?
@ What is the minimum cash ﬂow Il need in a bad year7
@ What coIIateraI will | need for operatmg loans?
| @ What will I need to pay off _the loan?
@ H.ow.much equity will i need to hoid in-cash:reserves}:if | don’t buy crop insurance?
| @ What percentage of my crep do | want to sell at hig'he;r pre-hafvest prices?

See an agent!

16
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Fmancnal Rlsk Management ‘

Risk Bearmg Ablhty of Three Farmers

Item Oscar0wner _Sam Sharerent Bob Buyer |
Total Assets $500,000 $100,000 ~ °  $500,000
Liabilities _-50,000 -50,000 - -350,000
Net Worth $450,0000 $50,000 .. $150,000
Debt/AssetRatio .10 .50 70
Cash Requirements 573,000 4000 $112,000
* Expected Gross - $120,000 $60,000 ©$120,000
Cash Required/ - - o L
Expected Gross - 60.8% ‘ 90.0% . o 93.9%

20 | | ' '




@ What is my vanable cost of producing the crop? :
@ What is the minimum cash ﬂow I'lineed in a bad year"
@ What collateral WI|| | need for operatmg Ioans"
| Q What will | need to pay off the Ioan?
@ wa'much equity will | need to hold in cash»‘reserves}.:i:f | don't buy crop insurance?
" @ What percentagé of my crop do | want fo ”seI‘I at hi'gh:efl" pre-harvest prices? |

See an agent!

21




3 Basm Umts (sharelownershlp) |

Rents 60%
Crop Share
fromR.Clark :

‘Basic Units
Example

Owns :
100% Share  :

ooooooooooooooooooooooooooooooo

Cash Rents ' Rents 60%
-100% Share  : Crop Share
; from J.Reed

[ Rents 60% :
W CropShare . -:
fromR.Clark :

Rents 60%
Crop Share
j fromR.Clark ¢

esressescssssssssesrsssvsavesess s

k Cash Rents
100% Share

2




5 Umts (sharelownershlplsectlon)

e ‘ S =
“‘Optlonal | | Owns B Rents60% | i
. . 100% Share : , Crop Share ¢ : :
Units | .® : N fromR.Cark : |
'Example P . | |
S esesstscecsetranansvsssnetnnny ssfes Pl oesvercecs .o‘.ocooootoooooo.‘o’ esssrsascassesns Sessesnrnresesnes ’
Cash Rents Rents 60% f Rents60% : o "
, 100%Share :CropShare [ CropShare : -k ‘ P
_ ® from)Reed | fromR. Clark } | : “
o ‘ Rents60% ‘M CashRents :
: Crop Share  : v h 100% Share :
: T from R. Clark : N @ :
[ TR @ .4 ; -
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| More Memorable Dates

Sales Closing - }A'{Cahcellatiéh
BAFinal Planting - ProductiOn."fRepo.rting‘
I§ Acreage 'Reportin'g - Val_e'ntine’s“_".Day'
!IEnd of Insurance Period - R¥Debt Termi.'_ri)atio'h
- ¥JPayment Due - JPINotice of Cfbp Damage Filing

25
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| Crop Insurance:
| Making- It Work- for You- -

‘Cooperative effort by:

“U.S. Department of Agrlculture
Cooperative State Research, Educatlon and Extension Servnce
Farm Service Agency -

Texas Agricultural Extension Service, Texas A&M Umversuty
Kenneth W. Stokes, Professor and Extension Economlst
Crystal England, Extensaon Program Assistant |

The United States Department of Agriculture (USDA) prohibits dismmmatmn in its programs on the basis of race, color, natlonal‘ongm sex, religion, age, disability, political befiefs
and marital or familial status. (Not all prohibited bases apply to all programs.} Persons with disabilities who require alternative means for communication of program information
{Braille, large print, audiotape, etc.) should contact the USDA Office of Communications at (202) 720-2791.

To file a complaint, write the Secretary of Agriculture, U.S. Department of Agriculture, Washington, D.C., 20250, or call (202) 720 7327 (vmce) or (202) 720-1127 (TDD). USDA is an
equal employment opportunity employer. - .

27 | : |
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Raising the Safety Net:

Alternatives to Catastrophic Coverage

Obtaining either APH or
GRP coverage satisfies
the linkage requirement

for participation in many

USDA farm programs;

INTRODUCTION

Producers have a variety of insurance products available to help manage their crop .
production risks. These products are the result of federal and private initiatives and.
provide the producer a wide range of product and coverage choices. Some of these
products are summarized in the following pages. Not all products are available or
applicable to crops and risks in your growmg area. Contact aninsurance agent to
discuss availability.

To begin formulatmg your nsk management plan,ask yourself these basu:

.. questions: -

* What is my vanable cost of producmg the crop7 .

+ What is the minimum cash flow I'll need in a bad year?

» What collateral will | need for operating loans?

-What will | need to-pay off the loan? : : S
* How much equity will I need to hold in cash reserves af | don't buy cropi insurance?
+ What percentage of my crop do | want to sell at higher pre-harvest prices.

Once you've answered these questions, a crop insurance agent will be able to design
a plan to help meet your specific needs.

Federal Insurance Products

Federal crop insurance products are determined by federal law. These products are

often referred to as Multiple Peril Crop Insurance (MPC) and are administered by the

United States Department of Agriculture's (USDA) Farm Service Agency (FSA) . MPC|
consists of two insurance plans, the Actual Production History plan (APH) and the
Group Risk Plan (GRP). Obtaining either APH or GRP coverage sattsﬂes the linkage re-
quirement for participation m many USDA farm programs. :

Within the APH program, are two categories of coverage, catastrophic risk protection
(CAT) and additional coverage also known as "buy-up. “The amount of federal sub-
sidy for buy-up policies is provided at two amounts—"limited” applies to policies
providing less than the coverage equivalent of 65 percent yield and 100 percent
price and "full"to 65 percent yield and 100 percent price or greater coverage. Table 1
and 2 provide a quick reference about the various coverage level and price combina-
tions, administrative fees and subsidies.

Raising the Safety Net: Alternatives to Catastrophic Coverage . 1




- (overage levels are now - -

50,55, 60,65, 70,and
75 percent of actual
production history.

THE ACTUAL PRODUCTION HISTORY PLAN

The APH plan of MPClis available for most economically significant agricultural crops
grown in the U.S.This plan provides protection for low yield and quality losses resy lting

. from adverse weather and other uncontrollable production risks. Adverse weatherin-

cludes hail,flood,drought,wind,and other weather events. Protectionis also provided
foruncontrollable production losses resulting from insects,and diseases,and other perils.
Losses are measured by the amount of yield shortfall below the unit yield guarantee. In-
demnities (loss payments) are calculated by multiplying the amount of yield shortfall by
the crop pnce electlon selected when the pohcy is purchased

. Catastrophlc Rlsk Protectlon "CAT"

CAT is the minimum amount of coverage available under the APH plan—50 per-.

cent yield'and 60 percent of the Farm Service Agency (FSA) maximum price. While
- similar in many features to additional coverage, there are some attractive features .

that are not available with CAT. These are the availability of coverage by units
.smaller than the-acreage of a sharing entity, replanting payments, and optional

coverages. While no premium is charged to the producer for CAT, there is an ad-:

ministrative fee of $50 per crop, subject to the limit of $200 per ‘county or $600 for
~asingle producer in all counties..

* Additional Coverage - “Buy-Up”

Buy-up. refers to the coverage choices greater than CAT—50 percentyield guaran-
tee and 60 percent price election. The additional coverage provides a range of -
yield guarantees up to 75 percent and 100'percent of the price election.

Choosing a coverage

* Producers can choose the crop/county combination to be covered. These are in-
dependent choices and allow producers to select coverage for a crop in a county.
The coverage will apply to all insurable acreage of the crop in the county in thch :
the producer has a share on the date coverage begins for the crop year.

. Second, producers buying additional coverage select a coverage level for each -

crop/county combination.  Coverage levels are now 50,55,60,65,70,and 75
percent of actual production history. To increase coverage, producers are
encouraged to use records of actual production to establish yield guarantees.

* Third, producers also choose a price election between 60 percent and 100 :
percent of the price established by FSA. The price election is used to calculate

" premium and indemnities. It is not a guaranteed commaodity price. For barley,
corn, grain sorghum, oats, rye, soybeans, and wheat, the price election uses the

" maximum price. Generally, the maximum price is established by FSA about 30
days prior to sales closing. ~

Raising the Safety Net: Alternatives to Catastrophic Coverage
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Optional umts areonly -
available Wifh addrr/ona/
(overage

Unit Definition

* Unit definition is a grouping of acreage with similar ownership and location char-i
acteristics within an entire farm. The insured unit is the basis on which the yleld
guarantee is established, premiums are calculated and losses are paid. There are
two types of units, basic and optional.

* A basic unit comprises all the insurable acreage of the insured crop in the
county that has the same ownership entity.- Insureds may elect to subdivide
each basic unit mto smaller acreage called optional units, under certain condi-
 tions. :

duction for each proposed optional unit, the basic unit may be subdivided into:

optional units by section, or by irrigated and nonirrigated practice. Optional
units are only available with additional coverage. Insureds who elect APH cover-
age using only basic units will receive a premium discount of 10'percent. - .

Establishing the Yield Guarantee

* The yield guarantee for each unit is established using at least four years of yield -
records building to ten years. There are two methods for the insured to establish.
the unit yield guarantee and the method used depends upon the number of years
of actual yield records provided by the producer. An actual yield record is the pro-
ducers certification of the planted acreage and harvested productron foreach pro-
posed unit of the insured crop for a crop year. :

Method 1 :

Assuming four or more years of actual records

Simply average the actual yields for the unit using records provided by the nsured
The yield guarantee for each unit is recalculated annually using the additional year 5

- records in the average yield calculations. Annual yield records will be retarned to

recalculate the guarantee for ten years.

Method 2 ,
Assuming fewer than four years of actual récords

" Calculate the yield guarantee using the years of actual records and the appropriate-

“T"or"D"yield. The"T"and “D"yields are proxy yields established by FSA. If actual

- yields are not reported for each of the initial 4 years, then the insureds yield guaran;

tee is calculated by averaging:
* No production history (mmally) wrth 4 years at 65 percent Of”T”or"D”yleld
S year of production history with 3 years at 80 percent of”T"or"D"yleld .
« 2 years of production history with 2 years at 90 percent of “T"or"D"yield
+3 years of prodlrction history with 1 year at 100 percent of "T"or "D"yield J

Raising the Safety Net: Alternatives to Catastrophic Coverage ) 3

* Ifthe’ insured maintains separate records of planted acreage and harvested pro- N




For example consider a winter wheat producer who has only one year of actual
production records that averaged 35 bushels per acre for the unit. The producer 5
yield guarantee would be calculated as the average of 35 bushels and three years .
at 80 percent of the "T"yield. If the "T"yield for the producer is 30 bushels, 80 per--
cent of that is 24 bushels. The producers yield guarantee would be 26.8 bushels -
per acre, calculated as 35+24+24+24 divided by 4. If however, the producerhad
four years of actual records indicating yields of 35, 24,30,and 28 bushels per acre, -
the yield guarantee would be 29.3 bushels per.acre. In the second situation, the |
producer would also be able elect optiohal rmits if desired.

Table 1. Crop lnsurance Reform Coverages Subsldles and Processmg
Fees for APH

Actual Production History (APH) ‘ '
- Level Price Election Subsidy . - | Fee - '
o 60% (CAT) Al Administrative
: 100% Limited Administrative
55% 91t0 100% Limited Administrative
60% | 84to100% " Limited Administrative
650 77 to <100% " Limited Administrative
: 100% ; Full ' -Additional
' 0% 72t0<93% Limited Administrative
9310 100% Full: Administrative
J50s 67 to <87% Limited Administrative
87 to 100% : Fullf - Additional

Shaded entries represent Additional Coverage choices with Limited Subsidy (Subsidy = Premium for
50/60 APH coverage). Other choices, except CAT, represent Additional Coverage with Full Subsidy
(Subsidy = Premium for 50/75 APH coverage). . Administrative Fee is $50 per crop per county,but not to
exceed $200 limit per producer per county up to a maximum of $600 per producer for all counties in
which the producer has insured crops (50/200/600). Additional Fee is $10 per crop.

Raising the Safety Net: Alternatives to {atastrophic Coverage




Expected county yields
are established by FSA
from over 30 years of
NASS county yields,
adjusted for yield trends
- caused by new -
technology, improved
farming practices, and
other factors affecting
yield |

THE GROUP RISK PLAN

The Group Risk Plan (GRP) is a departure from traditional approaches to crop
insurance because it uses an index—the expected county yield—as the basis for
protection. The assumption of GRP is that when the USDA's National Agricultural
Statistics Services (NASS) county yield is low, most farmers in that county will also
have low yields. 'When the yield for the insured crop in the county falls below the
yield level chosen by the insured, the insured receives an indemnity.

GRPisnota product for every producer. Itis an alternative to the individual farm

 level coverage provided by APH, with less paperwork-and in some counties, less cost;¢ Tl
" The only paperwork required from the insured is an acreage report due shortly after

the normal planting period. GRP might be a good choice for managing the risk of

“producers who:

+ cannotordo not want to furnish individual yield records to establish APH guarantees

-« have individual farm yields that move in the same direction as county yields; or

« determine that the cost of insuring crops with APH exceeds their perceived risks

GRP coverage is only available through private insurance agents.*

~ Coverage Choices

« Choose the crop and county combination to be covered by GRP. The coverage will
apply to the insureds share of all insurable acreage of the crop in the county. GRP cov-
erage is available on eight crops (barley,corn, cotton, forage, grain sorghum, peanuts, :
soybeans,and wheat) in selected counties in 27 states. The availability of GRP cover-
age is limited because the program requires a long county yield history. :

» Producers may choose one coverage level for each crop and county combination.
There are five coverage levels—70,75, 80,85, and 90 percent—available forall
crops. The choice of coverage level establishes the premium rate for protection,
and is multiplied by the expected county yield to establish the "trigger yield “for
potential indemnities. Expected county yields are established by FSA from over 30
years of NASS county yields, adjusted for yield trends caused by new technology
improved farming practices, and other factors affecting yield. :

« Producers can select a dollar amount of protection for each crop county combina-
tion. The choice is any whole dollar amount between 60 percent and 100 percent
of the maximum dollar amount of protection established by FSA. Generally, this
amount is 50 percent greater than the expected county revenue—GRP expected
county yield times the FSA established price. The amount of protection per acre is
used to calculate the amount of protection for the GRP policy and the premium. -

*Note: GRP CAT coverage is available for forage in Minnesota and Wisconsin. The GRP CAT for forage
is 65 percent coverage level and 60 percent of the maximum dollar amount of protection estab-
lished by FSA.The $50 administrative fee applies to the forage GRP CAT coverage and is available at

. the local FSA office or your provate crop insurance agent. .

Raising the Safety Net: Alternatives to Catastrophic Coverage 5




Indemnities

* Indemnities are paid when the NASS county yield for the crop county combination
falls below the trigger yield— FSA expected county yield multiplied by the cover—
age level— of the GRP policy. Individual yield records are not needed to calculaté

" GRP indemnities. The amount of indemnity is the percentage shortfall of the NASS
county yield from the trigger yield, multiplied by the amount of protection for the -
policy. The formula for determining the percentage shortfall is the trigger yield,
minus the county yield, divided by the trigger yield. ‘

* Indemnity payments are made about six months after harvest of the crop when

‘the county yield'is below the.trigger yield. | FSA releases the county yield after. the "= 1

NASS estimated county vyield is received and adjusted by FSA'to the same basis as.
the GRP offer. :

T

Table 2. Crop Insurance fdr GRP

Group Risk Plan {GRP)
Level Dollar Protection Subsidy Fee
“**No CAT Coverage ** '
70% 60 to 100% Limited Administrative
75% 60to 100% ~ Limited, ~ Administrative
80% 60 to <95% |  Limited Administrative
*95% to 100% Full | Additional
850 - 60to <90% . Limited Administrative
: 90 to 100% ‘ Full Additional
' 90%  60to<85% | Limited Administrative
85 to 100% Full Additional

Shaded entries represent Additional Coverage choices with Limited Subsidy (Subsidy = Premium for
65/60 GRP coverage). Other choices represent Additional Coverage with Full Subsidy (Subsidy = 41, 7"
percent of the premium not to exceed the maximum dollar amount of 41.7 percent of the premium for
80/95 GRP coverage). Administrative Fee is $50 per crop per county, but not to exceed $200 limit per
producer per county up to a maximum of $600 per producer for all counties in which the producer has
insured crops (50/200/600). The Additional Fee is $10 per crop.

Raising the Safety Net: Alternatives to Catastrophic Coverage




There are two basic

classes of supplemental
policies—one provides
coverage for production

while the other provides |

coverage for price.

POLICY OPTIONS: CUSTOMIZING YOUR C(OVERAGE

Private initiative products consist of insurance pohc;es that are developed and fi-
nanced by the private insurance industry. There are two main classes of private ini-.
tiative crop insurance products, MPCl Supplementals, and Crop-Hail. Recently, a third
class of policies has been developed. These policies provide coverage for lost pro- *

duction or quality caused by specific measurable weather events such as tempera- -
ture and rainfall.

MPCI Supplemental Coverage

. The Federal Crop lnsurance Act authorlzes FClC to allow pnvate msurance compa—

nies to develop insurance policies which complement federally reinsured policies.
In response to this legislation, over fifteen companies have developed APH supple-
mental policies. Each is unique, since the developing company decides whlch

" MPClI policy feature to enhance; although many possess similar features. i

+ The insurance company issuing a supplemental policy is responsible for claim pay-
ment and premiums. These companies also control where and for what crops
coverage is offered. Producers interested in supplemental coverages should con—
tact their crop insurance agent about availability, since supplemental policies are -
not available for all crops and growing regions of the country. ;

» There are two basic classes of supplemental policies—one provides coverage for
productlon while the other provndes coverage for price.

Production Coverage Supplementals

» There are two basic types of coverages available within this class of supplementals;
One reduces the APH deductible (the difference between your yield quarantee "
and your APH average yield) when severe losses occur (Disappearing Deductible); -
the other offers a lower deductible for specific perils (Companion).

Disappearing Deductible

« This type of supplemental reduces the APH deductible in severe loss situations
and has an amount of protection generally equal to the APH deductible. The
basic features of this type of supplemental are the point at which losses are tng-
gered (trigger point) and the Increasing Payment (IP) factor. . ;

«  The trigger point specifies the amount of APH loss needed before the supple-
mental policy begins payment. Disappearing deductible policies generally have
one of two.beginning trigger points. One coincides with the APH deductible
(25,35, 0r 50 percent loss) and begins payment when the APH deductible is ex-
ceeded. The other begins only after large losses, generally after a 65 percent loss.

Raising the Safety Net: Alteratives to (atastrophic (overage . S ) S 7




« The Increasing Payment factor is the rate 6f loss payment for the supplemental.

The amount of the IP factor causes the supplemental to pay a total loss when.
the APH is a total loss. To figure the amount payable by the supplemental, the
IP factor is applied to the dollar amount of the APH loss. To evaluate the-risk
management value of this type of supplemental it is necessary to know the
trigger point and the IP factor. :

+ A common feature of these supplementals is that the amount of protection

equals the price election times the difference between the APH yield and the
APH guarantee. Therefore, the insured would receive an indemnity equal to .

the APH yield times the selected price election when the APH unitisatotal . ..

loss (see Figure 1),

Figure 1. Example of Disappearing Deductible

Disappearing deductjble '

Dollars

240
220
200
180
160
140
120
100
80
60
40
20
0

Total payment -

MPCl payment

__Loss example

/ ' | ‘ | 1 l

60 50 40 30 20 10 0
: Bushel protection ‘

Raising the Safety Net: Alternatives to (atastrophic Coverage




Exdmple;'

Budget Assumptions: The example is an owner-operated unit consisting of 50 acres
of the insured crop with an average yield of 100 bushels per acre and an expected
price of $2.30. Therefore, the budget projections are 5000 bushels production or .

$11,500 of revenue. ! ‘

APH Coverage: The insured has selected the 75 percent coverage level and a $2.30

price election. The APH yield is 100 bushels. The APH unit guarantee is 3750

bushels (100 bushel APH x 75 percent coverage level X 50 acres) and the total pro-
Atectlon is $8625 (3?50 bushel guarantee X $2 30 pnce e ectlon)

. Supp!emenral Covemge The su pplemental coverage setected has a loss lnceptuon
point beginning at a 25 percent loss and an'IP factor of .333. (This factor will pay ‘
the total protection in the event that the production for the unit is zero,) The
supplerental coverage is $2875 (100 bushel APH x 25 percent x 50 acres X $2. 30

“priceelection). .

Loss Example: Assume that the unit produced 2500 bushels (50 bushels per acre).
APH loss payment is $2875 (3750 APH bushel guarantee - 2500 harvested bushels
x $2.30 price election). The supplemental payment is $957 (APH paymentof -
$2875 x the [P factor of 333). The total pay'ment is $3832 (52875 APH + 5957
Supplemental). - : C

Companion

+ This class of supplementals is designed as a companion to the APH policy and
modifies one or more of the APH features. The most common of this class is the
companion hail policy. This policy is a modified crophail policy that provides hail - '
coverage to the uninsured portion of APH. The modifications include a smaller de—
ductible (5 percent) for the peril of hail rather than the minimum 25 percent or
maximum 50 percent for APH,and an Increasing Payments factor that will pay the
total amount of the companion hail protection when the loss exceeds the APH de-
ductible.

+ Companion hail policies have traditional crop-hail policy features such as"spot-loss”
payments on an acre basis, loss determination as a percent reduction of potential

. yield,and coverage limited to the fair market value. Fair market value is the ‘
amount that a producer might expect at harvest and is calculated by multiplying
the expected yield times the expected price per bushel. Recently, the underwrit- |
ing rules have been liberalized so companion hail can be purchased without APH.

Raising the Safety Net: Alternatives to Catastrophic Coverage . ¢




While the price
supplemental increases
the price election for the

insured crop, it does not

pay until the crap loss
exceedsthe APH -
deductible...

Example:

APH Coverage: The APH protection forthe umt is $8625 (3750 bushel quarantee X
$2.30 price election). .

Supplemental Coverage: A companion hail policy is purchased in the amount of
$2,875 (511,500 budgeted revenue — APH protection of $8,625). The companion
policy is supplemental to a 75 percent coverage level APH policy and has an IP fac-
torof40.

Loss Example: Ten acres of the 50 acre unit is appraised at 10 percent damage. The

* -payable:loss.is 20-percent (10 percent-appraised damage -5 percent deductible x- 7 |«

" 40P factor). The companion policy liability represented by the damaged acreage
is $575 (10/50 of $2,875). Therefore, the claim payment of the companion hail
policy is $115 and the APH would pay nothmg because the damage did not ex- |

‘ ceed the APH deductlb}e

Prlce Supplementals , |

This class of supplementals enhances the price feature of the APH. Within this class,
there are two distinct products. One increases the price election of the APH;the
other is interactive with the grain prices of the Chicago Board of Trade or similar
grain exchanges. :

Price Election Supplemental

* This type of price supplemental provides an additional amount of coverage per’ -
bushel above the APH price election. Producers could use this product to insure
the difference between the APH guarantee times the FSA price election,and the

. unit budget needs. Also, producers growing contract specialty crops or using
~ futures contracts find this class of supplementals provide needed coverage.

» The price election supplemental is written with an APH cpolicy at the 50,65,0r 75
percent coverage level. The producer must elect the highest available FSA price
election forthe cropinsured. In the event of a total crop loss,the APH and price
election supplemental provides coverage up to the APH yield times the sum of the
highest FSA price election and the price supplemental coverage. While the price
supplemental increases the price election for the insured crop, it does not pay unt:l
the crop loss exceeds the APH deductible—100 minus the coverage level.

« Companies are reluctant to provide more coverage than the fair market value of

~ the crop and have implemented underwriting rules to prevent overinsurance. '
Generally, the maximum coverage written by an insurance company for this class
of supplementals will not exceed the APH yield for the unit, times the highest
FSA price election. Another rule limits the supplemental coverage to the dollar
amount resulting from multiplying the APH yield by the expected harvest price.

Raising the Safety Net: Alternatives to Catastrophic (overage




- Expected crop. va!ue

For example a$.70 per bushel price supplemental could be purchased for the APH .
guarantee to insure a $3.00 forward contract when the APH price election is $2.30.
Price supplemental losses are calculated after the APH loss is determined. The
amount of loss for these supplementals is calculated by multiplying the APH bushel,
shortfall for the unit by the amount of per bushel coverage (see Figure 2).

Figure 2. Supplemental Price Covera;ge.ExampIes
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Example:

APH Coverage: The unit production guarantee is 3,750 bushels (100 bushels APH X
75 percent coverage level x 50 acres) and the price election is $2.30, providing
$8,625 of protection.

Supplemental Coverage: The farm manager contracted the 3,750 bushels APH guar-
antee for $3.00 and desires to cover this risk. A price supplemental is purchased
for $.70 per bushel times the APH guarantee which provides $2,625 of protection. .

Loss Example: The unit produced 2,500 bushels. Therefore, the APH payment is
$2,875 (1,250 bushels shortfall at $2.30 the price election). The price supplemental
will pay $875 (5.70 per bushel for the 1,250 bushel shortfall). The total payment
from both the APH and the price supplement is $3750.

Raising the Safety Net: Alternatives to (atastrophic Coverage ) . "




Replacement cost
supplementals provide

- cashyalue replacement -

protection for 100
percent of the APH
insured bushels.

Replacement Cost Supplementals

« This type of supplemental provides risk protection against upward price move-'
ment in the market when individual yields are below the APH unit guarantee,
APH provides a fixed price per bushel insured and does not increase as the mar-
ket value of the crop increases. Replacement cost supplementals provide cash.
value replacement protection for the APH yield guarantee. Replacement cover-
age is important for producers who have forward contracted grain or livestock !
producers who need the grain for feed. *

+ Losses are calculated from the shortage of productron from the APH guarantee

* “times the supplemental market | price (Commaodity Futures Exchange Priceminus .
the deductible). This enables farm managers to use the futures market for price
protection up to the APH bushels guaranteed. Eligible claims under this
supplemental require two concurrent events. First, there must be a payable APH
loss for the insured crop. Second, the local market price at harvest must be
greater than the APH price election. '

Example:

APH Coverage: The insured has an APH with% a 75 percent coverage level, $2.30
price election,and a 50-acre unit with a 100 bushel APH yield. The APH unit guar—
antee is 3,750 bushels.

Supplemental Coverage: The farm manager has forward contracted 3,500 bushels at
planting time for December delivery at $3.00. A contract price supplemental has .
been purchased with a movement limit of $1 00 and a 10 percent basis adjust-
ment. : A |

; i

Loss Example: The insured harvested 2,500 bushel and the local market price at har-
vest was $3.00,0r $7500. The APH payment is $2,875 (1,250 bushel shortfall x the-
$2.30 price'election). The price risk supplemental would pay $875 which is $.70
per bushel ($3.30 board price - 10 percent basis adjustment — the $2.30 APH price
election) x the 1,250 bushel shortfall of the APH guarantee. Total receipts for the *
farm are $11,250, $7,500 marketed grain + $2,875 APH indemnity + $875 price risk
supplemental indemnity. The total receupts of $11, 250 exceeds the forward con- -
tract of $10,500 ' '

Crop-Hail

Crop-Hail insurance was developed and is delivered totally by the private sector.
This type of risk protection has been in existence since the early 1900's. The insur-

- ance company that issues the policy establishes the underwriting rules, rates, poli ¢y’

terms and conditions, and the adjusting procedure for this coverage. While thereis.
great diversity among the crop-hail products offered by companies, there are many

1.
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common elements. Crop-Hail is a named peril contract in that coverage is provided
only for the perils named in the policy and all others are excluded. The basic crop- -
hail policy covers the perils of hail, fire, lightning, and transit.

Coverage Choices

The insured has great flexibility of coverage within the crop-hail program. The ‘
choices are crop, location,amount of protection and deductibles,and are deter-
mined by the policy issuing company. All companies provide offers for the major
“grain and hay crops, but the avallablhty of coverage for specialty and vegetable
crops is limitéd. For.these crops, companies may limit their liability to-a specific
dollar amount, or refuse to issue a policy to cover some crops.

The amount of protection is limited by the company to the expected value of the
crop. Generally, this is the potential yield of the crop in the area, times the ex-
~pected market price. Companies establish maximum limits of liability that they - -
will accept for a crop prior to the start of the policy writing period. Higher
amounts of protection may be requested for cases that document the need for ad-
ditional coverage. Limiting insurance is also a method for an insurance company’
to limit its exposure in a specific geographic area. It is not uncommon for several
companies to write portions of the total insurance on the same risk. '

" Insureds may choose to insure site specific locations and these are listed on the
Schedule of Coverage. Any locations on which the insured has a'share of the crop
and does not desire Crop-Hail coverage must be listed as uninsured locations on
the Schedule of Coverage. The location of the insured crop is very important with

-the Crop-Hail insurance rating because part of the rate is developed from the spe-
cific location. The frequency, timing and severity of hall will have a rate impact. -
Additionally, the Crop-Hail rate is varied with the crop’s susceptibility to damage.

The insured may choose from a wide variety of deductibles. They range from zero
to 10 percent of the amount of protection. Many of the deductibles disappear as
the amount of loss increases.

Early Season Losses

Sometimes there is the occurrence of early season hail that severely damages the:
young growing crop to the extent that replanting the destroyed crop is necessary.
The crop-hail policy pays the insured for the expense of replanting the cropand .
also provides an award equal to the reduction of yield expected due to the later !
planting date. ‘

Raising the Safety Net: Alternatives to Catastrophic Coverage ] A 13




Loss AcyusrmemTechmques

Losses of the crop-hail policy are measured as a percent of yield reduction. rhe .
loss adjustment procedure measures the damage to the plant caused by hail. ThlS
measurement is the reduction of stand and the removal of foliage and reproduc-
tive parts. As the plant become physiologically mature, the more susceptible it is
to hail. Combine-ripe crops are especially vulnerable to shatter losses. ‘

Catastrophe Loss Award

) When losses exceed 70 percent on any acre,an addmona} amount of one- hah‘ per- -

pay a total loss when the appraised loss is 90 percent.

APH and MPCI Combinations

Many producers have the need for catastrophic protection from several perils and

choose either the APH or GRP plans of MPCL. : Additionally, their farm is exposed to -
hail and they desire to carry hail coverage. Producers faced with this exposure can: -
choose the MPCl and crop-hail coverages. They also have three combination
choices:

* full coverage MPCl and crop-hail;
« APH and companion crop-hail .
+ combining the APH coverage and crop-hail. -

Choices 1and 3 are similar because producers receive the full benefit of APH or GRP
and crop-hail because full premium is paid for both plans. Choice 3 is an APH/crop-
hail combination resulting from the.Federal Crop Insurance Act that provides an APH
premium credit when an equal amount of crop hail coverage is purchased on the
APH insured crop. The mechanics of Choice 3 is the substitution of the crop-hail
coverage of the APH plan by private crop-hail coverage. The APH premium is re-
duced when substitute coverage is provided by a Crop-Hail policy.

14
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CROP INSURANCE PRODUCTS QUICK REFERENCE

DISCLAIMER:The information presented in this reference is provided only as a reference about the features of several
crop insurance plans. For exact information about specific features, please refer to the terms and conditions of the in-

surance contract.
ACTUAL PRODUCTION
. : HISTORY PLAN GROUP RISK PLAN
FEATURE CROP-HAIL (APH) (GRP)

- Maximum Amount -

- ‘Actual cash- value not ..

- Historical yield by practice *

-Maximum listed in FCIC ;

Spot loss coverage of
area damaged by
insured peril.

Unit cons'istin'g of acreage |
" aggregated by crop,
county, sharing entity and,

if records, by section or
irrigated and non- wrsgated
practice.

of Protection to éxceed the x elected price . actuarial table. :
underwriting limit or x coverage level. Generally, 200% of the
insured’s interest. : APH 75/100 protection.
Insured Item Acre - Unit County Acreage

All acreage planted to

the insured crop in the

county.

| Covered Perils

Hail, fire, lightning,
and transit.

“Multiple perils caused by
‘adverse weather.

Multiple perils caused
by adverse weather.

Coverage Technigue

“Top Down”

Covers up to the full
value of the crop
including profit.

‘Bottomup”
Covers expenses of
producing a crop.

“County Yield Index”

Loss Trigger

Percent of loss in

‘excess of deductible or

minimum loss per
peril.

APH yield times chosen
coverage level.’

i

Expected county yield
from FCIC Actuarial

" Table times chosen

coverage level,

Loss Measurement

Percent of yield -
potential estimated to
be lost due to insured
peril.

" Determination of the

harvested and appraised
yield subtracted from the
unit yield guarantee.

Percentage of yield
shortfall of the county

yield for the insured year

from the trigger yield.

Sales Closing

Anytime priorto a
loss, harvesting, or end
of insurance period,

subject to underwriting -

rules.

.Administratively

established date.

Administratively
established date.

Raising the Safety Net: Alternatives to Catastrophic Coverage
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CROP INSURANCE PRODUCTS QUICK REFERENCE (Continued)

FEATURE

CROP-HAIL

ACTUAL PRODUCTION
HISTORY PLAN
(APH)

GROUP RISK PLAN *
(GRP)

Insurance Begins

12:01 AM following
the signing of the
application, or when
50% of the crop is

- visible:. -

Planting of each acre. |

Planting of each acre.

Replant

Actual replant
expenses. For some
crops, an award for
late planting may
apply.

Replant expenses up to -
policy limit.

None

Claim Payment

Prior to harvest by
appraisal.Payment is
within 30 days of
appraisal agreement. -

Immediately after

_company release, or

harvest. Payment is within

30 days of determination of

harvested and appraised
production from unit.

After NASS harvested -
production estimates are, .
available. Payment is
about six months after
harvest.

Coverage Choices

Crop,amount of
protection,
deductibles,and
acreage.{Insured must
list acreage to be
insured and acreage
excluded from
coverage.)

Crop, county, coverage
level,and indemnity price.
Must insure all acreage of

-insured crop in the county.

Crop, county, trigger
. yield, and amount of

protection. Must insure
all acreage of insured

crop in the county. >

Late and Prevented
Planting Coverage

None

1% reduction of bushel guar-
antee per day for 10 days
after final planting date, then
2% for next 15 days. Pre-
vented planting coverage up
to 50% of the initial coverage.

None

Additional Private
Sector Coverages .

Wind, vandalism and mali-
cious mischief, stored grain,
premium waiver due to ac-
cidental death or dismem-
berment,extended transit,
extended coverage for pro-

. Cessor Crops.

‘Companion crop-hail,

replacement cost cov-
erage; disappearing de-
ductible, increased
price election, coverage
level buy-up.

Replant coverage.

16
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The United States Department of Agriculture (USDA) prohibits discrimination in its programs on the ;
basis of race, color, national origin, sex, religion, age, disability, political beliefs and marital or familial
status. (Not all prohibited bases apply to all programs.) Persons with disabilities who require alternative
means for comrriunication of program information (Braille, large print, audiotape, etc)) should contact
the USDA Office of Communications at (202) 720-2791.

Tofile a compiaint write the Secretary of Agriculture, U'S Department of Agriculture, Washington, D.C,
20250, or ¢all (202) 720-7327 {voice) or 202) 720-1127 {TDD).USDA is an equal employment
opportunlty employer

United States Department of Agriculture
" Farm Service Agency ‘
February 1996
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THE FeDERAL CROP INSURANCE
RerorM AcT oF 1994

CLINTON ADMINISTRATION
PUTS FARMERS IN CONTROL

DISASTER ASSISTANCE |
MERGED WITH CROP INSURANCE

In the past, the Federal government provided two separate
programs — the Federal crop insurance program and ad hoc
disaster payments — in response to agricultural disasters.
Farmers never knew if or when Congress would pass a disas-

: ter bill; and taxpayers had to pay for both programs. The new:
law, the Federal Crop Insurance Reform Act of 1994, com-
bines the old USDA crop insurance program and the disaster

. assistance programs administered by ASCS into one program.

- For the first time, disaster relief for insurable crops will not
-depend on events that you can’t control. But, you must act to
protect your crops. No one will act for you.

Under the new law, you are reduired to obtain at least the
catastrophic level of crop insurance coverage (CAT] if you
want to participate in most USDA programs. You'll only pay
a small administrative fee for this basic, vital coverage. You
will also be able to purchase additional crop insurance cover-
age that provides greater protection against crop losses.

Crop insurance is not currently available for all crops. To pro-
tect producers of noninsured crops, the new law creates a
Noninsured Assistance Program {NAP). The NAP protection
is similar to catastrophic coverage but will protect only in

the event of area-wide losses.

This fact book outlines the basics of what you must do to be
protected under the new catastrophic coverage as well as
your options to buy additional coverage for less severe, but
more frequent, crop losses. ' :




WHATYOU SHOULD KNOW

PROTECTION

Catastrdphic policies guarantee 50% of your-crop’s
.average vield and, for each unit of loss, pay 60% of
the expected market price that is established each
year for each insurable crop. Unlike past disaster
programs, catastrophic coverage will be based on
your actual production history. '

Cost
The only cost to you for catastrophic crop insurance
is an annual administrative fee of $50 per insured

" crop per ¢county-{up.to a maxxmum of $ZOO per pro--
ducer per county)

Annmom(e&mnas

.The new law also includes incentives for you to buy .

additional insurance coverage. This additional cover-
age will provide you with greater levels of protection
against crop losses. For example, you could protect

* 75% of your crop at 100% of the expected market
price. You should contact your local crop insurance

agent to discuss additional crop insurance protection.

a%'x&mr

‘| USDA progxams if you do not . -

LINKAGE
You must obtain at least catastrophic crop insurance
coverage if you want to participate in price support
and production adjustment programs, certain V

* Farmers Home Administration loans and the
Conservation Reserve Program. To meet linkage
requirements you must have catastrophic insurance
on each insurable crop that has contributed or is
expected to contribute 10% or more of the total

“ value of all your crops. You will .
not be able to participate in most

obtain at least catastrophic cover-
age for insurable crops.

You Must Act BEroRE DEADI.INES

The law takes effect immediately. There are dead
lines (sales closing dates) for signing up for cata-.
strophic coverage and for additional coverage. You
should contact your local crop insurance agent or
USDA office for mformanon about crop insurance
deadlines. ‘

13 President Clinton meets with farmers and their

families in Des Moines, lowa during the 1993
Midwest floods. July 4, 1993,




~ NEW INCENTIVES FOR ADDITIONAL PROTECTION B

& $200 Many times you will suffer crop losses that are “less than _
g $180 catastrophic.” Here again, you have new and better choices .
2 as a result of crop insurance reform. ;
$160 o . o , , R
§ Additional coverage will provide you with greater protection
= $140 against crop losses. The new law makes additional coveragé
' more attractive and affordable by providing more premium ¢
$120 subsidy and other incentives. Most policyholders wifl pay -
$100 less than in past years for comparab}e levels Qf coverage.
A A wide variety of cost and coverage options are available
$80 to meet your individual needs. - S j
$60 When you buy additional coverage, your cat-
’ o .+ |- astrophic protection is automatically includ-.. E
$40 ed. You pay only for the additional coverage
$20 you elect, and that cost is partially covered

by a Federal subsidy.

Co

| Sl MEETS ALL LINKAGE REQUIREMENTS < |
LEVEL OF COVERAGE : Purchasing additional coverage meets all the insurance-relat-

' ‘ ed linkage requirements affecting your eligibility for other farm
AMOUNT OF PROTECTION program benefits. . . P
Maximum payment per acre for : T |
Total Loss if corn producer’s APH ‘ ; ‘ o
yield average is 120 bushels, and WHERE T0 PURCHASE : , ‘ o v ’
estabiished price for corn is $2.20 Additional coverage is generally available only through crop

perbushel. = " | insurance agents. ' !




GROUP RISK PLAN INSURANCE

If you produce any of the eight crops listed above,

you may be eligible to carry a different type of

Multiple Peril Crop Irisurance policy called Group

Risk Plan Crop Insurance (GRP). It differs from the

policies described élsewhere in this publication in..
that yield guarantees are based on the county average
yield. It does not provide individual farm protection
based on your individual yiclds. Policyholders auto-
matically receive an indemnity payment — regard-

“less of their own individual yield — in any year that
the county average yield is below a trigger yield.

Check with a crop insurance agent or local USDA
" office about the availability of GRP policies. They
are not offered in all states and counties.

The requirement to carry at least a catastrophic level
of coverage on 1995 crops in order to be eligible for
other farm program benefits can be-met by carrying a
GRP policy. This policy can be less expensive than

~other plans and requires less paperwork from produz- .

ers. There’s no requirement to provide production '
records and no need to report current production.

IFICATION:SYSTE

B
a

NONINSURED ASSISTANCE PROGRAM

Crop insurance is currently not available for all
crops. [See chart on page 7.] To protéct producers

~of noninsurable crops, the new law created a

“Noninsured Assistance Program” (NAP). Most
noninsured crops will be eligible for protection
under the NAP. ‘

NAP protection is similar to catastrophic cover-
age. It will protect 50% of your yield at 60% of
a price that USDA will announce each year.

if the area in which you farm suffers a 35% loss

in production.

You MustAct ,

You must act to protect your noninsured crops.
To be protected, you must report your acreage and
production history to your local USDA office.

The Department of Agriculture will announce
the deadlines for reporting this information. You.

- must report the required information by these

deadlines if you want to be protected by the NAP.

More information on the NAP will be available
soon. If you have que:stions, you should contact

| your local USDA office. , '
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* NADP protection; however, will only be available - :




RECORD KEEPING REWARDED

Catastrophic crop insurance is
available on insurable crops under
what's called the Actual Production
History program |APH). This means
that, to the extent you've kept
records for the crops to be insured,
your insurance guarantee will be based on your own
individual yield history.

If you have production records for the four or more
~-most'recent crop years (up.to:a maximum of 10 ;-

yezifs} your APH yield‘far insurance purposes is

a sunple average of those years. '

" For example, assume a corn producer's yields
for the past four years have been as foltows, in
bushe!s per acre:

1994 136 bushels
1993 120 bushels
1992 128 bushel
1991 128 bushels

. total 512 bushels
APH yield = 512 + 4 = 128 bushels

If you have fewer than four years.of yiéld records,
your APH yield will be a four-year average that

have records and {2} a percentage of a yield derived
from the county average yield for the years that
records aren’t available.

YouR YIELD GUARANTEE

= | If you elect to carry only the catastrophic level of
insurance {the minimum necessary in order to

“meet linkage requirements for other farm program
benefits], your yield guarantee will be 50% of your
APH yield average. : V

, Fdr the com produéef in the previous example
who had an APH yield average of 128 bushels, a

" catastrophic insurance policy would provide a
yield guarantee of 64 bushels (128 x 50%).

| THE Fmsi STEP 15 T0 CALCULATE Your APH YIELD AVERAGE

includes (1] your own yields for those years that you -

Loss Dzrmmmmon

* Your crop msurance policies, including catastrophic
_insurance, will pay you an indemnity for each bushel

or pound that your actual yield of your insured crop
is below your guaranteed yield. ' .

é Assume the corn producer in the example experi- !
enced a total crop loss. Since his yield guarantde
was 64 bushels, he would be paid for a 64 bushel !
loss. If, instead of a total loss, he had been able to ;
harvest, say, 40 bushels, he would be paid for a 24 )
bushel loss (64 bushel yield guarantee minus actu- '
al yield of 40 bushels).

AMOUNT oF INDEMNITY PAYMENT

Under catastrophic insurance, your indemnity
payment per unit of loss will be 60% of an cxpected
market price that USDA estabhshes each year for
each insured crop.

% If the expected market price for com is set at, ;
say, $2.20 a bushel, the indemnity payment for :
losses under catastrophic insurance policies.

‘would be $1 32 per bushel ($2.20 x 60%).

Thus, a corn producer who experienced a loss of "
24 bushels per acre would receive an indemnity
payment of $31.68 per acre (24 bushel loss x

. $1.32 mdemmty payment = $31.68).

This producer would also be eligible for deflcaency
payments.

Catastrophic coverage payments are comparable
to disaster assistarice payments.
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Note: Insurance for a crop may not be available in all counties within a state.




THINGS TOREMEMBER I

%armers must sign up for at least the catastrophic
level of crop insurance coverage to remain eligible
for other USDA programs including price support and
production adjustment programs, certain Farmers
Home Administration Loans and the Conservation
Reserve Program.

Farmers can sign up for catastrophic crop insur-
ance coverage by contacting a private crop insurance
agent, who can also arrange for additional levels of
coverage. USDA offices can also provide the basic
catastrophm pohcy

Lxsts of local cr op insurance agents are avaﬂable
from your local USDA office.

Catastrophic coverage is similar to disaster relief
programs in recent years. Farmers only have to pay
a processing fee of $50 per crop per county (not to
exceed $200 per county, $600 per producer) to obtaln
catastrophic coverage.

" % he major dlfference betwéen thlS catastrophlc

‘ %ecau'se additional coverage is now more afford-;
‘able, most farmers will choose to buy more protec--

tion than offered by catastrophic coverage alone.

Anyone buying additional coverage automatically °
remains eligible for other USDA programs, includiﬂg

deficiency payments. j

Most unmsurable crops are eligible for the
Noninsured Assistance Program {NAP]}. Producers
must report their crop acreage and production
histories to local USDA offices before announced
deadlines.

coverage and prior ASCS disaster assistance is that,
for insurable crops, individual farmer losses are
covered. Assistance will no longer be dependent on'
other farmer losses in the area, or on the uncertainty -
of Federal disaster relief being enacted. oy

i

PHOTO CREDITS: Cover: Afthur Tilley; Page 2: Ken Hammond {USDA); Page 3: Sharon Farmer [official White House photol; Page 6: Tim McCabe {USDA] ‘

The ULS. Department of Agriculture {(USDAYConsolidated Farm Service Agency (CFSA) prohibits diserimination in its programs on the basis of race, color,
national origin, sex, religion, age, disability, political betiefs, and marital or familial status. (Not all prohibited bases apply to all programs.) Persons with

disabilities who require alternative means for communication of program information (Braille, farge print, audiotape, etc.) should contact the USDA Office

of Communications at 202-720-5881 (voice) or 202-720-7808 {Ton).

To fite a complaint, write the Secretary of Agncu! ure, U.S. Department of Agriculture, Washington, D. C 20250, or ca\l 202-720-7327 {voice) or

" 202-720-1127 (TOD). USDA is an equal employment opporturiity employer.

SOME PERILS COVERED BY YOUR CROP INSURANCE POLICY:
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BULLETIN NO.: MGR-95-045

TO: All Reinsured Companies : .
FSA Headquarters, Program Delivery and Field Operations
All Risk Managemeént Field Offices

FROM: Kenneth D. Ackerman
Deputy Administrator

SUBJECT:  FCIC Board of Directors ‘ :
BACKGROUND :

The Federal Cfop Insurance Act requires the management of the Federal Crop

Insurance Corporation (FCIC) to be vested in a Board of Directors. The Board
consists of the Manager of the Corporation, the Under Secretary of Agriculture

responsible for the Federal crop insurance program, one additional Under
Secretary of Agriculture, one person experienced in the crop insurance
business who 1s not otherwise employed by the Federal government, and three
active farmers who are not otherwise employed by the Federal government. The
three active farmers are to be policyholders and come from different
geographic areas of the United States in order that diverse agricultural
interests are at all times represented on the Board. The Board is appointed
by, and holds office at the pleasure of, the Secretary of Agriculture.

ACTION:

On October 12, 1995, the Secretary of Agriculture announced his appoihtments
to the FCIC Board of Directors: ‘

Jack Kintzle, of Coggon, Iowa, has been active in the Iowa and National Corn
Growers Association (NCGA) since 1979. He served as NCGA's president, first
vice president, and vice president of NCGA's Government Relations Committee.

He is also a member of the Iowa and American Soybean Associations and the

Towa and American Farm Bureau Federations. He further served as a chair of
the Linn County, Iowa, Soil Conservation District.

Robert Webster is a cotton grower from Waynesboro, Gecrgia. He has a degree
from Abraham Baldwin Agricultural College and is a member .of the Southern
Cotton Growers Association, the National Cotton Council and the Georgia Farm

Bureau Federation.. He alsoc served on the Burke County, Georgia, County Board
of Commissioners between 1977 and 1980 and on the Georgia Cotton Commission.

Frank Leo Muller is a partner in Joe Muller & Sons, a diversified farming
operation in Woodland, California. He has a degree in agricultural and
managerial economicg from the University of California at Davis. He is a

member of the Yolo County Land Trust, the Farm Bureau Federation, the Pacific

Coast Producers Board of Directors and the Californig Custom Foods Board of
Directors. '

The insurance industry appointee is Michael Keeting of Marysville, Kansas.
He is the owner of Keeting Insurance and Investment Company and a member of
the Kansas Association of Insurance Agents and the Association of American
Agriculture Insurers. He is past member of the Kansas Insurance
Commissioner's Insurance Agents Advisory Council.

Other members of the Board include Eugene Moos, Under Secretary for Farm 'and
Foreign Agricultural Services; Karl Stauber, Under Secretary for Research,

- Education, and Economics; and Kenneth D. Ackerman, FCIC Manager and Deputy

Administrator for Risk Management in the Farm Service Agency. .

1
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AGRICULTURAL COMMUNICATORS FACT KIT
CLINTON ADMlNlSTRATlON'S FEDERAL CROP INSURANCE REFORM ACTOF 1994

THIS KIT CONTAINS: Key Provisions and Background , | | :
(atastropﬁic Crop Insurance Program
" Linkage Requirements 'V
Elimination of Ad Hoc Disaster Programs
Additional Insurance Coverage
" Group Risk Plan
Noninsured Assistance Program
Program Fairness
Chart of Insurable Crops by State
List of Regional FCIC Directors
List of Private Reinsured Companies

Sample Story
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CLINTON ADMINISTRATION'S FEDERAL CRO? INSURANCE REFORM ACT »OF 1994

*

KEY PROVISIONS |
AND BACKGROUND

The Federal Crop Insurance Reform Act of 1994 represents a comprehensive overhaul of
the way in which government assists producers in achieving financial protection against
unavoidable causes of loss. Key provisions includé: .

* A program of catastrophic crop insurance protection available at nominal cost to all
_producers ofinsurable crops. ~ . .

~ * Achoice of delivery systems. Producers may choose to purchase catastrophic coverage .

through a crop insurance agent or a local USDA office. Coverage in excess of the
catastrophic level will generally be available only through a crop insurance agent.

~#Virtual elimination of statutory authority for future ad hoc disaster assistance programs.

* "L inkage” provisions that make participation in the catastrophic crop insurance program f‘
a requirement in order to be eligible for price support or production adjustment programs,
certain Farmers Home Administration loans and the Conservation Reserve Program.

* Higher levels of premium subsidy make additional insurance coverage more affordable.

* A Noninsured Assistance Program (NAP) for most crops that are not yet insurable.

Why Crop Insurance and
Disaster Assistance
Required Reform

* Disaster assistance has been uncertain and inequitable. Producers have had no way of
knowing in advance what level of assistance, if any, they would receive’in the event of ¢
a crop disaster. ‘ '

* The expectation of receiving disaster assistance in a poor crop year has reduced the
incentive for producers to carry crop insurance, further undermining participation in
the insurance program and actuarial soundness.

* Over the past 6 years, ad hoc disaster assistance programs have cost an average X
of $15 billion a year in “off-budget” spending. ‘




: (ATASTROPHI(.ROP INSURANCE PRGM

S

Catastrophic crop insurance is designed to provide producers
with a financial “safety net”against the risk of major crop loss.
Unlike disaster assistance programs that catastrophic crop
insurance replaces, the level of protection is known in advance
and “triggers*on an individual basis.

" .".’ The yleld guarantee:. The insirance guarantees 50%.ofthe - =~

producer’s average yield. If a producer has production records
for the most recent four or more years, the yield guarantee
will be 50% of the simple average yield for those years.

- Thus, if a producer’s four (or more) :
year corn yield average has been, say,
100 bushels per acre, the catastrophic
crop insurance policy will guarantee
coverage on 50 bushels,

If producers do not have production records, their yield guar-
antee will be based on their yields (for the years they have
records) and a percentage of a transitional yield for the years.
that records are unavailable.

Producers are strongly encouraged to
provide prdduction records. In most
cases, this will resultin a hrgher yield
guarantee.

Payment for losses. For each unit of production that the
yield of an insured crop is below the yield guarantee, the
indemnity payment will be 60% of the expected market price
established for that crop.

Producers responsibilities. These include:

~ USDA farm program vyield.

EXAMPLE , _
If a corn producer with a yield guarantee of 50 bushels per
acre is able to harvest only 30 bushels per acre and if the
expected market price established for corn is $2.50 a bushel,
the indemhity payment per acre will be calculated by multi-
plying the 20 bushel per acre loss by $1.50 (60% of $2.50).
The indemnity payment will thus be $30 per acre.

Cost of catasirophlc crop lnsurance. The only cost to the

producer is an annual processing fee of $50 per crop per ;
county up to $200 per county.In the case of limited resource .
producers, the processing fee may be waived. i

‘ Causes of loss covered. The catastrophic level of crop insur-" .
ance covers unavoidable causes of foss (eg drought, excéss R

moisture, flooding, hail, wind, fire, insects and disease).

Where to purchasef The catastrophic level of crop insturance |
can be purchased eather at the producers local USDA office

' orfrom an agent of a private crop insurance company. Local

USDA offices can provide a list of crop insurance agents.

Deadline to apply. The legislation is effective immediately.
Producers should consult their crop insurance agent or local
USDA office to determine the appropriate deadlines.

* Applying for insurance by no later than the
applicable deadline,

* Providing available production records for
calculation of yield guarantees, including any '

* Paying the processmg fee, unless waived.

* Filing an acreage report by the apAplicabIe date.
* Providing p‘rompt notification of losses. N
» Certifying the amount of loss and the cause of that loss.

* Reporting production following harvest. . !




NEW CROP INSURANCE ”lINKAGE”
REQUIREMENTS

REPEAL OF STATUTORY AUTHORITY FOR
FUTURE AD HOC DISASTER ASSISTANCE

[3

Benefits linked to crop insurance. Starting with 1995 crops, -

producers of all insurable crops {i.e, crops for which insurance
is available) who do not carry at least the catastrophic level of
insurance will not be eligible for price suppott or production
adjustment programs, certain Farmers Home Admimstranon

* “loans and thé Conservation Reserve Program. *

Crops that must be insured. Under the linkage require-
ments, a producer must carry at least the catastrophic level of
insurance on each crop that accounts for 10% or more of the

. total expected value of all crops grown by the producer.”

Thus, if a producer grows, for example, corn, soybeans, and
wheat {and each of these crops accounts for 10% or more of
total expected value) each of the crops must be insured,

In addition to removing laws authorizing disaster assistance
for certain commodities, the Federal Crop Insurance Reform
Act.of 1994 creates a parliamentary hurdle to the congres-
sional passage of future ad hoc disaster assistance programs.

L Ad hoc disaster assistance programs authorized in Tecent . !
" years havé involved “off butdgef” expenditures. As such, they |

have not been subject to any requirement that the expendi-
tures be offset by spending cuts elsewhere in the budget.

The 1994 Act combines Congressional spending for crop
insurance (désignated as on-budget) and ad hoc disaster
spending {previously off-budget} into a single on-budget

program, Thus, for ad hoc disaster to win approval in the ,
future, Congress would have to simultaneously make offset-
ting cuts in spending on other programs. ' '

!

In effect, money formerly used to fund disaster assistance is
now going to fund catastrophic crop insurance with the

" understanding that there will be no other assistance prowded

in the event of future crop disasters.

i
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POLICYHOLDERS CAN BUY“ADDITIONAI." INSURANCE PROTE(T ION

With today’s narrow profit margins in farming, many produc-

- ers want and can benefit from higher levels of coverage than
is provided at the catastrophic level. The additional protection
can be obtained by purchasing a Multiple Peril Ci’op Insurance

.. .policy that includes and adds to the coverage prov ded by the -
catastrophic level of irsurance. o
Catastrophic Muttiple Peril
Insurance Crop Insurance
Yield. - 50% of » upto75%of
Guarantee average yield - average yield
' Payment 60% of Up to 100%
for expected of expected
Losses market price market price’

Yield guarantee. Multiple Peril Crop Insurance policies for
1995 offer the choice of a 65% yield guarantee or a 75% yield
guarantee, The guarantee is a percentage of the producer’s
own individual yield average to the extent four or more years
of past production records are available. For any years that the

crop was produced but records are unavailable, a percentage

" of a transitional yield is substituted in computing the average
* farm yield.

Payment for Iosées. Policyholders can elect to be paid up to
1009% of the market price established by FCIC for each unit of
production their actual yield is less than their yield guarantee.

The combination of substantially higher yield
guarantees and price elections means that pro-
ducers can obtain significantly more protection,
in dollars and cents terms, than is brovided by
‘the basic catastrophic crop insurance policy.

~ EXAMPLE . o
Indemnity payment for total loss if a corn producer’s yield
average is 120 bushels and expected market price is $2.50

- With catastrophic With maximum (75%)
insurance only Coverage under a
Multiple Peril policy
- $90 per acre $225 per acre

An all-inclusive policy. Producers who purchase a Multiple ©

Peril policy with a 65% or 75% yield guarantee do not need
to buy a separate catastrophic crop.insurance policy.
Catastrophic coverage Is included in the Multiple Peril Policy.

on the level of protection selected and vary from crop to

crop and from county to county.

Premium rates also reflect the producer’s
yield experience. The higher the producer’s’
yield average, supported by records, the
lower the premium rate.

New Federal incentive#- make higher levels of coverage more
affordable for producers. :

Where to purchase. Coverage in excess of the catastrophic

~ level is generally only available through agents for private

crop insurance companies. Local USDA offices can prbvide '

- producers with a list of private insurance agents.

Deadline to purchase. The sales closing date for Multiple

- The'cost. ‘Premium rates for Multiple Péril policies deperd “*

P
[

Peril policies is prior to the normal planting date for the crop.

Producers should contact crop insurance agents or their.
USDA county office for sales closing dates for crops in
their area.




GROUP RISK PLAN: AN INSURANCE ALTERNATIVE FOR SOME PRODUCERS

Available in many but not all states and counties for barley, corn, cotton, forage, ‘ ;
grain sorghum, peanuts, soybeans and wheat. '

What Is Group Risk Plan (GRP)? It insurance that's based
on the county expected yleld rather than individual farm yields

A pohcyholder thus receives an indemnity payment whén — -

and only when — the county average yield is less than
guaranteed.

indemnity payments. When the county average yield is less
. than the yield guaranteed by the policy, the insurance pays

an indemnity based on the percent shortfall and the amount

of coverage selected.

It is important to emphasize that loss N
payments are based solely on the county
average yield. The policyholder’s own
yields are not considered either in
© computing the yield guarantee or in .
the determination of losses.

EXAMPLE

If the expected county yield for corn is, say, 100 bushels
and the Group Risk Plan policy guarantees 80% of the
expected county yield, policyholders will receive indemnity
payments only if the county average yield for the yearis
below 80 bushels per acre.

Linkage. A GRP policy qualifies producers to remain e(igible
for price support or production adjustment programs, certain
Farmers Home Administration loans and the Conservation
Reserve Program,

Where to Purchase. GRF policies generally are available only
" through private sector insurance agents. A list of local private
crop insurance agents is available at any local USDA office.

Advantages and disadvantages. Group Risk Plan irisuranté
is most likely to be appropriate for producers whose own -

yields tend to closely track the-county average yield. It could: © 1. -

also be attractive for a producer who {either because of past’

production experience or lack of records) is unable to obtain,

a comparable level of coverage under an individual msurance
policy. :

Other poésible advantages include;
* GRP policies are Federally subsidized.
*Very little paperwork is involved.

* There is no requirement to provide production records;
however, keeping records helps if, in the future, mduv:dual-
|zed insurance protecnon is desired. :

*There is no need to report current production

*There is no need to file a claim for paymenf. Indemnity pay-
ments are made automatically in any year that the county *
average yield is less than the yield guaranteed by the policy.

*The cost for a comparable level of coverage is likely to be
lower than under a conventional insurance policy. '

The principal dnsadvantage is that Group Risk Plan i msurance
does not provide individual farm protection. Regardless of theuc
own yields, policyholders will not recéive indemnity pay-
ments unless the county average yield i is below the yield guar-
antee stated in the policy.
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A NEW PROGRAM OF DISASTER ASSISTANCE FOR CROPS THAT ARE NOT YET INSU RABI.E

.

The Crop Insurance Reform Act of 1994 creates a new pro-

i gram for producers of most crops for which there is currently

no insurance program. |t is called the Noninsured Assistance
Program (NAP).

. Purpose NAP was. estabhshed to assure that most produc~ .
“ers of crops not yet irisurable will have protectuon agaihst =

_ crop catastrophes comparable to that previously provided
by ad hoc disaster assistance programs.

~ This is how it works:

‘.N?&P payments will be made to eligible pfoducers in any
year in which the average yield for the area is less than 65%
of normal. :

*if the area average yield is less than 65% of normal, produc-
~ers with an individual loss in average yield greater than SO%
will be eligible for NAP payments.

* Payments will be determined on an individual farm basis
and will be made for loss in yield greatef than 50% of nor-
mal farm production. Lost production wili be replaced at
60% of the crop's market price, as determined by FCIC.

~ *Inthe case ofa crop‘produced with significant harvesting

costs, the payment rate per unit (e.g., bushel or pound)
will depend on whether the crop has been (1) harvested,
(2) planted but not harvested, or (3) not yet planted.

* You must report your acreage and productaon hnstory to N
your tocal USDA offic ice. ' -

*|f the average yield for the area is below 65% of normal
(thereby making the area eligible for NAP assistance) pro-
 ducers experiencing.greater than 50% loss will need to

apply to their focal USDA office in order to receive payments.

Principal crops covered by the Noninsured Assistance
Program (i.e, crops for which there is not currently a crop
insurance programy):

Mushrooms

Honeydews

Celery Strawberries
Asparagus Cauliflower
Carrots Watermelons

Lettuce Hops
Pecans Peppermint
Pistachios Hay
Cantaloupes Spearmint
Sweet potatoes Pineapple

- Broccoli Millet.
NurSery in-ground Squash

Sweet cherries




PROGRAM FAIRNESS—-EVERYON E'S CONCERN
EVERYONE'S RESPONSIBILITY

*

ldéntifying those few individuals intent upon abusing the crop insurance program will

conserve tax dollars and increase farmer confidence in the p‘rogram.vSo, the Federal Crop |
Insurance Reform Act of 1994 contains several new provisions that will give producers and ;
£CIC additional means to curb program abuse. ;

. Loss of benefits. Penalties are- requxred for méuvnduats whe knowmgiy adopt a scheme e
" to obtain benefits to which they are not enutled B E

. *Tracking of performance. Requirements that producérs provide social security numbers'
so that individual performances can be analyzed and remedied. Agents and loss adjusters |
will also be tracked through a numbering system, . S : o

*Training. FCIC,in conjunction with insurance industry experts, will develop a comprehen-
sive training program to instruct our delivery partners on how to identify program abuse.

* Increased reporting. Producers must report acres and yields not only for insurable crops%
but also in order to be eligible for the Noninsured Assistance Program (NAP). '

*Dual loss “triggers”. Payments under the NAP program will only *trigger”when an area |
loss threshold of 35% per crop and an individual.loss of greater than 50% per crop have |
been established. Thus, benefits will only be prowded to producers in-areas sufferinga -
catastrophic crop loss.

In concert with the legislated initiatives, FCIC is implementing the following:

* Cross Compliance. Crop insurance is now an integral part of most “farm programs” ‘
FCIC will increasingly coordinate oversrght efforts with people and information from other
USDA programs and the private sector.

* Tougher Regulations. Under recently developed rules FCIC will suspend and debar agents
and loss adjusters.who do not provide professional service to producers. ‘

* A toll free “Hotline” An anonymous and effective means of adentnfymg suspected abuse
The toll free number is 1-800-424-9121, : : !

"...itis absolutely critical that the crop insurance reforms

pass so that the same kinds of abuses never happen again.” '
. Senate Agriculture Committee Chairman Patrick J. Leahy :

commenting on abuse of the disaster payments program.




INSURABLE CROPS BY STATE
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*Insurance may not be available for the crop in all counties within the state,



INFORMATION (ONTCT 5 FOR FARM EDITORS AND BROCASTERS

Fedenal
Giep
Insurance

Corporation

p— . :
Federal Crop Insurance Corporation has 10 Regional Service Offices. The Directors of these offices can be contacted by editors

and broadcasters wanting additional and specific information about crop insurance programs for 1995,

OFFICE
Billings, MT

.‘Robert J.Prchal - .- - .- -

Director

Jackson, MS |
Vacant

" Oklahoma City, OK
Ronald L. Berryhill
Director

Raleigh, NC
Larry Atkinson

Sacramento, CA
William Murphy
Director

St. Paul, MN
William Archer
Director

~ Spokane, WA
Dan Shelden
Director

Spfingﬂeld, IL
Catherine Hartman
Director

Topeka, KS
Clarence Manning
Director

Valdosta, GA
Robert Volimert
Director

STATES

MTWY,SDND
KY,TN, AK, MS, LA

. OKTX,NM

NC, VA, WV, MD, DE,
NJ, PA,NY, CT,NH,
VT, ME,MA,RI

CA NV, AZ, UT, HI

MN, WL IA

WA, OR,ID,AK

L IN, OH, MI

KS,NE,CO,MO-

SC.GA AL FL

ADDRESS
2110 Overland Ave,

S Suite 106 .L .t C oo
Billings, MT 59102

100 W. Capitol
Room 318 ,
Jackson, MS 39269

205 NW 63rd St.
Suite 170
Oklahoma City, OK 731

4407 Bland Road -
Suite 160

Raleigh, NC 27609
1303 ") Street

Suite 450

Sacramento, CA 95814

" 910 Minnesota

World Trade Centeér
30 E. 7th Street
St.Paul, MN 55101

N. 112 University Road
Suite 205
Spokane, WA 99206

2305 W.Monroe Street
Suite 3 S
Springfleld, IL 62704

3401 SW Van Buren
Topeka, KS 66611 ,

106 S. Patterson Streét
Suite 250
Valdosta, GA 31601

FAX

FAX

FAX

FAX

FAX

FAX

FAX

FAX

FAX

FAX

PHONE

(406) 657-6447

{(601) 965-4771

(601) 965-4517

(405) 879-2700
(405) 879-2741

(919) 790-2749
(919) 790-2999

(916) 498-5275
(916) 498-5279

(612) 290-3304

(612) 250-4139

(509) 353-2147
(509) 353-3149

{217) 492-4186

(217) 492-4075

(913) 266-0248
{913) 266-2487

(912) 242-3044

{912) 244-6103.

'(406) 657-6573". " -

For information, interviews and other assistance, editors and broadcasters should contact:

Paula Thomasson, Director of Public Affairs
_ USDA/Federal Crop Insurance Corporation

14th and Independence Avenue SW,Washington, DC 20250

Phone: (202) 254-8494 FAX (202) 254-8365

10




| PRIVATE REINSURED COMPANIES
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Alliance Insurance Company
(North Central Crop Insurance}
1825 N.Clairmont Ave,

Eau Claire, Wl 54703

(800) 826-7090

* Cigna Property & Casualty Insurance Co. - -
" {Rain & Hail Insurance Service, Inc)

1501 50th St., Suite 200

West Des Moines, 1A 50266

(800) 776-4045

v Continental Insurance Company
- 7400 College Blvd,, Suite 401

Overland Park, KS 66210

(800) 999-1381

Cotton States Mutual Insurance Company
244 Perirmeter Center Parkway, NE

Atlanta, GA 30346

(800) 457-1662

Country Mutual Insurance Company
1701 Towanda Ave.

Bloomington, IL 61702

(309) 557-2111

Dawson Hail Insurance Company
721 1st Ave.North .
Fargo, ND 58107

(800) 437-4680

Farm Bureau Mutual Insurance Company
5400 University Ave.

West Des Moines, I1A 50265

(515) 225-5515

Farm Bureau Insurance Co. of Nebraska
5525 South 16th ‘

Lincoln, NE 68501

(402) 421-4423

Farmers Alliance Insurance Company
- (Blakely Crop Hail Insurance Company)

Commerce Bank Bldg., Downtown

100 E. 9th St., 3rd Floor

Topeka, KS 66601

(800) 336-4359

Great Amencan Insurance Company
7015 College Bhvd.

"~ Overland Park, KS 66210

(800) 255-5012

ITT Hartford Insurance Group
1125:5:103rd St.;

" Omaha,NE 68103

{800) 255-1815 .

IGF Insurance Company
2882 106th St.- :
Des Moines, 1A 50322
(800) 274-2766

Nodak Mutual Insurance Company
1101 1st Ave.North

Fargo, ND 58108

{800) 367-9664

North Carolina Farm Bureau
PO.Box 27427

Raleigh, NC 27611

(919) 782-1705

Producers Lioyds lnsurance Company
PO.Box 229

- Amarillo, TX 79105

{800) 366-2767 .

Redland Insurance Company
535 West Broadway ’
Council Bluffs, {A 51503

{800) 999-7475

Rural Community Insurance Company
3501 Thurston Ave.

Anoka, MN 55303

(800) 510-2767

PAFCO General Insurance Company
4720 Kingsway Dr.

Indianapolis, IN 46205

{800) 274- 2?66

Plains Insurance Company
Insurance Building

101 North Main St.
Cimarron, KS 67835

{800) 388-3401
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- NEW CATASTROPHIC CROP INSURANCE PLAN REPLACES DISASTER ASSISTANCE

Legislation recently enacted by Congress fundamentally reforms the way govermnment helps
to provide producers with financial protection against the risk of major crop disasters. The.
Federal Crop Insurance Reform Act of 1994 replaces the uncertainty of emergency disaster
assistance programs with the predictability of \cr"op insurance coveragé.

Starting now, producers will be reguired to sign=up for the insurance in order to be eligible
for price support or production adjustment programs, certain Farmers Home Administration

. loans and the Conservatson Reserve Program

The oniy cost for catastrophlc crop insurance coverage is an annual processing fee of SSO
per crop, per county. In the case of limited résource producers, the fee may be waived.

USDA officials who worked with Congress, farm organizations and the insurance industry
in devetoping the catastrophic crop insurance program point out that while payments for:
losses are usually comparable to those previously provided by disaster assistance programs,

- the new program provides producers and fural communities with substantially more

financial security. :

For one thing, there's individual coverage. in the past, Washington has generally provided ;
disaster assistance payments only.in response to widespread |osses. With catastrophic insur-
ance, producers experiencing major crop damage due to drought; flood, hail or other natural -
disasters are assured of indemnity payments regardless of how many, if any, other producers

* in their area have suffered losses. Another advantage is that the dollar amount of protectuon

is known in advance.

What it adds up to is tha_t, for the first time, producers are now fully in charge of making their
own risk management decisions. They can elect to farm without insurance (in which case, ds
pointed out, they become ineligible for price support or production adjustment programs,
certain Farmers Home Administration loans and the Conservation Reserve Program), or they
can carry catastrophic coverage at a nominal cost, or they may purchase optional higher
levels of coverage by paying an édditional prermium. :

How catastrophic
insurance works.

The starting point is the determination of a past )}ietd average for each crop that a piroduce:r
grows. Called an Actual Production History (APH) yield, this is based on the producer’s own !
yield records for the four or more most recent crop years. For any years that records aren’t
available, a transitional yield is used. Producers with four or more years of records are likely to
have a higher APH y:eld average than those with fewer years of records.

Catastrophtc crop insurance coverage provndes a 50% yield guarantee. Thus, if a corn producer
has a 120 bushel per acre APH yield average, the policy would guarantee a yield of 60 - ‘}
bushels. Payments are made for each bushel of the yield that is less than the guarantee. :

For each bushel of loss, the indemnity payment under catastrophic coverage is 60% of the
expected market price established by FCIC for the crop. ‘
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Linkage to other The new law requires that producers of insurable crops must sign up for catastrophic crop

. farm programs. insurance, beginning now, in order to be eligible for other farm program benefits, including

- price support or production adjustment programs, certain Farmers Home Administration
loans and the Conservation Reserve Program.

Officials emphasize that the insurance must be carried on every insurable crop that accounts
for 10% or more of the total expected value of all crops grown by the producer.

© - . :_ .. Producers should contact theirfocal USDA offi ce-or a crop msurance agent for speaﬁc
- " information about deadlines for applying for catastmphlc coverage.

Increased protedibn —_— By paying a subsidized premium, producers can abtain significantly more multiple peril crop

more options. . Insurance protection. Policies can be purchased that provide a yield guarantee of 65% or -
.75% of the farm’s APH average yield and that pay up to 100% of the market price for losses.
This additional protection can give producers the confidence to market crops more aggres- .
sively and realize better prices with reduced risk. These policies are generally available only
through private-sector insurance agents.

A different type of multi-peril crop insurance policy called Group Risk Plan (GRP) insurance
is being offered in some but not yet all areas to producers who produce barley, corn, cotton,
forage, grain sorghum, peanuts, soybeans and wheat.

GRP insurance policies differ from other crop insurance policies in that yield guarantees and.
loss payments are based on the expected county yield rather than individual farm yields. An
indemnity is paid in any year in which the county average yield is less than guaranteed, with
out regard to policyholders’individual crop yields for the year.

i

The insurance — which involves virtually no paperwork and has no recordkeeping or
production reporting requirements — could be attractive for producers whose own yields :
tend to closely track the county average yield. Having a GRP policy qualifies the producerto
remain eligible for price support or production adjustment programs, certain Farmers Home
Administration loans and the Conservation Reserve Program.

Noninsured Assistance Program  Producers growing most crops that are not yet insurable will be able to secure a level of cat-

(NAP). _ astrophic coverage that is similar to that provided under the catastrophic insurance plan.To
be eligible for NAP payments on their individual losses, their surrounding area has to suffer a
35% or greater yield loss per crop. Additionally, the individual producer must have a crop loss
in excess of 50%. If both conditions are met, baymént will be made for losses in excess of
50% at 60% of the average market price. While reporting of acres and yields is fequ:red cover-
age would be available to producers at no cost.

Where and when o Because the law is effective immediately, producers should actively seek information. They

to get insurance. should consult their crop insurance agent or local USDA office for the appropriate deadlines.
for insurable crops, Local USDA offrces can provide a list of crop msurance agents serving
their area.




Dct« '94 17:3& ' FRDM 78384‘?318‘7 ‘ | P. 9’;

United Stoess  Office of News Distribution ;:
Department of Canmkam Room 506-A

Ralean No. 0760. 9&

Pa.ula Thom“on (202) 254- 93&1& o
Tom Anom:roo (202) 720-4623

CLINTON ADMINISTRATION WINS APPROVAL OF msm REPORM OF FEDEBAL CROP R
IRSMO! ‘ :

. WASHINGTON, Oct. § -- Agrieulturo Saetecary Mike Espy scoted a major ;
legislative victory last night when the Senate passed legislation overhauling
the way the Department of Agriculture responds when crop disasters strike
America’'s farmers and ranchers. The House passed an identical bill on Oct. 3.
Both actions pave the ‘uy for President Clinton’s signacture. :

i+ ' sList'year, vhen President Clinton and I witnessed the devastation that
Midwest floods and Southeast droughts caused to tens of thousands of farm
families, we recognized the need to provide a crop insurance program that
worked -- we now have one,” sald Espy. "Farmers must be assured that adequate,
affordable and effective crop insurance is as gua:anmd as the next disaster.
That pton:lcu has been kept.*

As a result of the legislation, crop inuurmce will become an integral.
part of most USDA farm programs. - Most notably, farmers must buy crop
insurance to be eligible for othar farm bensfits, 1nc1uding commodity price
support and cattain FoHA loans. :

*Uhen I sent the bill to Congress, 1 knew we faced many obstaclea, most
of them budgetary,” said Espy. “Fortunately, Congress quickly united behind
the Administration’s resolve to provide producers a superior crop insurance
program at a cost significantly less than providing both crop insgurance and
disaster assistance. Congress' determination to reallocate funds and ravamp
the crop insurance program showed their great commitment to providing farmers
an affordable means to manage production risk.” v ¢

Despite an annual crop insurance price-tag approaching $900 million, the -
federal government also provided agd hog disaster relief payments to farmers ..
for the last eight years. Thess off-budget crop disaster programs have cost
taxpayers an average $1 billion per year over the last decade; and mora than
§1.5 billion per year over the last six years. Predictably, the availabilicy
of free assistance undercut participation im a voluntary crop insurance
program. This crop insurance reform package will eave an estimated §151
pillion over a five-year petiod .

In ordex to cut costs while making the program more attractive to !
farmers, the zeform act repeals current legal authozities for ad hoc disaster
relief. In 1its place, farmers will be able to purchase a “"catastrophic” level

-of insurance coverage for a processing fee of §50 pexr crop per county.

1
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cdias:ropm1c‘covéraga will protect against yleld losses greater than 50

percenc‘at a payment rate of 60 percent of the expected market price, a level
' comparable to disaster relief programs in recent years. Furthermore, farmers

may purchase additional - insurance coverage providing higher yield or price
protection levels. To make the higher levels of insurance more affordable,
the bill provides new incentivos to encourage 9articipacion at higher

coverage 1evels.

. Farmers growing crops :hat are not currently insurable will be eligible
for disaster benefits similar to those provided under the catastrophie
fnsurance plan. To be eligible, the area has to suffer more than a 35 '
percent yield loss pex crop. Once this “trigger® is met, farmers:wvwill be paid
for their crop losses in excess of 50 percent at 60 percent of the average:

- market price. While reporting of acres and yields is required for these

banefits. coveraga ls provided at no cost.

P.18.
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Key Facts

The Federal Crop Insurance Reform Act of 1994 combines crop insurance and disaster
assistance into one program. .

.. For msurable crops, the law vnrtually ehmtnates the possublhty cf future dlsaster assnstance. _

The major dafference between catastrophlc coverage and dlsaster rehef is that mdwtdual

. crop losses can now “trigger” a payment. Assistance will no longer be dependent on

multiple state disasters, or the uncertainty of the political process. The uncertainty of -
emergency dzsaster assistance has been rep!aced wnth the gredtctablllty of crop tnsurance'
coverage. ' '

New incentives reduce the cost of higher levels of insurance. Coverage in excess of the'
catastrophlc level is generally only available through private sector crop insurance agents

Farmers may choose to sign-up for catastrophic i msurance coverage through a Iocal USDA
office or a pnvate sector crop insurance agent. '

Stay Eligible for-
USDA Benefits

FARMERS MUST SIGN-UP for at least the catastrophic level of crop insuranci'e
coverage to be eligible for USDA farm programs including commodity price:
support, the Conservation Reserve Program, and certain FmHA loans. Sigh-up
with your local crop insurarice agent or USDA county office PRIORTO THE ;
APPLICABLE SALES CLOSING DATE

" Non-insured Assistance
Program (NAP)

If you grow non—insured crops, you may be eligible for benefits that are comparable to'f ‘
those provided under the catastrophic insurance plan. In order to qualify, you must repﬁort
acres and yields to your local USDA office. Furthermore, area losses for the crop must
exceed 35 percent and individual crop losses must exceed 50 percent of the expected
yield in.order to trigger a payment. ‘

Seek Information

“ The law takes effect immediately. Producers should contact their crop insura nce agent or

local USDA office for program details. -

Certain crops will have an extended sign-up deadltne only for catastrophic coverage. |

' Addmonal coverage is available up to each crops sales closing date.

The United States Department of Agricufture (USDA) prohibits discrimination in its progroms on the basis af race, color, national origin, sex, religion, age, :
disability, political beliefs and marital or familial status. (Not all prohibited bases apply to all programs.) Persons with disabilities who require altemative means

" for communication of program information (Braille, large print, audio tape, etr.} should contact the ISDA Office of Communications at {202) 720-588) {vmce) or

{202) 720-7808 (TDD).

Tofile a complaint, write the Secrétary of Agriculture, US. Department of Agn:ulwfe, Washington, DC, 20250, o call {202) 720-7327 ( vam) or (202)690- 3 518
{TDD). USDA s an equiaf employment apportunity employer,




