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"I strongly recommend 
you consider buying 
.higher le:vels of 

. " coverage.,.• 

-'Dan Glickl11an, 
Secretary,ofAgriculture 
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• Multiple Peril Crop 
Insurance (MPCI) 

eNoninsured Crop Disaster , 
Assistance Program (NAP) 

.. 

-\ 
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e Are"a crop loss must exceed 35% AND· 

• Individual crop losses must exceed SO percent ofthe expe~ed yield 
" . " 

o . Payments are made at @60% expected marketprice 

•. Acres and Yields must be annually reported to FSA 

· Contact local FSA office for acreage reporting 
"", 

deadlines 

" 

0, 
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• 	(overage Levels (except forage) ~ 70,75,80,85,and 90 percent of expected 
county yield 

. • 	DoHar amount of protection up 150 percent of expected county revenue 
(for insured crop) 

• 	Indemnities paid only when NASS county average yield is below selected 
trigger yield 

e Fulfills insurance "linkagell requirements 

.' 

.

T· 
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GRP might be your choice IF: 

o Your yields follow county yields· 
, .' 

• You don't want to provide production records 

o The cost of insuring your crops with APH exceeds perceived risks 

Sc 


• 
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.,. ~ The basis of your Protection 
. A 4~10 year average of your self·certified yields 

",lo 

" 'to 

Consisting of: 

-Actual yields 

•Transitional e/T'1 or Determined ("0'1 yields 

~ . 

. /, 

. f. 
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• 	No records, 65% of"T"Yield (Initially) 

• 	 4 to 10 years of records, simple average 

• 	Less than 4years, use liT" or "0" Yields factored for missiil'g 
year~ of production 

T. 

" 
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· , , 

No production history averaged with 4years at 65% o("T" or "0" Yield, 

1year of production his~ory averaged with 3years at 80% "T" or "0" Yield 

11'2 years of production history averaged with 2 years at90% "T" or "0;' Yield 

V 3 years of production history averaged with 1 year at 100%"T" or "0" Yield 

, 
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Assume: 
• $3 Expected Market Price • No yields reported' 

. " 90 bushels liT" yield • 100bushelsftirmprogrllmyield 

ClIlculate: 
IIT"Yield = 90 bushels 

CAT Price Election = $1.80 (60% x $3) .' " 
65% ofllT"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) 

,-;. 

'.w. 77.55% of Farm Program Yield Proteded .' 
($52.65 CAT coverage + $300 expeded crop value) 

. ; 

'" -7 

'i~ 

T. 

11 



..... 


Assume: 
• 110 bushels APH yield • 100 busheisfatmptDgl'tIIIIyield 

,/'..

• '$3 Expected Market Price 

Calculate: 
CAT Price Election '= $1.80 (60% x $3) 

APH Yield. = 10 bushels 
CAT Yield Guarantee = 55 bushels (50% of 110 bushels) 

Per acre CAT protection = $99.00 (55 bushels x $1.80) 

",

* 
33% ofFarm Program Yield Proteded 


, ($99.00 + $300 e~pected crop value) 
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:,.-~~·sed 88% 
additional <ost! 

~,; 

($99.00 coverage per acre with yields + $52.~5 coverage per acre without yields) 

. 12a 
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'" . 

. ,Continuous crop years for which you have records 
. e elevator or warehouse receipts 
• farm management records 
• settlement sheets 
• ccc loan documents 

Apercentage,ofprodudion records are reviewed annually. 
, 


You must.have records to suppfJri the amount ofprodudion your certify. 


'13 
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'\'" 

.• Elect coverage by Optional Units 
. " 

, ,• Protect up to 75/100 

Q Spedalized covera'ge 
'It hail/fire exclusion 

co replant payments (for certain crops) 
. ,," 

o options, options, options 

.' 
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B~ildinga III 

~Rlsk~M~a'n~aogem-ent-Pla-n ;~=~ 
--------~--------------------~(~ 

~ What is my variable cost of producing the aop? 

. ~ What is the minimum cash flow 111 need in a bad year? 

.~ What collateral willi need for operating loans? 

.. ~ What willi need to pay offthe loan? 

~ How much equity willi need to hold in cash reserves if Idon't buy crop insurance? 

~ What percentage of my crop do Iwant to sell at higher pre-harvest prices? 

See an agent! 

-, 

16 
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Risk Bearing AbilityofThree Farmers .' 

Item Oscar Owner Sam Sharerent ...... Bob Buyer 
.. ,

Total Assets .$500l 000 $100,000 $5.00,000 
liabilities -50l 000 -50,000 -350,000 
Net Worth $450,0000 $50,000 $150,000 

Debt!Asset Ratio .10 .50 .70 

Cash Reguirements $73,000 $54,000 $112,000 
. Ex~ected Gross· $120,000 $60,000 $120,000 

Cash Reguired/ 
Expected Gross 60.8% 90.0% . 93.9%' 

20 



,i 

~ Whatis my variable cost of producing the crop? 

.~ What is theminimum cash flow I'll need in a bad year? 

.~ What collateral will Ineed for operating loans? 

.~.What willi need to payoffthe loan? 

~ Howmuch equity willi need to hold in cash reservesif Idon't buy crop insurance? 

~ What percentage of my aop do Iwant to sell at high~r pre-harvest prices? 

See an agent! 
21 



Basic Units 
Example 

'.
Owns Rents60% : 

100% Share 
 Crop Share : 

CD from R. Clark : ,13' ' ~ ,
....•..••••.....) .............. . 
~••••••••• r•••••••••••••• ~ • ················c··!·············Rents60% •Cash Rents : Rents 60% · 

Crop Share 
from R. Clark 

,100% Share : Crop Share
(D @J.Reed 

@ 
· Rents 60% Cash Rents · · · Crop Share • 100% Share · 

from R. Clark : (!) 
.' 

. ~..•.•.....•••••• .......•.•..... ®..........L............. ~ •••••.•.••••••••«•••••••••••••••• .·.. 
 · · ' '.· · . · ··.. · 
· 
· 
· 
· 
· 
· 
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Optional Owns 
100% ShareUnits 

.Example ® 
......•........ -:............... . 


Cash Rents : Rents 60% . 
100% Share : Crop Share 

® @~r~d 

....•••.........,............... . 


Rents60% • 

Crop Share : 


R.Clark : . 
 · · · ·3@ .; . . ....•••••........ •••••.......... 
· ~ .. ··········~I···············~Rents 60% · · Crop Share · · · from R. Cia rk : · · ·@ ~. 
Cash Rents. 


Crop Share •. 

Rents 60% 

100% Share 

from R. Clark: . 
 Ci)®. ~ .. 

.......•••.••...) ...........•...
.. ...........:................, 


· ~ · 
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• Sales Closing ~Cancellati~n 

~ Final Planting· • Production'.Reporting 

IIAcreage Reporting ~Val~ntine's Day· 

!I End of Insurance Period IIDebt Termination 

Gj Payment Due IINotice of qrop Damage Filing 
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'Cooperative effort by: 
u.s. Department of Agriculture 

Cooperative State Research, Education, and Extension 'Service 
Farm Service Agency 

Texas Agricultural Extension Service, Texas A&M University· 
Kenneth W. Stokes, Professor and Extension Economist' 
Crystal England, Extension Program Assistant 

The United States Department of Agriculture (USDA)prohibits discrimination in its programs on the basis of race, color, nationai'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 communication of program information 
(Braille,large print, audiotape, etc.) shol!ld 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 (voice) or (202) 720-1127 (TOO). USDA is an 
equal employment opportunity employer. •. ' . 

27 



Risk Management-Public Awareness 1996 Report to Congress 1-44 



United States 
Department ofPromotional Materials Agriculture 

Risk 
Management 
Agency 

Public Awareness 1996 Report to Congress 

••• 11111 

IExhibit 4 

"Raising the Safety Net" ( Information Piece) 

• Risk Management-Public Awareness 1996 Report to Congress 1.:.45 



Putting Farmers In Control 
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Raising the 

Safety Net. 

AlterB1atives to (atastlrophic (overage 
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Obtaining either ARH or 

GRP coverage satisfies 

the linkage requirement 
for participation in many 

USDA farm programs. 

Raising the Safety Net: 
,Alternatives to Catastrophic Coverage 

-

INTRODualON 
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 growing area. Contact an insurance agent to . 
discuss availability. 

To begin formulating your risk management plan, ask yourself these basic 

questi<ms:, ". ' 


• What is my variable cost of producing the crop? 

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

• What collateral willi need for operating loans? 

., What will ,I need to pay off the loan? . . 

• How much equity willi need to hold in cash reserves if I don't buy crop insurance? 

• What percentage of my crop do I want to sell at higher pre-harvest prices. 


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

Federal Insurance Products 
Federal crop insurance products are determined byfed eraI law. 'These products are 
.often referred to as Multiple Peril Crop Insurance (MPCI) and are administered by the 
United States Department of Agriculture's (USDA) Farm Service Agency (FSA). MPCI 
consists of two insurance plans, the Actual Production History plan (APH) and the 
Group Risk Plan (GRP), Obtaining either APH;or GRP coverage satisfies the linkage re
quirement for participation in 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 fede~al 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 Catastrophi< Coverage 



'c0vwage levels we nqw .. ' 
50,55, 60, 65, 70, and 
75 percent ofactual 
production history. 

THE ACTUAL PRODUCTION HISTORY PLAN 
The APH plan of MPClis available for most economically significant agricultural crops 
grown in the U.SThis plan provides protection for low yield and quality losses resu.lting 

. from adverse weather and other uncontrollable production risks. Adverse weather in- : 
eludes hail,fiood,drought,wind,and other weather events. Protection is also provided 
for uncontrollable production losses resulting from insects,and diseases,and other perils. 
Losses are measured by the amount ofyield shortfall below the unit yield guarantee. In
demnities (loss payments) are calculated by multiplying the amount of yield shortfall by 

. the crpp p,rice election selE;ctecj when the policy is purchased... 
•. '. ". ! • • . ; - . 

• Catastrophic Risk Protection -"CAT" 

CAT is the minimum amount of coverage available underthe APH plan-50 per-. 
cent yield'and 60 percent of the Farm Servi.ce 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 percounty or $600 for 

· a single producer in all counties.. 

• Additional Coverage -"Buy-Up" 

Buy-up refers to the coverage choices greater than CAT-50 percent yield guaran
tee and 60 percent price election. The additional coverage provides a range of 
yield guarantees up to 75 percent and 1OO'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 which 
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 commodity 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 (overage 2 
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pptional units~re.only 
available with additional 
(overage. 

-

Unit Definition 

• Unit definition is a grouping of acreage with similar ownership and location char-: 
acteristics within an entire farm. The insured unit is the basis on which the yield , 
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 into smaller acreage called optional units, under certain condi
tions. : 

.• Iftheinsu'red maintains separatecrecordsof planted acreage and harvested prci~ , 
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 Rercent. 

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 production for each pro
posed unit of the insured crop for a crop year. 

Method 1 
Assuming four or more years ofactual records 
Simply average the actual yields for the unit using records prOVided by the insured. , 
The yield guarantee for each unit is recalculated annually using the additional year's 
records in the average yield calculations. Annual yield records will be retained to 
recalculate the guarantee for ten years, 

Method 2 ' 
Assuming fewer than four years ofactualrecords 

, Calculate the yield guarantee using the years of actual records and the appropriate 
T'or"O"yield. The 'Tand "O"yields are proxy yields established by FSA If actual 
yields are not reported for each of the initial 4 years, then the insured's yield guaran; 
tee is calculated by averaging: 

• No production history (initially) with 4 years at 65 percent ofT' or"D"yield 

• 1year of production history with 3 years at 80 percent ofTor "O"yield 

- 2 years of production history with 2 years at 90 percent ofT'or "O"yield ' 

-3 years of production history with 1 year at 100 percent ofT'or"O"yield 

Raising the Safety Net: Alternatives to Catastrophic Coverage 	 ,3 



-
For example, consider a winter wheat producer who has only one year of actual' 
production records that averaged 35 busheis per acre for the unit. The producer's 
yield guarantee would be calculated as the ~verage of 35 bushels and three years. 
at 80 percent of the "T"yield. If the 'Tyield 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 producer had 
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 optional units if desired. 

Table 1. Crop Insurance Reform: Coverages Subsidies and Processing 
FeesforAPH 

Actual Production History (APH) I 

. Level Price Election Subsidy Fee 

50% 
60% (CAT) All Administrative , 
100% Umited Administrative 

55% 91 to 100% Umited Administrative 

60% 84 to 100% Umited Administrative 

65% 
77to<100% Limited Administrative 

i 

100% Full .Additional 

70% 
72to<93% Limited Administrative 

93 to 100% Full; Administrative 

75% 
'67to<87% Limited Administrative : 

87 to 100% . Full' Additional 

Shaded entries represent Additional Coverage choices with Limited Subsidy (Subsidy 0:: Premium for : 
50/60 APH coverage). Other choices,except CAT, repres~nt 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 Catastrophic (overage 4 
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.Expected countyyields 
.are established by FSA 

from over 30years of 

NASS countyyields, 
adjusted for yield trend5 

caused by new· 
. technology, improved 

farmingpractices, and 
other factors affecting 
yield 

-

THE GROUP RISK PLAN 
The Group Risk Plan (GRP) is a departure fromtraditional approaches to crop 

insurance because it uses an index-the expected county yield-as the basis ~or 


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. 


GRP is not a product for every producer. It is an alternative to the individual farm 
, leyel coverage provided by APH, with less papervyork'and in SQme counties, less co~t. 
, The oniy paperwork required from th'e insLm?d is an acreage ~eport due sho~tly after' 

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

.producers whq: 


• can not or do not want to furnish individual yield records to establish APH guarantees 

~ have individu?ll 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 ofall insurable acreage ofthe 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 ofGRP cover
age is limited because the program requires along 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 for all 
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 39 
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 isany 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 ~or 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 ofthe maximum dollar amount ofprotection 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 age.nt . 

Raising the Safety Net: Alternatives to Catastrophic (overage 	 s 
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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 cal~ulat~ 

. 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 qetermining the percentage shortfall is the trigger yield, 
minus the county yield, divided by the trigger yield. 

• Indemnity payments are made about six r:nonths after harvest of the crop when 
the countyyield'is below thidrigg'er yield,' f'SA releases the' county yield 'after the, .' 
NASS estimated county yield is received and adjusted by FSAto the same basis as. 
the GRP offer. 

Table 2. Crop Insurance for GRP 

Group Risk Plan (GRP) 

Level Dollar Protection Subsidy Fee 

...... No CAT Coverage'" ... 

70% 60t0100% Limited Administrative 

75% .60to 100% Limited. Administrative 

80% 
60to<95% Limited Administrative 

Additional'95% to 100% Full 

85% 
60to<90% Limited Administrative 

Additional90 to 100% Full 

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 fo( 
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 pe'r crop, 

Raising the Safety Net: Altematives to catastrophic (overage 6 
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There are two basic 

classes ofsupplemental 
policies-one provides 
coverage for production 
while the other provides 
coverage for price. 

-

POLICY OPTIONS: CUSTOMIZING YOUR COVERAGE 
Private initiative products consist of insurance poliCies that are developed and fi
nanced by the private insurance industry. There are two main classes of privat~ ini-. 
tiative crop insurance products, MPCI Supplementals, and Crop-Hail. Recently, a thir9 
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 Supp.lemental Coverage . ." . 
• :The' ~edera(Crop I~~ur~'n~e-Act autho/izes'FC]cto allow private insu~anc~ comp,V 

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

. MPCI policy feature to enhance;although many possess similar features. . . 
• 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 coverage.s should con) 
tact their crop insurance agent about availability, since supplemental policies are 
not available for allcrops and growing regions of the country. 

• There are two basic classes of supplemental policies-one provides coverage for· 
production while the other provides 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 guarantee '. 
and your APH average yield) when severe losses occur (Disappearing Deductible);, 
.the other offers a lower deductible for specific penis (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 trig
gered (trigger point) and the Increasing Payment (lP) faCtor, 
The trigger point specifies the amount of APH loss needed before the supple
mental policy begins payment. Disappearing deductible policies generally hav~ 
one of two beginning trigger points. One coincides with the APH deductible : 
(25,35, or 50 percent loss) and begins payment when the APH deductible is ex-: 
ceeded The other begins only after large losses, generally after a65 percent loss. 
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• The Increasing Payment factor is the rate of loss payment for the supplemental. 

The amount of thelP factor causes the supplemental to pay a total loss when. 
the APH is a total loss. To figure the am.ount 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 APHyield times the selected price .election when the.APHunit isa total 
los~ (see Fig ~rel). - .'. .' .... ". . .': ..' ... 

Figure 1. Example of Disappearing Deductible 

Disappearing deductible 
Dollars 
240 

Total payment· 

220 

200 

180 

160 . 

140 i

::: ~. . 

60 L...-Loss example 

1060 50 40 30: 20 
Bushel protection 
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Example: 

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. TheAPH unit guarantee is 3750 
bushels (100 bushel APH x 75 percent coverage level x 50 acres) and the total pro

,tection i$ .$8625(3750 b~sh~lgl!arant~e x $2.3.Dprice election). 
-' , 

, SupplementalCoverage: The supplemental coverag~ selected has a loss inception: 
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 
supplementalcoverage is $2875 (100 bushel APH x 25 percent x 50 acres x $2.30 

" price election). 	 '" 

Loss Example: Assume that the unit produced 2500 bushels (50 bushels per acre). : 
APHloss payment is $2875 (3750 APH bushel guarantee 2500 harvested bushels 
x $2.30 price election). The supplemental payment is $957 (APH payment of 
$2875 x the IP factor of .333). The total payment is $3832 ($2875 APH + $957 
Supplemental). ' 

Companion 

• 	This class of supplementals is designed as a 'companion to the APH policy arid 
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. ' 
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While the price 
:supplemental increases 
the price election for the 
insured crop, it does not 
pay until the crop loss 
exceeds-the APH . 
deductible... 

Example: 

APH Coverage: The APH protection for the unit is $8625 (3750 bushel guarantee x' 
$2.30 price election). 

Supplemental Coverage: A companion hail policy is purchased in the amount of 
$2,875 ($11,500 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
torof4.0. 

Loss Example: Ten acres of the 50 acre unit is appraised at 10 percent damage. The 
l)ayaQle; loss.i.s 20· percent (10 percent·appraised damage percent ded\:lctible X . 

. 4.0 IP 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 nothing because the damage did not ex
ceed the APH deductible. 

Price Supplementais 

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 ofTrade 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 budg~t 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,or 75 
percent coverage level. The producer must elect the highest available FSA price 
election for the crop insured. In the event ofa total crop loss, the APH and price 
election supplemental provides coverage up to the APH yield times the sum of the 
highestFSA price election and the price supplemental coverage. While the price 
supplemental increases the price election for the insured crop, it does not pay until. 
the crop loss exceeds the APH deductible-1 00 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 su pplementals will not exceed the APH yield for theu nit, 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. 
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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 
amownt of loss for these supplementals is calculated by mUltiplying the APH bllshel. 
shortfall for the unit by the amount of per bushel coverage (see Figure 2). 

Figure 2. Supplemental Price Coverage Examples 
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Coverage Level 

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 busheltimes the APH guarantee which provides $2,625 of protection. , 

.Loss Example: The unit produced 2,500 bushels. Therefore, the APHpayment is 
$2,875 (1,250 bushels shortfall at $2.30 the price election). The price supplemental 
will pay $875 ($.70 per bushel for the U50 bushel shortfall). The total payment 
from both the APH and the price supplement is $3750. 
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Replacement cost 

supplementals provide 

(ashyalue r.eplacemeot 
. '." _..." -" , 

.	protection for 100 

percent ofthe 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 contractedgrain or livestock f 
producers who need the grain for feed. , 

• 	Losses are calculated from the shortage of production from the APH guarantee,: 
. times the, supplemental market price (Commodity r=utures Exchange r(jce'minus . 
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 percen! coverage levet $2.30 
price election, and a 50-acre unit with a 100 bushel APH yield. The APH unit guar~ 
antee is 3}SO 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. r 

, 

Loss Example: The insured harvested 2,500 bushel and the local market price at har
vest was $3.00, or $7500. The APH payment is $2,875 (1,250 bushel shortfall x the 
$2.30 price election). The price risk suppleFTlental 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 receipts 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. 
-~his type of risk protection has been in existeClce since the early 1900's. The insur

. ance company that issues the policy establishes the underwriting rules, rates, policy 
. terms and conditions, and the adjusting proc~dure for this coverage. While there is, 
great diversity among the crop-hail products offered by companies, there are many. 
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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 availability of coverage for specialty and vegetable 
'crops is limited. For.i:hese crops, companies may limittheir liability to aspeCific '.' 

• . . I 

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 (jccept for a crop prior to the start of the policy writing period. Higher 
amounts ofprotection 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~ 
cjfic location. The frequency, timing and severity of hail 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 

l 

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 crop and 
also provides an award equal to the reduction of yield expected due to the later 
planting date. 
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Loss AdjustmentTechniques 

Losses of the crop-hail policy are measured as a percent of yield reduction. The 
loss adjustment procedure measures the damage to the plant caused by hail. This 
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. I 
). . 

Catastrophe Loss Award 

When Ipsses exceed 70 percen! on any acre, an additionalarl!ount of oDe-half per-: 
cent in excess of 70 percent is paid. With'this provision, thecr6p~hail polie/will' 
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 MPCI. •Additionally, their farm is exposed to 
hall and they desire to carry hail coverage. Producers faced with this exposure can: . 
choose the MPCI and crop-hail coverages. They also have three combination 
choices: 

• full coverage MPCI and crop-hail; 
• APH and companion crop~hail . 
• combining the APH coverage and crop-hail. . 

Choices 1and 3 are similar because producersreceive the full benefit of APH or GRP 
and crop-hail because full premium is paid for both plans. Choice 3 is an APHlcrop
hail combination resulting from the Federal Crop Insurance Act that provides an AP;H 
premium credit when an equal amount of crop hall coverage is purchased on the I 

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 aCrop-Hail policy. 
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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 tothe terms and conditions of t~e in~. 
surance contract. 

FEATURE CROP-HAIL 

ACTUAL PRODUCTION 
HISTORY PLAN 
(APH) 

GROUP RISK PLAN 
(GRP) 

Maximum Amol;lnt :. . ~ActUal<;:ash:value, not •.His·torical yield bY'practice " ' ,Maximum.iisted in FOe; ; 
c)f Protection' . to exceed the 

underwriting limit or 
insured's interest. 

x elected price 
~ 

x coverage level. 
actuarial table. ,. 
Generally, 200% of the " 
APH 75/100 protection. 

, Insured Item Acre 

Spot loss coverage of 
area damaged by 
insured peril. 

Unit 

Unit consisting of acreage 
. aggregated by crop, 

county,sharing entity and, 
if records, by section or " 
irrigated and non-irrigated 
practice. " 

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 Technique "Top Down" 
Covers up to the full 
value of the crop 
including profit. 

"Bottom up· 
Covers expenses of 
producing a crop. 

"County Yield Index" 
I 

; 

Loss Trigger Percent of loss in 
excess of deductible or 
minimum loss per 
peril. 

APH yield times chosen 
coverage level.' 

; 

, 
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 prior to a 
loss, harvesting, or end 
of insurance period, 
subject to underwriting· 
rules. 

. Administratively 
established date. 

, 

Administratively 
established date. 
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CROP INSURANCE PRODUaS QUICK REFERENCE (Continued) 


FEATURE CROP-HAIL 

ACTUAL PRODUCTION 
HISTORY PLAN 
(APH) 

GROUP RISK PLAN' 
(GRP) 

Insurance Begins 12:01 AM followi ng 
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 C~op,amount of 
protection, 
deductibles, and 
acreage. (Insured must 
list acreage to be 
insured and acreage 
excluded from 

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. ! 

coverage.) 

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

Companion crop-hail, 
replacement cost cov
erage/disappearing de
ductible, increased 
price election, coverage 
level buy-up. 

Replant coverage. 

cessor crops. 
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THE FEDERAL CROP INSURANCE 

REFORMACl' 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;' an~ ~axpayersh~dto pay fot both programs, The ri-ew 
law, the Feqeral 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 fjrst 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 required 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 in'surance cover
age that provides greater proteGtion against crop losses. 

Crop insurance is ~ot currently available for all crops. To pro
tect producers of ~oninsured 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, 



WHAT YOU SHOULD KNOW 


PROTECTION 
Catastrophic policies guara.ntee 50%0£ your crop's 

.average yield 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. 

(OST 
The only cost to you for catastrophic crop insurance 

is an annual administrative fee of $50 per insur~d 
': . 

':crop:pertqunty'(up to imaximum of $200 'per pro·, 

ducer per county). 

ADDITIONAL' (OVERAGE 
,	The new law also inclu!ies 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. , 

LINKAGE 
You must obtain at least catastrophic crop insurance 

coverage if you want to participate in price support 
and production adjustment programs, certain 

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 ' 
OSDApr:ograms if you do not ,', 

obtain at least catastrophic cover
,

age for insurable crops. , I 

YouMUST An BEFORE DEADLINES 
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 information about crop insurance 
deadlines. 

President Clinton meets with farmers and their 
families in Des Moines, Iowa during the 1993 
Midwest floods, ruly 4, 1993. 



iNEW INCENTIVES FOR ADDITIONAL PROTECTION I 

..... $200 Many times you will suffer crop losses that are "less thana: ..... c catastrophic." Here again, you have new and better choices Ia:..... $180 
0.. as a result of crop insurance reform. ' :!2 

$160:5.... Additional coverage will provide you with greater protectiori 0 
CI 

against crop losses. The new law makes additional coverage 
more attractive and affordable by providing more premium!, 

$140 

$120 subsidy and other incentives. Most policyholders wirl. pay ! 

less than in past years for comparable levels of coverage.$100 
A wide variety of cost and coverage options are available 

$80 to meet your individual needs. 

When you buy additional coverage, your cat
. ';lstrophicprdtectIori is~titOinatiCaUy iliclm:l- .. 

$60 

$40 ed:You pay only for the additional c~~erage 
you elect, and that cost is partially covered $20 
by a Federal subsidy. 

MEETS ALL LINKAGE REQUIREMENTS 
. , 

Purchasing additional coverage meets all the insurance-relatLEVEL OF COVERAGE 
ed linkage requirements affecting your eligibility for other farm 

AMOliNT OF PROTEalON program benefits. 
Maximum payment per acre for 

Total Loss if corn producer's APH 


WHERE TO PURCHASE ! 'I:yield average is 120 bushels, and 

established price for corn is $2.20 
 Additional coverage is generally avaihible only through crop 
per bushel. insurance agents. 



GROUP RISK PLAN INSURANCE. 

• BARLEY • CORN • COTTON • 

FORAGE • GRAIN SORGHUM • 

• PEANUTS • SOYBEANS • WHEAT • 

If YOll produce any of the eigh~ crops listed above, 

you may be eligible to carry a different type of 

Multiple Peril Crop Insurance policy called Group 

Risk Plan Crop Insurance [GRP). It differs fromthe 


':politiesdescriOed elsewhet<~in tl1is.publicatiori in .. 
that yield guarantees are based on the county average 
yield. It does not provide individual farm protection 
based on your individual yields. policyholders auto
matically receive an indemnity payment - regard

. lessof their own indi;idual 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 prod\.!> . 
ers. There's no requiremem to provide production ',: 
records and no need to report current production. 

NON INSURED ASSISTANC~ PROGRAM 

Crop insurance is cur~ently not available for all 

crops. (See chart on page 7.) To protect 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 USDAwiU announce eac,h year. 

NAPpr~tecti6n; however, ·wiIl onlybe available· 

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

in production. 


VouMusTAa 
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~tions, you should contact 

your local USDA offi~e. 




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. 

THE FIRST STEP IS TO CALCULATE YOUR APH YIELD AVERAGE 
If you have produetion records for the four or more 

·:mosn:ecent crop years·(up. to:a maximum oUO ".-: _. . . - . - . 

years), your APH yield for insurance purposes is 


a simple average of those years. 


o- .' 	 For example, assume a corn producer's yields 

for the past four years have been as lollows, in 

bushels per acre: . '.
t

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 yield records, 

your APH yield will be a four-year average that 
includes 11) your own yields for those years that you' 
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 


benefitsL your yield guarantee will be 50% of your 

APH yield average. 
.,.. For the com producer in the previous example 


" who had an APt; yield average 01 128 bushels, a 

. catastrophic insurance policy would' provide a 
t yield guarantee of 64 bushels (128x 50.%). 

Loss DETERMINATION 
Your crop insurance policies, including catastrophic 

insurance, win pay you an indemnity for each bush~l 
or pound that your actual yield of your insured crop . 
is bdow your guaranteed yield. . 

t 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 . .II, instead of a total loss, he had been able to 
harvest, say, 40. bushels, he would be paid for a 24 
bushel lOlls (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 expected' 

Inarket price that USDA establishes each year for 
each insured crop. ., II the expected market price for corn is set at, 

say, $2.20. a bushel, the indemnity payment for 
losses under catastrophic insurance policies .t 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 indemnity payment = $31.68) . 

This producer would also be eligible. for deficiency 
payments. 

Catastrophic coverage payments' are comparable 

to disaster assistance payments . 

.........__~.•..:....~""""'......,_._i'~.,;::,r,...:;..:;~='ii.,~..:;:;:;::::;;;Jl..*""",_"'Ii1,\h• ....,.".. ...._"'."m"",n~.""""'\"'iI\'IIJ~:"';MliW~!
. 	 . 



Note: Insurance for a crop may not be available in all counties wi~hin a state. o 
ell! '" 



. THINGS TO REMEMBER' 


. 


0armers 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. 

0armers can sign up for catastrophic crop insur
ance coverage by contacting a private crop insurance 

agent, who can aho arrange for additional levels of 
coverage. USDA offices can also provide the basic 

catastrophic policy. . 

; '(r:ists of lo~al ci:op i~surarice'agents are'a~ailable: 
from your local USDA office. 

~atastrophic coverage is similar to disaster relief, 
programs in recent years. Farmers only have to pay 

a processing fee of $50 per crop per countY'(notto 
exceed $200 per county, $600 per producer) to obtain 
catastrophic coverage. 

~ecause 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, including 
deficiency payments. 

~ost uninsurable crops are eligible for th! 
Noninsured Assistance Program (NAP). Producers' 

must report their crop acreage and production 
histories to local USDA offices before announced 

deadlines . 

'v1he~aior'dlff~rence betJeen\his ~atasttophic 
coverage and prior ASCS disaster assistance is that,: 

for insurable crops, individual farmer losses ar.e 
covered. ASSIstance will no longer be pependent on I 

other farmer losses in the area, or on the uncertainty 
of Federal disaster relief being enacted. 

PHOTO CREDITS: Cover: Arthur Tilley; Page 2: Ken Hammond (USDA); Page 3: Sharon Farmer (official White House photol; Page 6: Tim McCabe (USDAI 

The U,S. Department of Agriculture (USDA)/Consolidated Farm Service Agency (CFSA) prohibits disciimination 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 lor communication of program information (Braille. large print. audiotape, €lIC.) should contact the USDA Office 

01 Communications at 202-720-5881 (voice) or 202-720-7808 (TOD).' 
, 

To file a complaint, write the Secretary of Agriculture, U.S, Department of Agriculture, WaShington, D.C. 20250, or call 202-720-7327 (voice) or 

202· 720·1127 (TOD) USDA is an equal employment opportunity employer.. 
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BULLETIN NO.: MGR-95-045 

TO: 	 All Reinsured Companies 

FSA Headquarters, Program Delivery and Field Operations 

All Risk Management Field Offices 


FROM: 	 Kenneth D. Ackerman 

Deputy Administrator 


SUBJECT: 	 FCIC Board of Directors 

BACKGROUND: 

The Crop Insurance Act the management of the Federal Crop 

Insurance Corporation (FCle) 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 


of Agriculture, one person experienced in the crop insurance 

business who is 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 of, the Secretary of Agriculture. 


ACTION: 

On October 12, 1995, the Secretary of Agriculture announced his appointments 
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 ,NCG~'s Government Relations Committee. 

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

Iowa and American Farm Bureau Federations. He furthe'r served as a chair of 

the Linn County, Iowa, Soil Conservation District. 


Robert Webster is a cotton grower from Waynesboro, Georgia. 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 also 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 	 farming 
in Woodland, California. He has a degree in agricultural and 


managerial economics from the University of California at Davis. He is a 

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

c'oast Producers Board of Directors ancl. the California 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 Associ~tion of American 
Agriculture 	Insurers. He is past member of the Kansas Insurance 
Commissioner's Insurance 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 


ofl 	 11/28/00 12:30 PM 
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CLINTON ADMINISTRATION'S FEDERAL CROP INSURANCE REFORM AO OF 1994 


KEY PROVISIONS . The Federal Crop Insurance Reform Act of 1994 represents a comprehensive overhaul of 
AND BACKGROUND the way in which government assists producers i(1 achieving financial protection against 

unavoidable causes of loss. Key provisions include: , 

• A program of catastrophic crop insurance protection available at nominal cost to all 

. ,producers ofjnsur~ble crops. '. 
. ", . . '." -:. ,'., 

• A choice 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 hocdisaster assistance programs. 

• "Linkage" provisions that make participation in the catastrophic crop insurance program 
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 I\loninsured 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 actuariaj soundness. 

• Over the past 6 years, ad hoc disaster assistance programs have cost an average 
of S1.5 billion a year in "off-budget" spending. 

I 



· . CATASTROPHIC CROP INSURANCE PROGRAM -
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 ofprotection is known in advance 
and ·triggers·on an individual basis. 

The yieldguarantee;, Th~ insuraqce guarantee~ 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 h.as been, say, 

100 bushels per acre, the catastrophic 

crop insurance policy will9uarantee 

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 production records. In most 

cases, this will result in a higher yield 

guarantee. 


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

EXAMPLE 


If a torn 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 inde~nity 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 catastrophic crop Insurance. The only cost to the 
producer is an annu~1 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. 

Causes of loss covered. The catastrophic level. of crop insur- ' 
" 	ancecovers unavoidablecauses'of 16ss(~.g., drought, extess ",. 

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

Where to purchase~ The catastrophic level of crop insurance. 
can be purchased either at the producer's local USDA office 

I " 	 . . 

or from 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. 

Producers responsibilities. These include: 

• Applying for insurance by no later than the 

applicable deadline. 


• Providing available production records for 

calculation of yield guarantees, including any 

USDA farm program yield. 


• Paying the processing fee, unless waived. 

• Filing an acreage report by the applicable da~e. 

• Providing prompt notification of losses. 

• Certifying the amount of loss and the cause of that loss. 

• Reporting production following harvest. 
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NEW CROP INSURANCE "LiNKAGE" 
,REQUIREMENTS 

• 

Benefits linked to crop Insurance. Starting with 1995 crops, ' 
producers of all insurable crops (Le., crops for which insurance 
is available) who do not carry at least the catastrophic level of 

insurance will not be eligible for price SUppolt or production 

adjustment programs, certain Farmers Home Administration 
. loa8s and the Cqoservatibn Hese~e 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. 

REPEAL OF STATUTORY AUTHORITY FOR 
FUTURE AD HOC DISASTER ASSISTANCE-
In addition to removing laws authorizing disaster assistance 
for certain commodities, the Federal Crop Insurance Reform 
Actof 1994 creates a parliamentary hurdle to the congres

sional passage of future ad hoc disaster assistance programs. :. 

Ad hoc di~as~er assistance programs al!thorized in recent . J ~ 

y~~rshave involved ·off budgef" e~penditures.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 crqp , ! 

" insurance (designated 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 spendin~ on other programs. 

In effect, money formerly used to fund disaster assistance is 

now going to fund catastrophic crop insurance with the I, 

, understanding that there will be no other assistance provided" 
in the event of future crop disasters. ' 

I 
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Multiple Peril Crop Insurance 

POLICYHOLDERS CA~ BUY "ADDITIONAL" INSURANCE PROTEalON 
¥ 

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 leveLThe additional protection 
can be obtained by purchasing a Multiple Peril Crop Insurance 

. policy that. includes aod adds to the coyerage provided by the 
'. '." .'p' ••' • 

catastrophiC level of ilislirancE~. 

Catastrophic 
Insurance 

Multiple Peril 
Crop Insurance 

Yield 
Guar;mtee 

50% of 
averag(~ yield 

up to 75% of 
average yield· 

Payment 
for 
Losses 

60% of 
expected 
market price 

Up to 100% 
of expected 
market price· 

Yield guarantee. Multiple Peril Crop Insurance policies for 
1995 offer the choice of a 65% yield guarantee or a 75% yi~ld 

guarantee. The guarantee is a percentage of the producer's 
own individual yield average to the extent four or more year's 

of past production records are available. For ar)y 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 losses. Policyholders can elect to be paid up to 
1OOOAl 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, tharl is provided by 

. the basic catastrophic crop insurance policy. 

EXAMPLE 
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. 

. The cost. Premium rates for 'Multiple Perll policiesdepend .. 

on the level of protection selected and vary from crop to 
I 

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 premiu,:, rate. 


New Federal incentive~ make higher levels ofcoverage 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 provide' 
producers with a list of private insurance agents. 

Deadline to purchase. The sales closing date for Multiple 

Peril policies is prior to the normal planting date for the crop. 
Producers should contact crop insurance agents or their._ 
USDA county off[ce for sales closing dates for crops in 
their area. 
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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)1 It's insurance that's based 
on the county expected yield rather than individual farm yields. 
f:... policyholder th\Js r~ceives aD indem[lity payment whe-rr-'
and only when - the county average yield is less tha~ . 
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 

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 year is 

below 80 bushels per acre. 

linkage. A GRP policy qualifies producers to remain eligible 

for price support or production adjustment programs, certain 
Farmers Home Administration loans and the Conservation 

Reserve Program. 

Where to Purchase. GRP policies gel)erallyare 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 ~isk Plan insurance 
is most likely to be appropriate for producers whose own 
yields·tend f9. Closely track the~ourity averageyield. It CQuld;' : 
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 insurance 
policy . 

Other possible 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, individual- . 

ized insurance protection is desired. . 

-There is no need to report current production. 

- There is no need tome a claim for payment. 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 cor;nparable level of coverage is likely to be j, 

lower than under a conventional insurance policy. 

The principal disadvantage is that Group Risk Plan insurance:, 
does not provide individual farm protection. Regardless of their 

own yields, policyholders will not receive indemnity pay

ments unless the county average yield is below the yield guar~ 
antee stated in the policy. 
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Noninsured Assistance Program 

ANEW PROGRAM OF, DISASTER ASSISTANCE FOR CROPS THAT AR~ NOT VET INSURABLE ' 

The Crop Insurance Reform Act of 1994 creates a new pro~ 
gram for producers of most crops for which there is currently 
no insurance program. It is called the Noninsured Assistance 
Program (NAP). 

Purpos~: NAP was_established to assur~ that most prQduc- . 
.	~rs:bfcrops not yet irisu~abie';"iUhave protection ~gaihst .• 

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

This is how it works: 

-.NAP payments will be made to eligible producers 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 50% 

will be eligible for NAP payments. 

- Payments will be determined on an individual farm basis 

and will be made for loss in yield greater than 50% of nor

mal farm production. Lost production will be replaced at 

60% of the crop's market price, as determined by FCIC. 


-In the case of a 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) riot yet planted. 

~You mus.t reportyouracreageand produ!=tion history to 
'yo~rlbcal U'SDA bffi~e. .'. . . . 

;.

-If 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 local USDAoffice in order to receive payments. 

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

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 

7' 



PROGRAM FAIRNESS-EVERYONE'S CONCERN 
EVERYONE'S RESP¢lNSIBILITY -

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

conserve tax dollars and increase farmer confidence in the program: So, the Federal Crop 
Insurance Reform Act of 1994 contains several new provisions that will give producers and I 

!=ClC additional means to curb program abuse. 

. - Loss of benefits. Penalties are· required for individuals whoJnowingly ~dopt a scheme 
. t~ obtain benefits to w'hich theyare not en'titled .' .... . 

- Tracking of performance. Requirements that producers 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. 

- Training. FClC, 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). :, 

- Dualloss"triggers'! Payments under the NAP program will only "trigger" when an area i 

loss threshold of 35% per crop and an individual,loss of greater than 50% per crop have , 
been established.Thus, benefits will onlybe provided to producers in areas suffering a 
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 oversight 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 adjusterswho do not provide professional service to producers. ' 

• A toll free "Hotline'! An anonymous and effective means of identifying suspected abuse. ; 
The toll free number is 1-800-424-9121. 

" ... it is 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 


*insurance may not be available for the crop in all counties within the state. 



INFORMATION CONTACTS FOR FARM EDITORS AND BROADCASTERS
-
I 

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 STATES 	 ADDRESS PHONE 

Billings, MT 	 MT, WY, SD, ND 2110 Overland Ave. (406) 657-6447 
;'	Robe!11 Prch~,1 " Suite 106 " , FAX ''(4og) 657~6573' ' 

Director ' Billings,MT 5'9102 

Jackson,MS ,KY, TN, AK, MS, LA 100 W. Capitol (601) 965-4771 

Vacant Room 318 FAX (601) 965-4517 


Jackson, MS 39269 


Oklahoma City, OK " OK,TX,NM 205 NW 63rd St. (405) 879-2700 

Ronald L. Berryhill Suite 170 FAX (405) 879-2741 

Director Oklahoma City, OK 73116 


Raleigh,NC NC, VA, WV, MD, DE, 4407 Bland Road (919) 790-2749 

Larry Atkinson NJ, PA, NY, cr; NH, Suite 160 ' FAX (919) 790-2999 


vr, ME, MA, RI Raleigh, NC 27609 


Sacramento, CA CA. NV, Al, UT, HI 1303")"Street (916) 498-5275 

William Murphy Suite 450 FAX (916) 498-5279 

Director Sacramento,CA 95814 


St.Paul,MN MN,WI,IA 910 Minnesota (612) 290-3304 

William Archer World Trade Center FAX (612) 290-4139 

Director 30 E. 7th Street 


St. Paul, MN 55101 

Spokane,WA WA, OR, ID, AK N. 112 University Road (509) 353-2147 

Dan Shelden Suite 205 FAX (509) 353-3149 

Director Spokane, WA 99206 


Springfield, IL IL, IN, OH, MI 2305 W. Monroe Street (217) 492-4186 

Catherine Hartman Suite 3 FAX (217) 492-4075 

Director Springfield, IL 62704 


Topeka,KS KS, NE, CO, MO ' 3401 SW Van Buren (913) 266-0248 

Clarence Manning Topeka, KS 66611 FAX (913) 266-2487 

Director 


Valdosta, GA Sc, GA. AL, FL 106 S. Patterson Street (912) 242-3044 

Robert Vollmert Suite 250 FAX (912) 244-6103, 

Director Valdosta, GA 31601 


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

Paula Thomasson, Director of Public Affairs 

• USDNFederal Crop Insurance Corporation 

14th .and Independence Avenue SW, Washington~ DC 20250 


Phone: (202) 254-8494 FAX (202) 254-8365 
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PRIVATE REINSURED COMPANIES 


Alliance Insurance Company 
(North Central Crop Insurance) 

1825 N. Clairmont Ave. 

Eau Claire, WI 54703 

(800) 826-7090 


Cigna Propj!rtY'&-Casualty Insurance, Co. '. , 
".(Rain &Haillnsu~ance Service, Inc:) , 


1501 50th St., Suite 200 

West Des Moines, IA 50266 

(800) 776-4045 


Continental Insurance Company 

, 7400 College Blvd., Suite 401 

Overland Park, KS 66210 

(800) 999-1381 


Cotton States Mutual Insurance Company 

244 Perimeter 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, IA 50265 

(515) 225-5515 


Farm Bureau Insurance Co. of Nebraska 
5525 South 16th 

Lincoln, NE 68501 

(402) 421-4423 


Farmers AUiance Insurance C:ompany 
, (Blakely Crop Hail Insurance Company) 

Commerce Bank Bldg., Downtown 

100 E. 9th St.,3rd Floor 

Topeka, KS 66601 

(800) 336-4359 


Great American Insurance Company 
7015 College Blvd. 

Overland Park, KS 66210 

(800) 255-5012 


ITT Hartford Insurance Group 
:1-125'$; 103fdSt." ' ' ' 
Omaha, NE 681 03 
(800) 255-1815 . 


IGF Insurance Company 
2882 l06th St. ' . 
Des Moines, IA 50322 ' 
(800) 274-2766 


Nodak Mutual Insurance Company 
1101 1st Ave. North 

Fargo, ND 58108 

(800) 367-9664 


North Carolina Farm BU,reau 
P.O. Box 27427 

Raleigh, NC 27611 

(919) 782-1705 


Producers Lloyds Insurance Company 
P.O. Box 229 

Amarillo,TX 79105 

(800) 366-2767 


Redland Insurance Company 
535 West Broadway , 

Council Bluffs, IA 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) 274-2766 


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 funda'mentally reforms the way gov~mment helps 
, - II; , 

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 

a~sistance programs with the predictability of.,crop insurance coverage. 

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

loans and theConservation Reserv~ Program. 

The only cost for catastrophic crop insurance coverage is an annual processing fee of $50, 

per crop, per county. In the case of limited resource producers, the fee may be waived. 

USDA officials who worked with Congress, farm organizations and the insurance industry' . 

in developing the catastrophic crop insurance program point out that while payments for: 
losses are usually comparable to those previously provided by disaster assistance programs,

I 
the new program provides producers and rural 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 losses. With catastrophic insur

ance, producers experiencing major crop damage due to droughti flood, hail or other natufial 
" 1 

disasters are assured of indemnity payments regardless of how many, if any, other producers 
. I 

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

is known in advance. 

What it adds up to is that, 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, ~s 

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 additional premium. : 

How catastrophic 
insurance works. 

The starting point is the determination of a past yield average for each crop that aproducer 

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 yield average than those with fewer years of records. :. 

Catastrophic crop insurance coverage provides 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 I: 

bushels. Payments are made for each bushel of the yield that is less than the guarantee. I, 

For each bushel of loss, the indemnity payment under catastrophic coverage is 60% of the 

expected market price established by FCiC for the crop. 



.. Story-Page 2 

Unkage to other 
farm programs. 

The new law requires that producers of insurable crops must sign up for catastrophic crop 
insurance, beginning now, in order to be eligible for other farm program benefits, includin\l 

, price support or production adjustment programs, certain Farmers Home Administration 

loans and the Conservation Reserve Program. 

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

, ' 

Producers sho',Jld contact theirloca.LUSDA office,or ~ crop insurance age~t for specific 

information about' deadlines for applying' for catastrophic coverage. 


Inaeased protection 
more options. 

By paying a subsidized premium, producers can obtain significantly more multiple peril crop 
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. 
Thisadditional 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, 

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 producer to 

remain eligible for price support or production adjustment programs, certain Farmers Home 
Administ~ation loans and the Con~ervation 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, payment will be made for losses in excess of 
50% at 60% of the average market price. While reporting ofacres and yields is required, cover
age would be available to producers at no cost. 

Where and when 
to get insurance. 

Because the law is effective immediately, producers should actively seek information.They 
should consult their crop insurance agent or local USDA office for the appropriate deadlines 
for insurable crops. Local USDA offices can provide a list of crop insurance agents serving 
their area. 
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CLINTOR ADKIRISTIATIOlf VIlIS APPB.OVAL o. KASSm urOlH or ROEJW. CB.O' 
INSUIAIIOB 

• 
VASHINGTON. Oct. 5 ~. A8rlcultura Secretary Kika Espy 8coreel a II&Jor ' 

legislative victory teat niCht when the S.nate p....ellelt.laClon overhaulina 
the way the DepaJ:tliaant of A&J:lculaare re.poncla when crop !Hsastara atrlb 
America'. faxmors and ranchers. The Houae p••••eI an ldentlcal-btll on Oct. 3, 
Both actioNl p.,va th. way for Pr.ns,denC ClS,nton· ••ignature. 

'. - _..t;aat-'-ye,u. ~'when_ !residant- Clinton_eLI vtt:n.es••eI the c;!evlUiJtation that 
Hldire.t flooda and. South...tckouptn causeel to- ta. of thoUsands of fam - . 
families, we recognized. the Daeel to provide a crop insurance prolr.. that 
..orucl -- ve now haft one,- sald. Ispy. -Faraars II'WIt b...nured that ad.eq\l&te~· 
affordable and .ffectlve crop inauraD4. In .. guarancaael aa the next disast.r. 
Tbatproai•• has be.nkape." 

As a reault of the leaialation, crop insurance will become an inte,ral_ 
parC of aost USDA faz:a pro,ram.. Ko.t notably, feraers must buy crop 
inauranc. Co be eligible for other faz:a b.nefits. Includlna co.-oellty pdce 
support and. certain FmHA loans. . 

. . . 

-Vben I sent the bill to Conlre•• , I knew we faced many obstacle., most 
of Cbeaa budgetary,· Gaid E.py •. -Fortunately, eonarea. quickly united behind 
the Administration's re.olv. to provIde producer. a .up.rior crop insurance 
pro,ram aC a coat ai&nificantlyle•• Chan provid!na boCh crop insurance and 
eIi.a.ter ..siscance. ConSre.s' decermtDation to reallocate fUDda and ravamP 
the crop insurance program sboweel their great commitment co providing farmer8 
an affordable means co manase pro4u.cclon risk,-

Deaplte an a'Q:AU8.1 crop iuurance prica-tag approachina $900·.Ulion. the· 
federal government al80 proVided ad hgc dl.aater rell.f payments to farmer. <' 

for the luc· ei&ht y.ar•• · The•• off-bud.get crop d.buter prograu bave cost 
taxpayer. -an .mvera,e $1 bl.ll1on per year over thalaat clecac1e; and. aore. than 
$1.5 billlon per·year over the lat 81x year.. Pr.dictably. the ava~labllicy 
of free assi8tance undercucparticipation In a voluntary crop insurance 
program, thia crop insurance reform pecka,. will.... an ••ti.aceel $151 
million over a flve-year p.rioel. . 

In ordet co cut coats vbile ..king cbe proar.. .ore atcractlve to 
farmers. the reform act repeala curr.nt legal authoritie. for ad hoc ellaaacer 
reli.f. In lta plao., fatmera vill be able to purcha8e • ·ceca.trophic· laval 
of i~uranc. covera,. for a proc•••lngf•• of $SO AI' crop IIX county. 

-more
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c~eas~ropbic coverage w1ll protect against y1a1d:101se8 grea~er than 50 
percen~ a~ a paymen~ rate of 60 percent of the expected market price. a level 
comparable t~ dlsaster reI1ef'progj:... in recent ye.r... Furthermore, farmer. 
may purchase additiona1·insurance coverage providlng higbe1=' ylelel or price 
protecdon leve'lls. To make 'the hlgher levela of insurance more affordable. 
the bUl provides neW lncentives to ~ncourage participatlon at hlgher 
coverage level•• 

Farmers growlng crop. that are not curren~ly insurable Viii be ellglble 
for dlsaster benefits slml1ar to tho.e provided Under, the catastrophic 
insurance plan. To be elig1b1e, the area has to suffer more chan a 35 ~ 
percent yield 10.. AU: crop. Once thb -trl"er- ia _to farmere" will be paid 
for their crop losses in exce•• of SO percent at 60 percent of the average' 
market pdce. Vhile reporting of acr•• and yielela lis 'required for the.e ' 
beDef1~8. coverage 1s provided at lUI COlt. ' 

I' 


I' ' 
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What the Crop Insurance Reform Act of 
1994 Means to You 

• 

Key Facts 	 The Federal Crop Insurance Reform Act of 1994 combine.s crop insurance and disaster 
assistance into one program. 

For insurable crops, the law virtually eliminates.the possibility of future disaster assistance. 
, ....,." ' ':, ,', ''', 	,', ,': '~',' ," :.-, ", "", ' , '" ,-,,', ':,'- '!: ': 

The major difference between catastrophic coverage and disaster relief is that individual 
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 disaster assistance has been replaced with the predictability of crop insurance 
coverage. ' 

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

Farmers may choose to sign-up for catastrophic insurance coverage through a local USDA 
office or a private sector crop insurance agent. 

Stay Eligible for 

USDA Benefits 


FARMERS MUST SIGN-UP for at least the catast~ophic level of crop insuranc~ 
coverage to be eligiblefor USDA farm programs including commodity price' 
support, the Conservation Reserve Program, and certain FmHA loans. Sign~up 
with your local crop insurance agent or USDA county office PRIOR TO THE 
APPLICABLE SALES CLOSING DATE. 

Non-insured Assistance If you grow non-insured crops, you may be eligible for benefits that are comparable to,; , 
Program (NAP) , those provided'under the catastrophic insurance plan. In order to qualify, you must report 

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 insurance agent or 
local USDA office for program details.' . ' 

Certain crops will have an extended sign-up deadline only for catastrophic coverage. : 
, Additional coverage is available up to each crop~s sales closing date. 

The United Stall's Department ofAgrkultfH!! (l!5l)A) prohibits dimimination in ittprogroms on the basis ofrrKe, color, nationalorigin, sex, I'I'ligion, age, 
disability, politkal beliefs and maritalorfomiliolstaM. (Not all prohibited bases apply to allprograms.) Persoos with disabilities who reqUire alternative means 
for communication ofprogram information (Bmille, large print audio tape, elr.) should contact the USDA OffhofCommunications at (101) llO-58lJI (voice) or 
(ZOlmO-l808 (TOO). ' 

Tofile acamplaint wriIP the Secretary ofAgrkultulf, U.s. OtpartmentofAgrkultul'I', Washington, DC,lOlSO, orcall (101) lllJ-7Jll (voke) or (lOl) 690-1538 
(TOO). USDA is an tquolemploymentopportunityemplOytr. 


