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FARM INSURANCE 101
Farm Blanket Losses

As stated in the last newsletter, Farm Blanket
coverage insures your farm machinery, livestock, grain
and other farm personal property incidental to the
operation of your farm. This may or may not include
rented, leased or borrowed equipment.

Generally speaking, the following losses are paid for
under Farm Blanket coverage:

Fire
Wind
Lightning
Theft or Attempt
Collision or Upset
Vandalism or Malicious Mischief
Accidental Shooting
Attack by Wild Animals
Electrocution
10 Drowning

There are also maximum amounts payable for
livestock such as $1,000 for a horse, $2,000 for cattle,
$500 for a hog, $200 for a head of sheep. These
maximum amounts vary by policy.
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Losses to Farm Blanket is generally paid at market
value. For example, in the case of a total loss to a piece
of equipment, prices are obtained in the area and the
loss is paid by that determination. Repairable losses
are paid differently and each loss is paid depending on
the specifics of the loss. An example would be a rock
that goes through a rotor on a combine and destroys it.
If the combine is relatively new, repairs are made and
the loss is paid. If it is an older combine with a lot of
hours and no repairs have been made since new, then
there will be a some deduction for the age of the
damaged item. From the standpoint of the insurance
company, the insurance contract does not pay to put
you in a better position than prior to the loss. In this
case, since the combine is old with a new rotor, than the
customer is in a better position than prior to the loss. If
a similar used rotor could be found then no deduction
would be made, but who is going to do that.

With insurance claims, this is the biggest bone of
contention. Remember, insurance policies are legal
contracts that spell everything out. Rates that are
charged are based on claims paid in this way. If all
claims were paid at 100%, premiums would be much
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SURE is a whole farm (all crops/counties)
production disaster assistance program that takes the
place of the Ad Hoc Disaster program in the previous
farm bill. Requires producers to obtain crop
insurance for ALL insurable crops at a minimum of
CAT level . Crops that are not insurable in the Federal
Crop Insurance program must be signed up at the local
FSA office under the NAP program.

To receive a SURE payment, 2 triggers must be
met:

1. Crop insurance and NAP (Noninsured Crop
Assistance Program) must be purchased for
ALL insurable crops raised on the farm,

AND
2. Farm is in a declared disaster (or contigu-
ous) county, OR adverse weather reduced
farmbés total product
For 2008, Lee and Ogle County are two
counties that are contiguous to a county declared a
disaster county. Farmers may be eligible for a
payment under SURE and are urged to check with the
local FSA office as there is a deadline for sign-up. Due
to lateness of getting the new farm program in effect,

the FSA will allow farmers to signup for CAT and NAP
and make a one time payment of $100.00 per crop per
county for the 2008 crop year. Maximum of $300.00 per
county. As far as we know the deadline is September
16"™. Fees apply separately to CAT and NAP.

USDA issued notice DAP-283 which outlines the
programs. | have a copy of it if anyone is interested. It
can be obtained at http://www.fsa.usda.gov/Internet/
FSA_Notice/dap_283.pdf.

Enclosed is a detailed analysis by William
Edwards at lowa State including examples of payouts.

Side by side comparisons of the old and new
farm bill can be found at
http://www.ers.usda.gov/FarmBill/2008/
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Our professional farm management service is
tailored to landowners who do not farm themselves.
We are farm asset managers and represent land-
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ACRE Faqgs

Which crops are eligible for ACRE? Corn,
soybeans, wheat, cotton, sorghum, barley, rice, oats,
peanuts, other oil seeds, dry peas, lentils, and
chickpeas.
Does ACRE replace other commodity programs?
Farmers who choose ACRE must give up 20 percent of
their direct payments and all countercyclical payments.
ACRE participants will continue to be eligible for
marketing loans but their loan rates are reduced by 30
percent.
Can farmers pick and choose which crops they
sign up for ACRE? No. A farmer enrolls either all
eligible crops or none.
Can farmers move in and out of ACRE? No. Once
ACRE is chosen, the choice applies to all subsequent
years covered by this legislation (2009-2012). If you
choose not to participate in 2009, you can enroll in 2010
for the remaining years of farm program.
When can farmers sign up for ACRE? The USDA
has not yet released information about sign-ups. But
farmers will be given multiple opportunities to sign up for
ACRE. Sign-up will be at local FSA office.
How does a farmer qualify for a payment? To
receive a payment, 2 triggers must be met:
1. The Stateds actual r
Stateds revenue guaran

2. Individual farm must have a farm-level loss as
defined by AGRdEn farmefs avko
sign up for ACRE determine if they had a farm-
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How can farmers who sign up for ACRE
determine if they had a farm -level loss? A farm-level
loss is deemed to have occurred for ACRE payment
calculations if actual farm revenue is less than expected
farm revenue plus farmer-paid crop insurance premium
for those who buy crop insurance. Actual farm revenue
equals the yield per planted acre times the season
average price. Expected farm revenue is calculated the
same as the ACRE guarantee in that the modified five-
year average farm yield is multiplied by the two previous
years' season average price.

Does ACRE provide farm -level revenue support?
Not directly. ACRE payments are calculated on a crop-
by-crop basis at the state level. If actual state revenue
falls below the state revenue guarantee, then all farmers
who have signed up for ACRE are potentially eligible for
payments. All these potentially eligible farmers who also
suffer a farm loss will receive an ACRE payment.

What is the ACRE state revenue guarantee? The
guarantee equals 90 percent of the ACRE yield times
the ACRE price. The ACRE yield is the average of the
state yields during the previous five years after the
highest and lowest yield in the five years are eliminated.
So, for example, if state yields for corn in 2004 through

2008 were respectively 176, 163, 143, 180, and 164
bushels per acre, the ACRE vyield for 2009 would be
167, which is the average of 176, 163, and 164. The
ACRE price is the average of the two previous years'
season average prices as reported by the National
Agricultural Statistics Service. So for 2009, the ACRE
price used to set the 2009 guarantee will equal the
season average prices for the 2007/08.

How is actual state revenue calculated?  Actual
state revenue equals the state average yield times the
season average price. For example, in 2009, actual
state revenue will equal the state average vyield for the
2009 crop multiplied by the season average price for
the 2009/10 marketing year. Current forcasted price by
lowa State is $5.80. As near as | can tell, the State
revenue for lllinois would be: 90% X 167 X $5.80 =
$871.74.

How are ACRE payments calculated? Per-acre
ACRE payments equal the difference, between the
ACRE State guarantee and actual state revenue. ACRE
payments are capped so that if the difference between
the revenue guarantee and actual revenue is greater
than 25 percent of the ACRE guarantee, then the ACRE
payment equals 25 percent of the ACRE guarantee.

Which state average yields are used in ACRE?
All ACRE vyields are average yield per planted acre.

How fast can ACRE guarantees adjust to
changing market conditions? Year-to-year

e adiustments in the ACREs guarantde sare limitdd ¢o 10
t epercehto r

the crop AND
Are ACRE payments paid on base or planted

6acres? ACRE payments are made on a portion of

planted acres (83.3 percent in 2009-2011, 85 percent in
2012) subject to a limit that the sum of planted acres is
less than or equal to the sum of base acres on a farm.

How can farmers decide if ACRE payments will
be higher or lower than payments under traditional
programs? Because ACRE payments equal the
difference between the state revenue guarantee and
actual state revenue, ACRE will generate large
payments when state revenue is low. Significant
declines in market prices can generate substantial
payments for all farmers of a crop in all states. Thus, a
situation in which the ACRE guarantee builds to a high
level through a series of high prices followed by
significantly falling prices will generate substantial
payments.

What situations favor ACRE? If prices fall below
their 2007 and 2008 average level, then ACRE
payments will be significantly greater than those under
traditional programs. The only way that ACRE
payments would not be large in this circumstance is if
the state average yield was significantly higher than the

ACRE yield.
What situations favor the traditional
programs?  We could find only one set of circum-

stances under which traditional programs would provide
more Continued On
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More ACRE Fags

Continued from page 2¢é
payments than ACRE: if market prices in 2009, 2010,
2011, and 2012 remain above the average levels in
2007 and 2008. If prices remain strong or increase
throughout this period, then farmers in states with low
yield variability would find that ACRE would make few if
any payments. Of course, in this situation, the only
payments that farmers would receive from the traditional
programs would be direct payments because loan rates
and target prices would remain far below market prices.
If ACRE payments are zero or quite low, then farmers
who choose ACRE will not recoup the loss of the 20
percent reduction in direct payments.

Should farmers choose ACRE? Because nobody
can know with certainty what the future holds for prices
and yields, farmers should perhaps regard ACRE as an
insurance policy. In exchange for an annual insurance
premium that equals 20 percent of direct payments, the
farmer receives a revenue guarantee for all years
covered by the new farm legislation. Given uncertainty
about price levels and yields, many corn, soybean, and
wheat farmers will find that the high ACRE revenue
guarantees will be more valuable to them than the 20
percent loss in direct payments. Even if market prices
fall below target prices and loan rates, the size of ACRE
payments to most farmers will exceed those of loan
deficiency and countercyclical payments

The important trade-off to consider when choosing
between ACRE and traditional commodity programs is
the distinction between the reduction in payments that
occurs under ACRE given high prices versus the large
potential ACRE payments should prices drop. For
farmers who believe that ACRE payments will be zero
because prices are going to remain above $6.00 for the
life of the farm legislation and state yields will always be
at or above trend levels, it would be better to choose the
current programs to avoid a 20 percent cut in direct
payments. But for farmers who believe that there is a
chance that price or yield will drop unexpectedly, the
large payments under ACRE will make the new program
the preferred option

Some additional thoughts...

1. ACRE most benefits areas with high yield
variability.

2. ACRE and to a lesser extent, SURE are important
new programs to help farmers manage risk
especially with high volatile prices and costs.

3. ACRE provides risk protection against state
revenue declines due to declines in yield and/or
price, that extend beyo
-harvest period.

4. ACRE will not provide payments if revenue (prices
and vyields) continue to increase, stabilize at
current levels or decline slowly.

Unexpected impacts are expected.
Experience with ACRE will help make future
decisions easier.
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Since the new farm program is so new it is all subject to
on going interpretation. Explaining it is like nailing down
a moving target.

LINKS:
Ohio State Analysis of ACRE by Carl Zulauf
http://aede.osu.edu/resources/docs/pdf/36PTEB90-
ZAFE-D7EU-NYPVQ8SF10GLNHK.pdf

Side by side analysis of current and previous farm bill
http://www.ers.usda.gov/FarmBill/2008/

Analysis of SURE from Wiliam Edwards and lowa
State. Includes payment examples.
http://www.extension.iastate.edu/agdm/articles/edwards/
EdwAug08.html

2009 Crop Insurance Changes

0 CAT Policy Fees for 2009 Crop Year 0
CAT fees will be increasing next year to $300.00
per crop per county. Currently they are $100.00 per
crop per county.
0 Revenue Product Price Changes &

For next year, in an effort to make all revenue
products the same, the pricing for CRC, RA and Grip will
changed. There will be a 200% upside limit between the
Spring and Fall price and no downside limit.

0 Biotech Yield Endorsement 0

This has been expanded for 2009 to include Pioneer
and Dow Agro-Sciences Herculex Xtran and Herculex
Xtra RR2 hybrids. Syngenta Agrisure CB and RW
stacked and Agrisure 3000GT hybrids. This discount
applies to Non-irrigated corn only.

Deadlines

Last day to sign up or change Wheat
crop policies. Remember if you want
to be eligible for the SURE disaster
program for 2009 you must insure all
eligible crops at least CAT level

Sept. 30, 2008

coverage.

Dec. 15, 2008 Last day to file a claim for APH, CRC
crop policies.

Jan. 15, 2009 Last day to file a claim for RA crop
policies.

March 15, 2009 Last day to sign up or make changes

in crop policies.

April 20, 2009 Last day to report yields for previous
years crops.
July 15, 2009 Last day to report acres planted.
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