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SB 335 - AN ACT RELATING TO STATE CONTRIBUTIONS TOWARD THE PREMIUM FOR
FEDERAL CROP INSURANCE-, PROVIDING FOR AN EFFECTIVE DATE.

SINCE 1982 THE FEDERAL CROP INSURANCE PROGRAM HAS INSURED ALASKAN
FA?ITIPS FROM NATURAL DISASTERS. PRESENTLY, THE FEDERAL GOVERNMVENT

SUBSIDIZES 30 PER CENT OF THE PREMIUM PAYMENTS AND THE STATE DOES NOT
PARTICIPATE. SB 336 WOULD PROVIDE AN ADDITIONAL 30 PER CENT SUBSIDY BY
THE STATE, WHICH WOULD REDUCE THE INSURANCE PREMIUM PAID BY THE FARMER
TO 40 PER CENT.

5 SIS L SRS e
_DNR ESTIMATES THE COST TO THE STATE FOR FY 85 WOULD BE $140,000
-$80,000 FOR TY &

THESE FIGURES ARE BASED ON A TOTAL PREMIUM OF $12 PER ACRE, WITH THE
STATE'S SHARE FIGURED AT $4 PER ACRE.
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T0: Senate Resources Committee Members
FROM: Senate Resources Committee Staff
RE: SB 336, An Act relating to state conti;butions toward

the premium for federal crop insurance.

DATE: January 20, 1984

On Monday, January 23, 1984 the Senate Resources Committee
will hear SB 336, An Act relating to state contributions toward
the premium for federal crop 1insurance.

In effect in Alaska since 1982, the Federal Crop Insurance

Program protects against losses from natural disasters. During
1983, approximately /5% of the 12,000 Delta barley acres were
insured, at an average cost of $12 per acre. The federal

government subsidizes 30% of each farmer®s premium payment.

Under SB 336, the state would provide an additional 30%
subsidy, which would reduce the insurance premium paid by the
farmer. The corporation would calculate the state®"s premium
share, and payments to the <corporation would be through
appropriations from the general fund.

The Division of Agriculture, Department of Natural
Resources, estimates the cost to the state for 1its
participation at $140,000 for FY 85 (for the 1984 and 1985 crop
years), $80,000 for FY 86, and $90,000 for FY 87. These
figures are based on a total premium of $12 peracre, with the
state"s share figured at $4 per acre.

The meeting will be held at 3:00 pm in theBeltzRoon.
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4. Who will administer program? (DNR)

5. How will it actually be implemented? Will the State make a

lump sum payment to the Crop Insurance Corporation for reimbursement
to farmers?

MOSS*S STAFF HAS SAID THAT DURING THE AGRICULTURAL SYMPOSIUM 1IN
FAIRBANKS IN DECEMBER, SHEFFIELD ENDORSED THIS CONCEPT.
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MEMORANDUM

DATE: January 9, 1984

TO: Senate Resources Committee Members
FROM: Senate Resources Committee Staff
RE: Federal Crop Insurance Progranm

On Wednesday, January 11, at 3:00pm 1in the House Resources
Committee Room (Room 118, Capitol), the Senate and House
Resources Committees will be briefed on the Federal Crop
Insurance Program.

The Federal Crop Insurance Progranm provides risk
protection for crop producers nationwide. In effect since
1939, the program initially provided coverage on wheat, cotton,
and flax. In 1980, Federal Crop Insurance was overhauled by
the Federal Crop Insurance Act, which expanded the scope of Lhe
program, both in terms of crops insurable and areas 1insured,
and authorized state participation 1in the progranm.

The current program protects against losses from natural
disasters,t freeze, wind, disease, drought, excess moisture and
animal damage, and covers barley, oats, potatoes, forage, and
nearly 30 other major crops. It essentially guarantees the
farmer a certain income despite his actual <crop yield. A
guaranteed yield 1is determined based on average historical
yields. Insurance coverage 1is provided on this guaranteed
yield, which 1is limited to 50, 60, or 75% of the farm®s average
yield. In the event of a poor crop year, indemnities are paid
on the difference between the producer®s actual yield and his
guaranteed yield. The settlement price, which 1is the dollar
amount that will be paid on each bushel or pound that 1is not
harvestable, is limited to 90% of the estimated harvest price.



Coverage of Delta area farmers® bDbarley crop began with the
1981 <crop year. (Coverage of the Pt. MacKenzie area and of
oats and wheat 1is expected to begin in 1984.) During 1983,
approximately 75% of the 12,000 Delta barley acres were
insured, at an average 1insurance cost of $12 per acre. Under
the program, the federal government subsidizes 30% of weach
farmer®s premium payment, on coverage of up to 65% of the
farm®s average yield. The 1980 Act authorized state
participation 1in the program by allowing states to provide an
additional subsidy (up to 30%) over and above the federal
contribution.

Authorizing the State of Alaska to provide an additional
30% subsidy to Alaskan farmers would reduce the cost of crop

insurance to the farmers, and since most farms are 1initially
financed through the Agricultural Revolving Loan Fund, would
conceivably help protect the state"s collateral against natural
disaster. The Division of Agriculture, Department of Natural

Resources, estimates the cost to the state for it s
participation at $140,000 for FY 85 (for the 1984 and 1985 crop
years), $80,000 for FY 86, and $90,000for FY 87. These
figures are based on a total premium of $12per acre, with the
state”"s share figured at $4 per acre.

To date, Texas 1is the only other stateto haveintroduced
legislation that would authorize state participation 1in the
Federal Crop Insurance Program.



Comments Concerning the Federal Crop Insurance Program
by William H. Beardsley, submitted to the
Senate Special Agriculture Committee in

Anchorage, Alaska on October 6, 1983

My name 1is William H. Beardsley. I am director of the Division of
Finance and Economics, Department of Commerce and Economic Development,
State of Alaska. I am not an expert on Federal Crop Insurance nor do |
propose to take a position on the advisability of the State underwriting

part of the premium. Rather, |1 would like to make a few observations.

It is my understanding that the Federal Crop Insurance Program (FCIP) s
a program to insure a farmer against low crop yields rather than low
price and that basically the Federal Government underwrites the program
by about 30%. Stated another way, the program plans to pay out $1.00,
9t of which goes out on a recurring basis and 10<t is set aside for
catastrophy. For this, the farmer and/or the State pays 70t In fact,
the federal subsidy is greater than 30% because the feds pick up admin—
istrative costs, such as the adjuster who is in Delta Junction right

now.

If my understanding is correct, a region is classified as having a
certain average yield per acre given certain minimal production practices.
Ultimately, an individual fanner can receive his own average yield

classification.



Next, each fanner may select the percent of average yield he would like
to have guaranteed and the price he would like to be paid for his
deficiency if he falls below the guaranteed level. Depending on his
selection, a federally subsidized premium is established which he must
pay. Federal legislation permits the State to pick up a share of that
premium. In Alaska, talk of the State picking up 30% of the premium has

been discussed.

While the following comments may include same inaccuracies, | believe

they are issues deserving of further consideration.

First, where an average yield is established for an area, say Delta,
there appears to be a greater incentive for low yield producers to
participate in FCIP than high yield producers since they are statis—
tically more likely to collect. This inequity can be addressed by

developing different average yields for each farm.

Second, if FCIP r, eduction standards d”e not rigorous, a farmer might
profit by reducing standards to maximize insurance in the short run.
For FCIP to enhance fanning practices, high standards must be strictly

enforced.

Third, the State may opt to be reimbursed for its share of the invest—
ment when a failure occurs rather than have the total reimbursement gc
to the farmer. In essence, if this strategy is used, the State sub-—

sidizes success rather than failure and program costs are reduced. The

pros and cons of State reimbursement should be studied carefully.



Fourth, it is my understanding that there is nothing sacred about a
State contribution of 30% and that participation rates in other states
are rarely high. This suggests that a ceiling of, say, $100,000 and a
variable State percentage contribution could be used, thereby fixing the
State®s annual outlay. At 30%, $100,000 would insure 27,000 acres. If
more acres were insured the percentage State subsidy would fall and if
fewer acres were insured 30% could become a ceiling and the State would
not expend the entire amount. Methods for limiting State exposure might

be worth investigating.

Fifth, the State contribution need not be seen totally as a subsidy.
This form of insurance may partially replace other public safety nets
and may provide insurance compensation in lieu of reimbursement to
fanners for damage by bison. Pennsylvania has such a wildlife com—
pensation clause in its insurance contribution. The benefits and costs

other than direct assistance should be considered.

Finally, it is probable that subsidizing an insurance program in early
years of agricultural development, when crop yields are likely to fluctuate
most broadly and capitalization 1is generally weakest, is least likely to
undermine free market forces than in a mature production region. A

phase out or sunset provision for State subsidy might be considered.

Thank you.
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MEMORANDUM

02 001A (Rev, 10/791

State of Alaska

TO DATE
Senator Bettye Fahrenkamp 1/19/84
FILE NO
prjfj TELEPHONE NO
from Bill Heim, Director subject; S.B 336
Division of Agriculture
, Department of Natural Resources
. V
m
The administration requests that the following amendment
be added to S.B. 336.
. gy < )
ugivi "l *r7  C "
03.10.030 (o) An applicant for a short term loan
may be required to purchase insurance through the
. Federal Crop Insurance program.
i
1"y
\O The Agricultural Revolving Loan Fund Board (ARLF) has
been doing this on a selective basis during the past
year. If this amendment was part of the statute it
would give the ARLF Board a more solid base to require
certain borrowers to participate in the Crop Insurance
Program. Since the State 1is the major lender of
operating funds to small grain farmers, the ARLF shouli
make every effort to protect its collateral through the
Crop Insurance Program.
cc: Sharon Barton, Special Assistant
Dean Brown, Deputy Director
"r P o
i-V J(
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A CROP [INSURANCE PRIMER

BACKGROUND

The Federal Crop Insurance Corporation (FCIC), some 45 years old, is the
Federal agency charged with administering a nationwide crop insurance program
which 1is the American producer®s primary source of risk protection.

The program, initially very limited, was overhauled by the Federal Crop
Insurance Act of 1980, which authorized crop insurance coverage of every
commercially grown crop in the U.S., plus timber, livestock, and aquaculture.
Today, crop insurance coverage is offered on over 30 major crops in 3,UUU U.S.
counties. Virtually all former "disaster crop" acreage is or soon will be
covered.

HOW DOES IT WORK

A crop insurance policy can be designed to accommodate a producer®s individual
needs; more than 5U different coverage options are available.

YIELD GUARANTEES. The 1980 FCI Act limits crop insurance coverage to 75
percent of a producer®s average yield. Crop insurance offers yield guarantees
at 50, 5, or 75 percent of average yield.

Although the average yield on most crops is determined on an “&rea coverage"
basis, FCIC"s Board of Directors recently approved using a producer®s actual
production history as the sole basis for yield guarantees. Producers have
often complained that area coverages are substantially lower than the
production expectations on their farms, making crop insurance less desirable.

Actual production history will be used to determine guarantees on cotton and
rice beginning in 1984; other insured crops will join the program by 1987.

PRICE SELECTIONS. A producer nvy select one of three different prices for his
policy. Price selections are made for each crop by estimating the harvest,
price for the crop, and pegging the top value at 90 percent of that price.
Price selections change annually and represent high, medium and low harvest
price estimates.

PREMIUMS. Premiums are calculated to cover risk of loss and are adjusted
periodically to account for changes in loss history. The FCI Act of 1980
requires that the crop insurance program be actuarially sound. To accomplish
this, FCIC maintains a loss ratio (indemnities paid vs. premiums collected)
goal of .90, with the remainder intended to cover catastrophic losses.

The Federal Government subsidizes producer premiums at 30 percent up to the 65
percent coverage level. The dollar subsidy at the 75 percent coverage level
remains the same, but the percentage is understandably lower.

INDEMNITIES. Indemnities are paid whenever the producer®s actual yield falls
below his yield guarantee. The difference between the two yields is
multiplied by the price election and the number of acres insured. The result

is the indemnity due.



9.

HAIL-FIRE OPT OUT. A producer carrying private hail-fire coverage may exclude
such coverage from his policy and receive a commensurate premium reduction.
Private hail-fire coverage, however, must be in an amount equal to or greater
than that which would be provided under an FCIC policy.

CROP INSURANCE-POLICIES. Crop insurance policies are continuing contracts
which renew automatically unless specifically cancelled in writing by the
insured or insurer. Unpaid premiums may result in the cancellation of a
policy if the account is not settled by a predetermined "termination date."

HOW IS IT DELIVERED

The FCI Act of 1980 established a dual delivery system for crop insurance,
with each system utilizing the insurance resources of the private sector.

MASTER MARKETERS. General Sales and Service Agencies (known as Master
Marketers) with at least 25 agents contract with FCIC to write policies on
FCIC paper. Master Marketers provide management, supervision, contract
servicing and quality control, and the Federal Government compensates the
agencies on a commission basis.

Training for Master Marketing agents is provided by FCIC, and all such agents
must be licensed and certified in the crops they intend to sell.

Additionally all loss adjustment functions on master marketer policies are
carried out by FCIC.

REINSURED COMPANIES. Under this system, private Multi-Peril Crop Insurance
Companies write crop insurance policies under their own brand names, but in
identical terms and cor.ditior.s as Master Marketers. The Federal Government
reinsures the private companies against catastrophic loss and compensates them
for sales and loss adjustment functions.

Reinsured companies provide marketing, distribution, servicing, training,
quality control, premium collection and loss adjustment functions.

ASCS. In a small number of counties with marginal agricultural activity, ASCS
will continue to provide crop insurance sales and service. As private
delivery systems become available in these counties, it is anticipated that
ASCS activity will be phased out.

SHARE OF BUSINESS. As more private companies handle the crop insurance line,
the share of business written by reinsured companies will continue to grow.

In crop year 1982, when relatively few MPCI companies were writing crop
insurance, reinsured companies accounted for only 20 percent of FCIC"s total
book of business. Although final crop year 1988 figures are not yet in, it is
estimated that the reinsured share will increase to approximately 35 percent.
For 1984, we expect reinsurance to continue to grow and account for
approximately 45 percent of all crop insurance business.



United States Federal Crop Office of the Washington, D. C

Department of Insurance Manager 20250
Agriculture Corporation
T0: Interested Parties

FROM:  Manager

SUBJECT: State Participation in Federal Crop Insurance

Background:

The Federal Crop Insurance Act, as amended October 1, 1980, provices
under Section 508(b) (5) that:

"The Board (of Directors) may enter into agreements with any

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

pay to the Corporation additional premiumsubsidy to further

reduce the portion of the premium paid by farmersin each State."”

Discussion:

There are presently four methods available to the Corporation to
accommodate states desiring to participate in this progranm:

1. The State could make direct payments to the producers for a
specified share of the farmer-paid portion of his premium which
is paid to the Federal Crop Insurance Program. This would be 1in
the form of a State "refund"” for a pre-determined portion of
that premium.

2. The State could provide tax credits for participating
farmers on its State Income Tax returns. This would be
regulated strictly within each State and would have no direct
Federal connection other than added incentive.

3. The Federal government could bill each cooperating State for
its share of the additional payment- to be determined initially
by each State- at the time the acreage reports are processed and
the extent of farmer participation in each State is determined
for the crop year.

4. The State could offer the entire insuranceplanand FCIC or
a Federal agency could act asa reinsurer and share in the cost
to a pre-determined extent.

Tho Fedoral Crop Insuranco
Corporation is an agency ol tho
Department ol Agnculturo



Conclusion:

The Corporation will provide any information needed by states
participating in this program in order to facilitate the process and will work
directly with State officials to meet their particular needs. Following is an
example of the Cooperation®s work with officials to establish a program in
their State:

A State wished to explore the possibility of providing assistance to
farmers. Officials contacted us and asked that we provide estimated
premium volume 1in their State for the current and two succeeding
years. They selected option 3 as tneir preferred method of
compensating insured farmers. At their request, we met with budget
personnel and the Comptroller of that State to assist them in
arriving at dollar needs over the next two years and determining the
mechanism and frequency of billing for amounts due the Corporation.
We also offered suggestions concerning courses of action in the
event that demand exceeded funds available. At this point in time a
bill is now before the State Legislature for consideration.



United States Federal Crop Spokane N. 112 University Rd.

Department of Insurance Field Actuarial Suite 200
Agriculture Corporation Office Spokane, Washington 99206
To: Merritt W. Sprague, Manager August 25, 1983

FCIC, Washington, D. C.

Attention: Dennis Lynn, Comptroller

Subject: Alaska Proposed Legislation
(Conversation Knox — i. W. Ellis)

With regarus to the proposed Congrc jsional Affairs and Legislation Division of
FCI meeting with Alaskan agriculture officials to explain the advantages of
Alaskan legislation subsidizin~ premiums paid by farmers, ithas come" to our
attention that specific crop acreage, yields, and historicaldata is
unavailable to your office as Alaska does not have a strong data bank of such
information as it is "new””on the agriculture scene.

The attached information was put together using existing Alaska Statistical
P.eporting Service (SRS) data, present insurance premium rates, participation
levels, and the following assumptions:

1. FCI Management will approve additional crops for insurance purposes in
Alaska 1982-1990.

2. Alaska cropland eligible for insurance purposes will expand at the rate of
10 percent per year 1982-1990 inclusive.

3. Projected actuarial information, 1i.e. percent of participation, production
guaranteed, settlement price election, and crop premium rates are based
upon existing programs and projected risk rate levels as viewed by SFAOQ
Director Knox.

With regards to data shown on attachment 5, base year of 1981 was used as it
more closely fits the "norm"™ than 1982 due to extreme climatic conditions
during 1982 crop year.

If Mr. Lynn, or one of his staff, has any questions with regards to this
situation or wishes further verification, please contact Mr. Knox.

Director

Attachments (5)

Tho federal Cfcp Insurance
Corporation is an agency ol tho
Department ol Agrvcuiture



District

Tanuna Valley

Matanuska Valley

Kenai Peninsula

State Total

Year

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

BARLEY

T ry». g lB’ Walls

ALASKA

1975-1981

(Total State Acres through 1982)

Area
Planted
Acres

300
157
1,350
2,500
4,400
12,500
15,600

1,200
1,175
1,720
1,710
2,050
1,400

900

100
50
30
90
50

100

1,600
1,400
3,100
4,300
6,500
14,000
16,500

Area Harvested for Grain

Acres

250
175
1,300
2,450
4,080
10,600
5,800

1,200
1,125
1,300
1,550
1,720

900

700

50

1,500
1,300
2,60.
4,000
5,800
11,500
6,500

Yield Production

Bu. Bu. Cwt. Value
(000) (000)

21.7 5.4 2,600 23.4
34.3 6.0 2,900 26.0
47 .6 61.9 29,700 .240.0
33.9 83.1 39,900 310.0
45.6 186.0 89,300 536.0
29.2 309.6 148,600 904.0
32.9 191.0 91,700 774.0
52.4 62.9 30,2.00 255.0
54.2 61.0 29,300 235.0
49.3 64.1 30,800 239.0
43.2 66.9 32,100 260.0
58.7 101.0 48,500 325.0
32.7 29.4 14,100 113.0
38.6 27.0 13,000 120.0
33.3 1.7 800 8.6
47.0 70.0 33,600 287.0
51.5 67.0 32,200 261.0
48.5 126.0 60,500 479.0
37.5 150.0 72,000 570.0
49t5 -287.0 137,800 861.0
- 29.5 339.0 162,700 1,017.0
33.5 218.0 104,700 894.0



District

Tanana Valley

Matanuska Valley

Kenai Peninsula

State Total

Year

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1973
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981
1982

0ATS

Area
Planted
Acres

3,000
2,900
1,500
2,000

400
2,100
5,100

900
700
800
600
500
600
600

400
400
500
500
300
400
300

4,300
4,000
2,800
3,100
1,200
3,100
6,000
3,200

- ALASKA

1975-1981
(Total State Acres through 1982)

Attachment 2

Area Harvested for Grain

Acres

250
250
300
450
150
450
300

150

50
100
150
150
150
200

400
300
400
600
300
600
500

Yield
Bu.

37.2
39.2
44 .8
48.6
54.2
42.9
47.7

50.0
43.8
62.0
45.8
50.0
45.3
37.0

42.0
40.0
49.0
"48.0
52 .IT*”
-"43.5
43.5

Bu.
(000)

16.8
12.0
19.6
28.8
15.6
26.1
21.7

Production
Cwt.

3,000
3,100
4,300
7,000
2,600
6,200
4,600

2,400

700
2,000
2,200
2,400
2,200
2,400

5,400
3,800
6,300
9,200
5,000
8,400
7,000

Value
(000)

24.5
24.5
35.5
57.5
19.0
52.0
39.0

19.5

5.5
15.5
21.5
22.0
29.0
26.0

44 .0
30.0
51.0
79.0
41.0
81.0
65.0



District

Tanana Valley

Matar.uslea Valley

Kenai Peninsula

State Total

Yeoir

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981
1982

POTATOES - ALASKA

(Total State Acres through 1982)

Area
Harvested
Acres

120
95
95

125

110
95
80

390
400
405
300
330
340
395

20
15
20
25
20
25
25

530
510
520
450
460
460
500
480

1975-1981

Yield
Cwt.

125
108
103
135
159
129
110

230
196
253
205
190
184
204

200

147
145
105
185

80
228

205-
178
222
180
185
167
190

Attachment 3

Production

Cwt.

15,000
10.300

9.800
16,900
17,500
12.300

8.800

89,70d
78.500
102,300
61.500
63,800
62,700
80.500

4.000
2,200
2,900
2,600
3.700

2.000

5.700

108,700
91.000
115,000
81.000
85.000
77.000
95.000

Value

(000)

210.0
135.
123.
223.
254.
247 .
191.

O O O o oo

1.038.
927.
1.163.
688.
745.
1.176.
1.591.

O OO oo oo

56.
30.
37.
21.
47.
40.
118.

O O O OO0 o o

i.3804.
1,0%92.
1.323.

932.
1.046.
1.463.
1.900.

O O O o o oo



District

Tanana Valley

Matanuska Valley

Kenai Peninsula

Southwest 1/

State Total

Year

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981

1975
1976
1977
1978
1979
1980
1981
1982

1/ Includes Southeast.

ALL HAY

(Total State Acres through 1982)

Area

FORAGE
- ALASKA

Harvested

Acres

4,600
4,350
3,600
3,850
3,000
4,900
6,200

7,600
7,350
6,570
6,600
6,200
6,250
6,200

2,050
1,900
2,030
1,650
1,400
1,450
1,900

150
100
100
100
200
200
100

14,400
13,700
12,300
12,200
10,800
12,800
14,400
13,100

1975-1981

Yield
Tons

[ e

S e PR R PR R R N el

| = o N o

.72
.56
-39
.53
.03
.86
-39

.45
.33
.92
.80
.73
.34
.55

.17
.00
.43
.52
.29
.38
.00

.67
.00
.00
.00
.00
.00
.00

.49
.36
.67
.67
.46
217
.40

Production

Tons

7,900
6,800
5,000
5,900
3,100
4,200
8,600

11,000
9,800
12,600
11,900
10,700
8,400
9,600

2,400
1,900
2,900
2,500
1,800
2,000
1,900

100
100
100
100
200
400
100

21,000
18,600
20,600
20,400
15,800
15,000
20,200

Value
(000)

979.
788.
635.
711.
380.
580.
1,317.

1,420.
1,268.
1,670.
1,578.
1,420.
1,160.
1,595.

370.
255.
462.
349.
232.
300.
304.

13.
14.
»1l4.
14.
22.
60.
16.

2,782.
2,325.
2,781.
2,652.
2,054.
2,100.
3,232.

O OO O o oo O O O o o o o O O OO O o o O O O O o oo

O O OO o oo



Cr/Yr Acres
Barley

1981 16,500
1935 24,000
1990 38,700
Oats

1981 6,000
1985 8,800
1990 14,200
Potatoes

1981 500
1985 800
1990 1,300

Forage (All
1981 14,
1985 21,
1990 33,
Total Acres
1981
1985
1990

Hay)

400

000 i

800

- all 4

37,400
54,600
88,000

807
Insured

13.200
19.200
30,960

4,800
7,000
11,400

400
640
1,040

11,520
16,800
27,040

crops

Bushel
Guarantee

30

396.000
576.000
928,800

50

240.000
352.000
568.000

150 Sacks

60,000
96,000
156,000

.8 Tons

9,200
13,440
21,600

Settlement
Price
Election

$2.60
$1,029,600
1,497,600
2,414,880
$1.70
$ 408,000
598,400
965,600
$4.00
$ 240,000
384.000
624.000
$45.00
$ 414,000

604,800
972,000

Total

Attachment 5

Premium
Rate

.20
Liability
Liability
Liability

.20
Liability
Liability
Liability

.25
Liability
Liability
Liability

.25
Liability

Liability
Liability

tion assumptions)

Projected
Premium
Subsidy

.30
$ 62,000
90,000
145,000
.30
$ 24,500
35,900
58,000
.30
$ 18,000
28,800
46,800
.30
$ 31,000

45,400
72,900

Projected Premium Subsidy -
all 4 crops (based on our expand-

—_— r—

1981 $135,500
1985 200,100
1990 322,700

I,». %«
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FCIC makes greater efforts to help farmers
through difficult times

Today's high production costs, poor market prices, and
commodity oversupplies make farming as an occupation a
"rough row to hoe." FCIC is working to support farmers
through innovative crop insurance programs. See how
inside this issue.



Farmers like freedom to choose with hail and fire exclusion

Many farmers around the coun-
try like what they don't get with
their Federal Crop Insurance poli-
cy: that is, hail and fire coverage.

Excluding hail and fire coverage
from the Federal Crop Insurance
policy is optional with the insured
and is done by crop. The insured,
however, must provide evidence of
minimum hail and fire coverage
before he opts out of the FCIC or
multiple-peril coverage.

To exclude hail and fire protec-
tion, the producer must substitute
an amount of private hail and fire
protection that is at least equal to
that provided under the Fede.al
Crop Insurance policy.

There are several significant
differences between Federal Crop
Insurance policies and the hail and
fire coverage provided by other
companies.

For example, with the crop hail
and fire policy, the producer sets
the wvalue of his crop (not to
exceed normal market value). With
the crop insurance policy, the
value of the crop is based on the
price selection and the yield
guarantee established by the Cor-
poration. Undei tho crop insurance
policy, 75 percent, 65 or 50 per-

Inside this Special Edition:

Formors like freedom to choose

cent of the area or proven yield
may be insured.

In addition, losses are adjusted
under the crop hail and fire poli-
cies on an acre by acre basis.
Losses under the crop insurance
policy are calculated by farm unit
(@ unit being established by Cor-
porate guidelines).

When the producer opts for the
exclusion, the crop insurance
premium is reduced to reflect the
lowered risk due to the elimination
of these perils as insured causes
of loss. The base premium is re-
duced by the lesser of (a) a reduc-
tion shown in a Corporate county
actuarial table worked out for this
exclusion, or (b) the premium rate
paid to another source.

The Corporation will make ap-
praisals for wuninsured causes in
the event that the hail or fire loss
occurs prior to a loss by an in-
sured cause. The appraisal is done
when the percent of the hail or
fire loss for the unit exceeds the
deductible under the crop in-
surance contract.

When the insured farmer has 75
percent coverage (25 percent
deductible), appraisals are done
when there is more than 25 per-
cent damage to that unit. At 65
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percent coverage (35 percent
deductible), when there is more
than 35 percent damage to that
unit. At 50 percent coverage (50
percent deductible), damage must
exceed 25 percent for the unit.

Crop insurance yield guarantees
are, in effect, reduced when hail
and fire losses exceed the deducti-
ble and the opt out provisions ap-
ply. The formula for calculating
the reduction is: 100 percent of
the expected vyield is divided by
the level of coverage (75, 65, or
50 percent) and multiplied by the
percentage of crop hail loss that
exceeds the deductible. The result
is the percentage in reduction in
yield guarantee.

For example: Assume a 100
bushel average yield and a 40 per-
cent hail loss. Without a hail loss,
yield guarantees would be 75
bushels, 65 bushels, and 50
bushels per acre under the respec-
tive 75 percent, 65 percent, and
50 percent elections. With the
above 40 percent hail loss, the
yield guarantees would be reduced
to 60 bushels per acre for both
the 75 percent and 65 percent
elections but would remain at 50
bushels under the 50 percent elec-
tion.

According to FCIC Manager Mer-
ritt Sprague, approximately 85
peicent of all hail and fire losses
are less than 25 percent of the to-
tal crop value on a unit basis.

"Only about 15 percent of FCIC
insureds who have a hail or fire
loss would have their FCIC vyield
guarantee roduced,” says Sprague.

Excluding hail and fire coverage
from tho Federal Crop Insurance
policy and substituting coverage
from another hail and fire com-
pany isn't the only option that
farmers have to cjstomize their
crop insurance protection. Farmers
have the choice of buying at the
same time both Federal Crop In-
surance coverage for hail and fire
and private hail and fire coverage.

In many States, farmers may
buy "companion" hail and fire in-
surance policies. These policies
protect only the deductible portion
not protected under Federal Crop
Insurance. O

County expansion set for 1983

FCIC's Board of Directors has
approved 823 additional county
programs for 1983 crops.

Crops included in the additional
county programs for 1983 are:
Soybeans in 285 counties, oats in
384, potatoes in 45, peanuts in
33, tobacco in 70, peaches in 4,
and grapes in 3.

"FCIC currently insures 28 crops
in 14,498 county programs across
the nation,” says FCIC Manager

Merritt W. Sprague, "This most re-
cent expansion represents the
Corporation's continuing effort 1c
extend crop insurance programs to
all farmers in all counties. These
needed programs will allow pro-
ducers to obtain the risk manage-
ment  protection necessary in
today's economic situation."

In selecting new counties in
which crop insurance is to be of-
fered, the Corporation takes into
consideration the demands of the

farmers for such insurance, the
extent to which such insurance is
available to commercial producers,
and the anticipated risk of loss to
the Corporation.

Counties that are selected for
expansion must be representative
of the several areas where a par-
ticular commodity is normally pro-
duced. In addition, income from
the commodity must constitute an
important part of the total agricul-
tural income for the county. O

Late Planting Agreement Option extends protection

Thanks to FCIC's new Late
Planting Agreement Option, farm-
ers will be able to purchase in-
surance protection presently
denied them when they miss last
planting dates because of bad
weather. The Option will allow
coverage to be extended on
acreage which cannot be planted
until after the final planting date.

Under old FCIC policy, insurance
coverage was rejected on all
acreage the insured farmer was
unable to plant by the final plant-
ing date set by the Corporation. In
some cases, FCIC extended plant-
ing dates to give farmers kept out
of the fields by bad weather a
chance to buy some crop protec-
tion. This action, however, in-
creased the Corporation's actuarial
risk.

Tho Late Planting Agreement
Option eliminates any need for ex-
tending planting dates while pro-
viding producers with needed cov-
erage that is actuarially sound.

Insured farmers who elect to
use the Late Planting Agreement
Op'.ion must complete and sign a
special form approved by the Cor-
poration. Their coverage will ex-
tend to most spring planted
acreage planted up to a maximum
of 20 days after the final planting
date. The production guarantee on
tho acreage will be reduced 10
percent every five days up to the
20th day following the final plant-
ing date. The premium rate will
remain constant for the coverage
provided.

On the final planting date for
the crop to be insured, the farmer
must advise his agent that some
acreage is not yet planted. The
agent will advise the insured of
options to self-insure or to have
FCIC's insurance for late planted
acreage.

If the farmer selects the Late
Planting Agreement Option, the
agent will prepare the agreement

for the insured's signature as soon
as possible. The Late Planting
Agreement Option will be coded as
? practice with the planting date
determining the guarantee. The
summary of protection that is
given to the insured will reflect
the correct guarantee.

Implementation of the Late
Planting Agreement Option began
for crop year 1983. O

FCIC expands communications efforts

FCIC has introduced a
newsletter especially aimed to
guide  and inform corporate
spokespersons. The ne\A monthly
publication is called Spreading the
Word, a d the first issue was
mailed to a select audience in De-
cember 1982.

The newsletter keeps spokes-
persons informed on various cor-
porate issues and policy changes,
provides tips on promoting crop
insurance, and acts as a forum
whereby spokespersons can share
ideas among themselves.

Spokespersons are  farmers,
FCIC WAE personnel, and FCIC
representatives on the new Full
Time Family Farmer and Rancher
Development committees.

The editor of Spreading the
Word is Joyce McCoy. Relevant
news items should be sent to her

attention at: Federal Crop In-
surance Corporation; Room 4604
USDA South Bldg.; 14th and In-
dependence S.W.; Washington,
DC. 20250. Phone: (202) 382-
9830.

McCoy is also the editor of the
Spokesperson Information pack-
age. The package contains news
items about events within the Cor-
poration as well as clippings of
stories about crop insurance and
the Corporation from newspapers
from all around the nation.

Spokesperson Information is
produced monthly and mailed to all
FCIC Field Operations Office direc-
tors, all FCIC Field Actuarial direc-
tors, and all FCIC management and
division directors. Again, relevant
material for this package should
be directed to the attention of
Joyce McCoy. O



Improved IYCP offers higher coverage

Top producers will enjoy higher
coverage and relatively lower
premium rates under the improved
Individual Yield Coverage Plan
(I'YCP) for crop year 1983.

The improvements are the result
of producer requests and have the
wholehearted support of FCIC
management.

"I'm excited about these
changes,” says FCIC Manager Mer-
ritt Sprague, "because they should
make crop insurance more attrac-
tive to the good producers of this
nation. These changes promise to
overcome many objections to
inadequate coverage levels fre-
quently voiced by producers.”

Higher coverage

Among the improvements for
the IYCP is a change in the fc.mu-
la used to calculate coverage lev-

els. The 1982 IYCP required that a
farmer produce verifiable records
for production vyields for at least
the most recent three years that
the crop v s grown. The farmer's
total coverage was calculated on a
10-year base. For those years of
the 10-year base for which the
farmer had no crop records, the
area-average yield was used in-
stead.

Under the new plan, t
farmer's actual yields continue to
be used for the proven period. The
yield for the years of the 10-year
base period without records are
determined by multiplying the
county Statistical Reporting Ser-
vice (SRS) yields used by the Cor-
poration for those years by the
farmer's index. The farmer's index
is determined by dividing the
yields from the farmer's records by

the SRS yields for those years. See
the example provided.

The end result under the new
plan is that the amount of cover-
age available to the more success-
ful farmer is significantly increased
without additional premium cost.

Farmers who qualify for the
higher coverage unde* the new
IYCP will pay premium rates based
on the ordinary area-coverage plan
yield.

Limited certification

The new plan will accept limited
certification for corn, grain
sorghum, barley, and oats where
production was fed to livestock or
poultry.

In order to give these farmers
the opportunity to correct the
yields for their farms when the

Continued on page five

INDIVIDUAL YIELD COVERAGE PLAN - IMPROVED APPROACH FOR 1983 SPRING CROPS

Most recent year
2nd most recent year
3rd most recent year

Average

Producer Index: 110 75 1.47

Yield calculation:
Farmer's records (3 years)

7 years (no records) X
70 bushels per acre x
1.47 Index =

Farmer's records
“*jeld per acre

120
100

110
110

SRS county records
Yield per acre

80
75
70

75

Statistical Reporting Service yield used by FCIC for
missing years of the 10-year base period = 70.

120
100

110

720

(050 > 10 = 105 bushels per acre

Premium cost per acre will be the same as //or the area coverage plan.

1982 Individual Yield Coverage Plan:

Farmer's records

7 years x 80 bushels (FCIC
level guarantee 1x2)

Premium cost per acre was 11 percent higher than for the area coverage plan.

4

120
100
110

560

890 -r 10 = 89 bushels per acre

Producers' reported yield option
may provide easy access to IYCP

Trying to sort through the many
abbreviations used by the Govern-
ment C3n be maddening, but here
is one that is worth taking the
time to learn: I'YCP.

IYCP stands for the Individual
Yield Coverage Plan. This plan be-
gan operating nationwide nearly a
year ago with spring-planted corn,
cotton, grain sorghum, rice and
soybeans, and wheat and barley
with a December 1 cancellation
date.

The 1YCP was designed to at-
tract farmers who felt that the
area-average guaranteed by crop
insurance did not accuratel,1 re-
flect their own production experi-
ence. Under this plan the farmer
must provide satisfactory records
of acreage and production for at
least the most recent three years.
This information is the basis for
the calculation of the individual
producer's yield on which FCIC
coverages are based,

These certification requirements
are difficult to meet for those pro-
ducers who customarily feed their
crop production to livestock or
poultry and who do not have ade-
quate records to be eligible for
USDA proven yield programs. The
solution to their problem may be
the special option to the I'YCP.

Tha option to IYCP (which in-
cludes limited certification of
yields by the producer) will begin
on a limited basis and will be
available only on corn, grain

sorghum, barley and oats in cer-

tain counties which are yet to be

announced by FCIC Manager Mer-
ritt  Sprague. The Corporation
plans, however, to begin its
newest and most innovative pro-
gram with 1983 spring crops.

Producers who wish to take ad-
vantage of the iYCP option will be
required to provide the following
information to their ASCS county
office:

e Satisfactory acreage and yield
data for at least the most re-
cent crop year. (FCIC will assist
producers with acreage and
esicld determination if the pro-
ducer makes the request while
evidence still remains.)

e Acreage and vyield records for
the crop for the prior years
even though such records
might be incomplete.

e Feeding records, livestock and
poultry production rec'rds, fer-
tilization and liming records,
soil conservation methods
used, land tillage practices, in-
secticide and herbicide records,
planting pattern and population
data, and equipment adequacy
information.

e Certification of acreage and
yield data for the previous
second and third year when
such information is not avail-
able from written records.
Under the option, certified yields

provided by the producrr will be

reviewed by the ASCS committee.

Improved IYCP offers higher coverage

Continued from page four

area coverage plan did not accu-
rately reflect their productivity,
the Corporation has developed an
option to the IYCP plan which ad-
dresses their situation. This special
option requires verifiable records
for at least the most recent year if
other conditions are met and thus
allows the farmer higher crop in-
surance coverage at a higher
premium cost than the regular
1YCP.

In the past, many farmers
balked at purchasing crop in-
surance because they felt that the
coverages offered by FCIC on cer-
tain crop programs did not accu-
rately reflect their actual produc-
tion levels. These methods which
allow farmers to improve their
coverages are the result of FCIC
management responding to farm-
ers’ suggestions on how to in-
ciease participation in the pro-
gram. D

The certified yields may be adjust-
ed based on FCIC guidelines prior
to the final vyield determination
shown on the worksheet approved
by ASCS.

To qualify for the spacial option,
producers must agree to the fol-
lowing conditions:

e Only natural units will be con-
sidered. Any unit division
guideline provisions of any par-
ticular crop insurance policy
will be disregarded for the pur-
poses of the option.

e Annual records of acreage and
yield must be provided for each
future year that the insurance
is in force under the option.
Failure to provide such infor-
mation on a timely basis will
result in the insurance being
based on the area-yieid cover-
age plan.

e As soon as three consecutive
years of acreag and yield data
are available, the producers us-
ing the option must convert to
the regular I'YCP for determin-
ing yields. O

Loss adjusters
get training

To handle claims more quickly
and with fewer errors, FCIC will
provide training for 4,500 contract
Ic s adjusters this year.

Training began January 31 and
will be completed by April 14 in
122 locations around the country.

According to FCIC Manager Mer-
ritt Sprague, one of the objectives
of the training is iO cut the aver-
age time it takes to handle a claim
down to 30 da-s The average
was 45 days in 1931.

The Corporation will employ no
adjusi to perform field inspec-
tions without supervision until
they successfully complete the
course of study. Al FCIC adminis-
trative and supervisory personnel
also will be required to attend the
loss adjuster training.

Continued on page eight



ARCIE is ready!

Crop insurance can get complicated, but weighing its
benefits is easy with new microcomputer software.

Crop insurance's new microcom-
puter software package is ready
for distribution and sale through
Texas A&M University and some
State Extension Service offices.

ARCIE—AII-Risk Crop Insurance
Evaluation—is designed to help
producers assess their crop pro-
duction risk and provide a means
to evaluate crop insurance options
under the Federal program or other
private insurance plans.

Using producer-defined expecta-
tions or historical data, ARCIE
analyzes risk by means of simula-
tion techniques. Results are calcu-
lated for a single insured unit on a
planted (not harvested) per-acre
basis.

The program was designed and
tested by the Cooperative Exten-
sion Service. They arranged with
the Texas A&M University System,
the Texas Agricultural Extension
Service, and the Texas Agricultural
Experiment Station to do much of
the work on the project.

Configuration and cost

ARCIE will work well with most
Z-80, 64K, CP/M systems. The
software package is distributed on
8-inch SSSD CP/M and 5 1/4-inch
diskett for the Radio Shack Mod Il
Apple I Plus (CP/M), IBM PC
(CP/M), KayPro II, and other popu-
lar 64K microcomputers.

ARCIE must be configuied for
6cih specific microcomputer, but
tl s can be done at Texas A&M
University where the software is
available. However, such modifica-
tions will take time to convert,
thus delaying the date when they
will be available.

Dr. Steven Griffin, Assistant
Professor of Agricultural
Economics at Texas A&M and pro-
ject leader for the development of
the ARCIE program, stresses that
potential users wishing to pur-
chase the program must provide
information concerning their disk
drive as well as the type of
machine used.

"If we have the proper informa-
tion," says Griffin, "we promise to
make our best effort to accommo-
date the package to the user."

The package costs $95 and in-
cludes the master diskette, in-
structions on how to use the pro-
gram, and the background infor-
mation on risk management crop
insurance.

Where to buy, where to ask

ARCIE can be ordered by mailing
a check or money order to: The
ARCIE Project; Department of
Agricultural Economics; 107 Agri-
culture Bldg.; Texas A&M Universi-
ty; College Station, Texas 77843.
Make checks payable to "TAEX-
Crop Decision Aids."

For those individuals who pur-
chase the software package and
find they have trouble running it, a
hotline has been established at
Texas A&M University. User ques-
tions and problems can be ad-
dressed at this number until March
19: (713) 845-3929. After March
19, call (409) 845-3929. (Note:
These numbers art. for help only
with the program, nut for ordering
the package. The' are also not
toll-free numbers.

ARCIE will bo available to users
through all State Extension Service
Offices, some of which will offer

the package for sale. However,
changes in configuration to make
the diskett operable on a specific
microcomputer system can only be
done (in most cases) through Tex-
as A&M University.

FCIC is making a major effort to
acquaint State Extension Service
personnel with the crop insurance
program and the use of ARCIE so
that they can help tarmers.

To this end, FCIC conducted
four regio-;.! workshops that in-
cluded Extension State Farm
Management Specialists and other
specialists for each State. These
workshops were conducts in
January in Reno, Dallas, Chicago,
and Washington, D.C.

Easy to use

The ARCIE program is easy to
use. 1ne user is prompted for all
the input data required, input data
and results are displayed on the
console and may bt printed out on
a hard copy printer.

Input data may be stored for
later access or modification. One
or more input values can be
changed and analysis performed
without re-entering all the input
data.

ARCIE evaluates the impact of
crop insurance on net income.

probabilities of certain income
levels, and expected cost of parti-
cipating in a crop insurance pro-
gram. It measures the trade-offs of
income and risk exposure between
alternative levels of coverage
(yield guarantees and indemnity
price election). The same evalua-
tion can be made of crop hail in-
surance either in conjunction with
multiple-peril/Federa! Crop In-
surance or by itself.

ARCIE simulates the occurrence
of alternative prices and yields on
a per acre basis. By combining
prices and yields with production
cost information and the premium
structure of the insurance pro-
gram, at least ten tables and
graphics of alternatives are pro-
duced.

The program calculates the ex-
pected average income above
specified cost for each of nine
multi-peril insurance options.
(Three levels of indemnity prices
and three levels of yield guaran-
tees allow for nine different op-
tions in selecting a crop policy.)

The tenth alternative is crop hail
and fire insurance either opted in
or out of the multi-peril/Federal
Crop Insurance.

The eleventh alternative will be
for the non-insured option. The
amount of risk reduction will be
calculated by comparing any or all
the insured options with the non-
insured option.

The program compares the max-
imum possible loss among the op-
tions and compares the probable
ratios of premiums to indemnities
paid based on the conditions

Continued on page eight



Texas considers additional premium subsidy

Texas farmers will get a bigger
break on premium costs for crop
insurance if that State's legislature
passes a bill which would provide
for payment of an additional prem-
ium subsidy on policies.

State Senator Bill Sarpalius
(Dem.) of Hereford, chairman of
the Senate Subcommittee on Agri-
culture, announced on August 30,
1982 that his committee was to
draft a bill to allow for the addi-
tional subsidy. The bill was intro-
duced in January 1983.

If passed, the legislation would
make Texas the first State to pro-
vide such aid to the agricultural
sector

Although the Federal Govern-
ment currently pays up to 30 per-
cent of the premium cost to farm-
ers and ranchers insured under
Federal Crop Insurance programs,
only about one in five Texas farm-
ers purchase”™ crop insurance. Sar-
palius hopes that the additional i:S-
sistance from the State wi.l make
crop insurance more attractive to
farmers.

Sarpalius estimates that the
State subsidy program for cron in-

Loss adjusters get training

Continued from page fivu

Throe validation mootings were
conducted tho week of January 10
in Billings, Montana, Lubbock, Tex-
as, and Macon, Georgia.

"Validation meetings are a
necessary part of testing the
overall system of materials and
tost certification," says Robort Fox,
FCIC’s director of tho Claims Divi-
sion

Sites for tho validation meetings
were selected to reflect tho con-
centration of loss adjusters and to
include a variety of crops grown in
each area.

Planning for the training began
early in August 1982, and ques-
tionnaires were sent to Field
Operations Office Directors to
identify areas where major crops
are grown.

Participants for the validation
meetings were selected to

8

surance could cost $6 to $8 mil-
lion in its first year. He proposes
that the funds for the program
come out of a State surplus which
exceeds a billion dollars.

In justifying this expenditure,
Sarpalius notes that agriculture
ranks third —behind oil and natural
gas—among the major industries
in the State with revenues of $9.8
billion a year.

Under the Crop Insurance Act of
1980, Congress authorized the
States to pay an additional portion
of insurance premiums While Tex-
as is the first State to make a
serious move to provide the addi-
tional subsidy, other States have
expressed an interest in the con-
cept and are expected to closely
follow the progress of the Texas
biil. The move has been encourag-
ing to FCIC officials who have
pledged their support and coopera-
tion in the effort.

Ted Crouch, FCIC's Field Opera-
tions Office Director at College
Station, Texas, is especially
pleased about the possibility of the
subsidy beginning in Texas.

represent a mix of both experi-
enced and inexperienced loss ad-
justers," says Fox.

The entire training program, ac-
cording to Fox, consists of ‘ttroe
phases.

Tho first phase involves the
basic training and certification on
two specific crops. Loss adjustors
will not bo allowed to perform
held inspections vithout supervi-
sion until thoy successfully com-
plete this phase.

Tho second phase of training in-
cludes a reviow of work at the
field level which complies with an
es'ablished minimum error rate.

During the third phase of train-
ing, the adjustor must acquire suf-
ficient field experience to adjust
lossos on additional crops. This
last phase cannot be completed
without the recommendation of
the Quality Assurance Leader, ac-
cording to Fox. O

"We all know, how severely the
agricultural sector of our State’s
economy has suffered recently,”
said Crouch (ed. note: In spring
1982 the Texas High Plains area
was hit by a series of devastating
hail storms and high winds.). "Dur-
ing this period, FCIC's capacity to
relieve these adverse conditions
has been limited in many areas of
the State because of low partici-
pation. The action being initiated
by the Senate Subcommittee on
Agriculture will almost certainly
stimulate greater producer accep-
tance."

For the 1982 crop year an es-
timated 1.9 million acres of Texas
crops were covered by crop in-
surance, Maximum iiability on
these acres exceeded $200 mil-
lion. O

ARCIE is ready!

Continued from page uoven

described by the user. These may
aither be the same as those
recorded or they may be modified
as the operator sees fit.

The ARCIE evaluation will likely
be beneficial to insurance agents
in explaining the crop insurance
program. However, it must be
remembered that the computer
can only work with tangible
values. The insurance agent must
holp the customer place a value on
such intangibles as peace of mind
and security.

Agricultural lenders also have
oxprossod initial intorost in ARCIt
as it will help formers to better
define income and risk probabili-
ties and determine which in-
surance options best fit individual
situations.

ARCIE'S beginnings

According to Dr. Griffin, he and
other members of the Texas A&M
staff began to take a closer look
at crop insurance programs shortly
after disaster payments were done
away with under the Agriculture
and Food Act of 1981.

"The variety of options offered

under crop insurance can got pret-
Continuud on pay* rune

Corn, cotton and soybean policies undergo revision

In an eff.ort to make corn, cot-
ton and soybean insurance more
attractive to producers, FCIC has
approved several amendments to
each policy.

Many of the revisions to these
policies are a direct result of
meetings between producers and
FCIC management.

Corn policy

Among the most significant
changes in the new corn policy is
the elimination of the provision for
reduction of coverage when
acreage is unharvested.

The substitute crop prc vision
also has been eliminated since
very few substitute crops are
planted due to the Ilimitations
resulting from herbicide usage.

Regulations for the corn policy
were revised to provide for a
silage-only guarantee in areas
where appropriate. References to
true silage-type corn were elim-
inated in the revised policy. Seed
com companies have stopped pro-
duction of seed for this type of
com plant.

The revised com policy provides
for a reduction of silage tonnage
to be counted whsre the guarantee
is expressed jn both tonnage and

ARCIE is rr adyl

Continued from page eight

ty complicated," says Griffin, "and
we started to work on a micro-
computer program as an ideal tool
for examining crop insurance op
tions as well as former risk."

In early Septemoor 1982 FCIC
inquired about the possibility of
the Extension Service providing as-
sistance in the development of a
microcomputer program for use by
farmers in making 1983 crop in-
surance decisions. In responding to
the FCIC request, tho Extension
Service staff found that the Texas
A&M slrff had already substantial-
ly devepx.id a microcomputer pro-
gram.

The Texas A&M model, howev-
er, needed modification, accelerat-
ed devalopment, and adaptation
for field use. So that the micro-

bushels and the grain content of
the silage is below 4.5 bushels per
ton. This applies only in counties
where a tonnage guarantee is in
effect and production is counted
based on tons.

A provision has been added to
clarify appraisals, insurance period,
and notice of loss in counties with
both grain and silage guarantees.

The 50-percent coverage penal-
ty has been eliminated when dam-
aged corn acreage is planted with
another insurable crop that will be
harvested the same year.

A replanting provision was ad-
ded to cover the actual cost of re-
planting a corn crop. The replant-
ing indemnity will be paid if at
least 10 acres or 10 percent of a
unit is replanted and potential pro-
duction is appraised at less than
90 percent of the guarantee.

The revised policy provides for
quality adjustment on insured com
when kernel damage is more than
15 percent. The revised policy
contains a foimula for determining
the amount of poor-quality pro-
duction to be counted based on a
value comparison with U.S. No. 2
com. (FCIC defines poor quality
corn as having over 40 percent

computer program would be ready
for the 1983 crop year, Extension
Service and FCIC staff moved
quickly to prepare an interagency
agreement and a cooperative
agreement with the Texas Exten-
sion Service.

The Toxas Extension Service
agreed to complete development
and field testing of the microcom-
puter program. Texas has a
cooperative agreement with the
Michigan Extension Service to pro-
vide assistance in field testing the
program. Texas will also distribute
and sell copies of tho program and
materials.

A technical advisory committee
consisting of representatives of
the four regional Extension Farm
Management Committees has been
organized to assist with the pro-

moisture or less than 40 pounds
per bushel test weight.)

Cotton policy

Of major importance to cotton
producers is an increase in cover-
age levels brought about by chang-
ing the stage guarantees. Growers
felt that the first stage guarantee
in the old policy was inadequate to
cover actual production expenses.
They objected to the fact that the
third stage guarantee could seldom
be realized due to the reduction in
indemnity for unharvested acreage.

FCIC has eliminated the reduc-
tion in guarantee for unharvested
acreage and combined the second
and third stage guarantees. Cover-
age will be established at the full
guarantee for both the second and
third stages.

The first stage guarantee in-
creased to 60 percent of the full
coverage.

According to FCIC's new defini-
tion, the first stage ends ™after
blooms are shed or 50 days after
the final planting date, whichever
comes first.” The new definition
should satisfy the growers' com-
plaint that they must keep poor
cotton stands until the blossoms

Continued on pegu twelve

ject. Members are: Gayle Willette,
of Washington State University;
Don Pershing, Purdue University in
Indiana; Doug Jose, University of
Nebraska; Dan Smith, Clemson
University, South Carolina; Don
Tilman, University of Delaware;

Economists working on program
development include James
Ahrenholz, James McGrann, Ed
Rister, all of Texas A&M; and J.
Roy Black of Michigan State
University.

Dr. Buol Lanpher, program leader
of the Farm Management Division
for the Extension Service, Wash-
ington, D.C. and Gene Gantz, spe-
cial assistant to the FCIC manager
ore the coordinators for Extension
Service and FCIC and have played
an important role in the project. O



Financial standards set for Master Marketing companies

FCIC has developed specific
financial standards that must be
met by private insurance com-
panies seeking Master Marketing
Agreements with the Corporation
for the 1983 spring crop year.

Applicants are regarded as fully
acceptable if they meet the fol-
lowing requirements:

e The ratio of current assets to
current liabilities exceeds 1.2
to 1, and

e Current assets exceed current
liabilities by an amount equal
to at least 3 percent of antici-
pated premium volume for the
period covered by the annual
plan of operation, and

e« There is no significant adverse
information on the company.

For the 1983 spring crop year,
interested companies were re-
quired to submit a plan of opera-
tion and a financial review com-
pleted by a Certified Public Ac-
countant. The review verified that
the applicant company or agency
meets FCIC's financial standards.

For the 1984 crop year sale
(1983 fall-planted crops), appli-
cants must submit along with their
proposed plan of operations a CPA
Audit. The Audit must show that
the applicant meets FCIC financial
standards.

If the applicant's financial posi-
tion is determined by FCIC to be
less than fully acceptable, FCIC
will refuse an agreement. FCIC
may grant waivers to the financial
standards, however, when the ap-
plicant submits a plan determined
to satisfactorily eliminate the defi-
ciency. In su .i, cases, considera-
tion will be given to:

e Proof of line or letters of credit
which, when added to other
current assets of the agency,
result in a current ratio in ex-
cess of 1.2 to 1. The excess of
current assets over current lia-
bilities must be sufficient to
cover current operating ex-
penses or amount to 3 percent
of the premium volume antici-
pated for the next year, which-
ever is greater.

« Bonding and/or insurance
which may be used in lieu of
0.5 percent of anticipated
premiums to cover possible er-
rors and omissions.

e Guarantees from patent or re-
lated companies which have
working agreements with the
agency to assume financial
responsibility in the event of
the applicant's failure to meet
financial  obligations.  These
guarantees may take the form
of letters or agreement.

e Cash flow projections which
demonstrate the ability to meet
current operating expenses for
the period covered by the an-
nual plan of operation.

e Other information demonstrat-
ing past experience of the
agency with credit and finan-
cial institutions.

FCIC will accept CPA-prepared
financial statements for the most
recent fiscal year. Applicants may
choose to provide a later interim
statement.

Except for a CPA audit, the
statement must be certified by the
Chief Executive Officer and the
Treasurer.

The decision to set financial
standards for Master Marketing
agencies was made in May 1982.
FCIC Manager Merritt Sprague
describes the financial standards
developed for these agencies as
being "minimal and very reason-
able.

"The Corporation is totally com-
mitted to the farmer and to the in-
tent of the crop insurance pro-
gram,” says Sprague. "It is sound
bur ness practice to thoroughly in-
vestigate the ability of a company
to meet its fiscal obligations and
provide reliable service to insured
farmers.” O

Agent training seen as cost-saving measure

FCIC's full-scale agent training
efforts are expected to save the
Corporation bundles of cash as
well as increase public confidence
in crop insurance.

"We're going all cut on these
training programs,” says FCIC
Manager Merritt Sprague, "because
we believe well-trained agents will
save us thousands of dollars in
costs due to errors, misrepresenta-
tion suits, and time-consuming pa-
perwork."

FCIC’s new Agent Certification
Training Program began October 5
and ran through December 18.
Upon agent request, the certifica-
tion course was cutback from five
days to three days. The first day's
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session consisted of lectures or.
general crop insurance concepts.
The second day was devoted to
training on individual crop policies.
Exams were given on the third
day.

Agents who felt they knew the
material well enough to pass the
exams did not have to attend the
entire course. They reported to the
training session on the day
scheduled for exams and took the
exams only. But if they failed the
certification tests, these agents
were required to attend an entire
course.

Any agent who failed the e\ams
was allowed to repeat the course

as many times as needed in order
to pass.

The Corporation is placing a
great deal of importance on the
agent certification training. "We
see it as being absolutely essential
in providing consistency to our in-
formation program for crop in-
surance,” says Sprague. "All the
agents must have uniform
knowledge of our progrr is so
that farmers will be receiving the
same information about crop in-
surance.

"A well-trained delivery system
will increase public confidence in
FCIC programs, " says Sprague,
"and well-trained agents are more
capable of making more sales." O

FCIC will support the Payment-
In-Kind (PIK) program by increas-
ing the vyield guarantees of in-
sureds who participate in this
acreage reduction plan for 1983.

"The vyield coverage increases
recognize the probability of in-
creased per-acre yields on the
remaining acreage of PIK partici-
pants,” says FCIC Manager Merritt
Sprague. "We expect the harvest-
ed acreage to exceed the average
production potential of the entire
farm."”

The PIK program applies only to
1983 acreages of wheat, com,
sorghum, upland cotton and rice.
In return for participating in PIK, a
producer will receive an amount of
the commodity as payment for
reducing planted acreage..

The FCIC incentive works like
this: Participating in the PIK pro-
gram at a level of at least 10 per-
cent but less than 20 percent in-
creases the yield guarantee by 6
percent; participating between 20
percent but less than 30 percent
will increase the guarantee to 8
percent; participating at the max-
imum of 30 percent in PIK will in-
crease the FCIC yield guarantee by
10 percent.

The premium rate per acre will
be the same as with the standard
coveiage.

"FCIC can offer these higher
guarantees without a correspond-
ing rise in premium rates because
the risk of loss is reduced,” says
Sprague. "We anticipate more
timely operations and increased in-
puts per acre on the reduced
acreage planted.

"We want to encourage program
participants to continue their in-
surance coverage,"” says Sprague,
"and this is a way to attract new
producers to the program.”

Insured farmers will note on
their acreage reports (in column 5)
intended participation in PIK to be-
come eligible for the yield guaran-
tee increase. The increased cover-
age will appear on the summary of
insurance. In the event of loss, the
producer's policy guarantee will be
adjusted according to the verified
ASCS records of participation in
PIK.

FCIC to support PIK

FCIC accepted until March 11
revised acreage reports on insured
winter wheat destroyed to comply
with PIK. On January 20,FCIC sent
a letter of notification to each in-
sured producer of winter wheat

The P/Kprogram is expected to
reduce grain stocks and storage costs
and improve prices.

stating exactly how to revise
acreage reports and the deadline
for doing so.

No premium will be charged for
destroyed acreage which is report-
ed on a timely basis. Producers
submitting bids for whole farm
participation were allowed to sub-
mit a zero acreage report which
was conditional upon acceptance
of their bid by ASCS.

The PIK program, made public
by President Reagan during a
speech to the American Farm
Bureau Federation on January 11,
is a major effort on the part of
this Administration to turn things
around in the farm economy. It is
expected that the program will
halt buildup in grain stocks and
help improve prices.

Secretary of Agriculture John
Block has praised the PIK program
as a means of reducing govern-
ment outlays for domestic farm
programs while giving farmers the
same or greater net returns as
stocks of grain decline.

"The availability of market sup-
plies will be maintained, signaling
to exporters and importers that
the United States fully intends to
remain a reliable and consistent
supplier when production adjust-
ments are made," Block said in a
speech given December 9, 1982,
before the Committee on Agricul-
ture, Nutrition and Forestry and
the Subcommittee on Agricultural
Production, Marketing, and the
Stabilization of Prices, U.S. Senate.

PIK is not a new idea.
Payments-in-kind to  producers
were used in the 1930's for cot-
ton and in the 1960% for feed
grains and cotton to reduce the
cost of storing surpluses.

According to a report dated No-
vember 30, 1982, and written by
Douglas E Bowers of the Agricul-
tural History Branch for USDA’s
Economic Research Service, "these
programs succeeded in lowering
the inventories of Government-
held crops.”

The signup for the 1983 PIK
program began January 24. Farm-
ers can get full details on the pro-
gram from their local ASCS of-
fice. O



Corn, cotton and soybean policies undergo revision

Continued from page nine
are shed regardless of the time
lapse from the planting date.

Soybean policy

Major changes for the soybean
policy include elimination of the
coverage penalty for unharvested
acreage and the limitation of the
replanting payment to the actual
cost of replanting.

All three policies—corn, cotton
and soybean—have been rewritten
using "easy read" language.

12

Delayi>d premiums

The delayed premium payment
plan has bien written into all the
rovised policies. Basically, the plan
provides a 30-day premium pay-
ment extension from the billing
date without interest charge. Bill-
ing dates are established at the
beginning of the normal harvesting
season for most crops. Generally,
this falls at about 0r.i0b6r 1 for
most spring crops ana July 1 for
most fall crops.

Premiums not paid within 30
days of the billing date will accrue
a one-and-one-half percent simp.'j
interest charge per month. Ac-
counts paid by the termination
dates (for most fall cicps between
September 15 and October 10;
and on March 31 for most spring
crops following the normal time of
harvest) will not affnet insurance
protection for tha  following
year. O
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FCIC then and now: Crop insurance has come a long way

Thanks to the the Crop Insurance Act of 1980, the Federal
Crop Insurance Corporation is expanding programs to
satisfy the growing needs of farmers.

The business of agriculture has fy farmer demands for financial manager and top man at FCIC,
grown large and complex, and so protection in uncertain economic "and the Corporation is dedicated
have farmer demands for an ade- times. to making crop insurance an in-
quate crop protection program. “Crop insurance is vital to the dispensable tool for good farm

The Federal Crop Insurance Cor- suppo-t of modern agricultural management.”
poration (FCIC) is working to satis- economy,"” says Merritt Sprague,

Agriculture's importance to the
American economy

In 1980, tho food supply of 228
million Americans depended on
only 3.7 million farm workers.

Over one-fifth of the total U.S.
labor force is directly or indirectly
dependent on agriculture fcr em-
ployment. Agribusiness employs
more people than tho steel, auto,
oil, electronic, and airline indus-
tries combined.

Farmers spent $130.7 billion on
production in 1980. Seventy-one
porcent of this went to purchase
go~ds and services off the farm
These expenditures generated
thousands of jobs and sales for en-
ergy suppliers, equipment and
machinery manufacturers, the
chemical industry, and financial in-
stitutions.

Nearly one-third of U.S. farm
production is exported. In 1980,
agricultural exports paid for aboui
one-half the cost of imported
petroleum and petroleum
products—an important factor in
limiting the size of tho Nation's
trade deficit.

With statistics like these, more
Americans than just farmers have
a stake in maintaining the financial
security of American agriculture.
That is why crop insurance is so

The FcJerel Crop Insurance Corporation has bean serving the American farmer important to the individual farmer

since 1938. Here a farmer is shown applyinn for crop insurance in Bottineau Coun- as well as to American society.
ty, Ncrth Dakota. November 1941. (National Archives) Continued next page



FCIC than and now:

Crop insurance has come a long, long way

Crop insurance and agricultural
stability

The need for crop insurance pro-
tection has become more critical
today than ever before. Higher an-
nual production costs and in-
creased outlays for capital invest-
ments make the business of farm-
ing much more difficult.

The average American farmer
cannot survive many crop faiiures.
To recover the investment lost
from one crop failure can easily
take the profits from five years of
average crop production.

And what if that fai.ner is so
unfortunate as to iiave two or
three crop failures during his farm-
ing career?

Without crop insurance, he may
spend a significant part of his pro-
ductive life operating his farm just
to recover from such unavoidable
crop losses. Crop insurance can
help prevent such a vicious cycle
from developing.

Crop insurance is designod to
provide formers with dependable,
equitable protection by utilizing
taxpayers’ money in the most
cost-effective manner. Crop in-
surance  strives to be sc -
supporting in that many formers
from many areas of the cou itry
contribute to its operation through
the payment of premiums.

Removing drawbacks

For many years, tho mood *he
country has been favoring at  ffi-
cient and widespread crop in-
surance program. FCiU has been
around since 1938, but it wasn't
until tho passage of the Federal
Crop Insurance Act of 1980 that
the Corporation was given the leg-
islative means to allow for proper
expansion and the delivery sys-
tems so sorely needed.

In the years before the passage
of the 1980 Act, crop insurance
did not enjoy a significant partici-
pation rate. This was due in part
to the fact that the program was
operated on an experimental basis

onhnly a few crops in a limited
number of counties.

Contributing to the farmers' re-
luctance to make greater use of
crop insurance has been the low
yield protection level, and the
availability of other disaster pro-
ujtion plans.

However, 1981 marked the ena
of routine disaster payments. With
the new powers allowed by the
1980 Act, FCIC is making great
strides in providing a more attrac-
tive program to farmers.

Exciting improvements

By far the most impressive im-
provement in Federal Crop
Insurance is the expansion in
scope. Twenty-eight different
crops are presently insurable. In-
stead of being limited to only
1,928 agricultural counties, crop
insurance is offered in nearly all of
the 3,000 agricultural counties in
the United States.

To help reach the farmers in all
these counties, FCIC is relying on
the private insurance industry as
th.'j primary means for delivery.
Farmers may choose an agent to
sell and service their policy from a
list provided in every county office
of the Agricultural Stabilization
and Conservation Serv, e (ASCS).

In additioii to the overall expan-
sion in the availability of crop in-
surance, many specific changes
have been mado in the programs
themselves to make them more at-
tractive to farmers.

Individual Yield Coverage Pro-
gram (IYCP)

IYCP went into effect in crop
year 1982 for soybeans and the
six disaster crops (corn, wheat,
cotton, grain sorghum, rice, and
barley) formerly covered by disas-
ter benefits.

Producers who believo that in-
surance coverage provided to them
is based upon unrealistically low
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Right: Tornado touches down near Plainview, Texas, May 1978. Crop insurance
covers unavoidable losses—indemnities have been paid for nearly 120 separate
causes. (Photo courtesy of NOAA) Below: Sandstorm buries field in Cimarron
County, Oklahoma, 1935. Tho terrible dust bowl years of tho 1930's prompted
Franklin D. Roosevelt to promise crop insurance os port of his presidential platform.

(USDA Photo)

avnrago yields are given the oppor-
tunity to substantiate their ow"
higher vyields. Farmers with ade-
quate vyield records for their crops
for at least the most recent throe
years of a 10-year base period
may insure at 50, 65, or 75 per-
cent of those proven yields. Area-
average yields are used for years
for which the farmer has no
records.

In  September 1982, FCIC's
Board of Directors took several
steps to significantly improve
IYCP.

Left: Crop insurance can be used as
protection on a hedging position or as
collateral on a loan. Not all the uses
and advantages of carrying crop in-
surance can be measured in dollars
and cents—peace of mind and confi-
dence in the future are among the in-
tangible benefits. (USDA Photo)

The revised IYCP (effective for
1983 so.ing-pianted crops) contin-
ues to use the producer's records
in the same manner, but coverages
are based on a new yield formula.

Under the revised yield formula,
production records are compared
to county yield averages to arrive
at ¢ producer yield index. This in-
dex is then applied to the county
yield average as computed by the
Statistical Reporting Service (SRS)
for those years for which the
farmer has inadequate records.
FCIC officials feel this new ap-
proach will better reflect the pro-
duction capabilities of top produc-
ers.

Individual Certified Yield Plan
(ICYP)

Because many farmers who feed
their crop production to livestock
or poultry do not keep adequate
production  records, FCIC has
designed a program to help ease
them into the regular Individual
Yield Coverage Plan.

The "ease in" program is called
the Individual Certified Yield Plan
(ICYP). Under the ICYP, farmers
must produce satisfactory acreage
and vyield data for at least the
most recent crop year, plus any
complete or incomplete data for
that crop for the prior two years.
Crop yield data must be certified
by ASCS.

The remaining years of a 10-
year base period will be calculated
by adjusting the county average as
computed by SRS. This will be
done in the same manner as for
I'YCP.

Data that can be used to verify
production yields include: Sales
records, feeding records, fertiliza-
tion and liming records, insecticide
and herbicide records, ASCS
acreage certification, planting pat-
tern and population da'a, informa-
tion on land t'llage practices, and
equipment adequacy information.

As soon as three consecutive
years of acroage and yield data are
available, the produ_ars using the
Individual Certified Yield Plan must
convert to the Individual Yield
Coverage Plan for determining
yields.

Under the Individual Certified
Yield Plan, higher coverages re-
quire additional premiums per
acre; under the Individual Yield
Coverage Plan they do not.

For both plans, FCIC will assist
in  maintaining records at no
charge to tho producer. ASCS will
provide the appropriate forms and
assist with bin measurements and
standing crop appraisals when
such help is appropriate.

Late Planting Agreement Option

Thanks to FCIC's new Late
Planting Agreement Option, farm-
ers will be able to purchase in-
surance protection when they miss
planting dates because of bad
weather. Tho Option becomes ef-

fective with the 1983 crop year.
Continued next pngo



Previously, crop insurance cov
erage was rejected on all acreage
the insured farmer was unable to
plant by the final planting date set
by the Corporation.

Under the Option, however, in-
sured farmers will be able to have
their coverage extended on
acreage planted up to a maximum
of 20 days after the final planting
date. The production guarantee on
the acreage will be reduced 10
percent every five dcys up to the
20th day following the final plant-
ing date. The premium rate will
remain the same for the coverage
provided.

The Late Planting Option is
another example of FCIC's efforts
to build increased flexibility into its
programs while maintaining an ac-
tuarislly sound base.

Policy revisions

The Corporation has been ac-
tively seeking the opinions of pro-
ducers on how to make specific
crop policies more attractive and
useful to the farmer. Meetings
between FCIC management and
growers have resulted in fruitful
exchanges of ideas that have led
to important crop policy revisions.

For oxample, efforts are under-
way to review and rewrite all crop
policies in layman's language, us-
ing terminology that is simple and
easy to understand. Specific poli-
cies have uni orgono revisions that
make them more responsive to tho
growers of certain crops.

Among the most significant
changes in the revised corn policy
is the elimination of tho provisior
for the reduction of coverage
when acreage is unharvosted.
Also, a replanting provision was
added to cover the actual cost of
replanting a corn crop up to a
maximum of $20.00 per acre
when in the best interests of FCIC.
The 50-percent coverage penalty
was eliminated for cases when the
damaged corn acreage is planted
with another insurable crop that
wili be harvested tho same year.

The soybean policy, too, was re-
vised to eliminate the coverage
penalty for not harvesting and to
limit the replanting payment to the
actual cost of replanting up to a
maximum of $20.00 per acre.

Of major significance to insured
cotton producers will be the in-
crease in coverage levels brought
about by changing the stage
guarantees.

FCIC eliminated the reduction in
guarantee on cottoi. tor uunarvest-
9d acreage and combined the
second and third stage guarantees.
The first stage guarantee was in-
creased to 60 percent. Coverage
was established at 100 percent of
the full guarantee for both the
second and third stages.

FCIC has revised its definition
for the first stage of cotton, The
first stage now ends" after blooms
are shed or 50 days after the final
planting date, whichever comes
first.”

This definition should satisfy the
growers' complaint that they must
keep poor cotton stands until the
blossoms are shed regardless of
the time lapse from the planting
date.

Streamlined program administra-
tion

FCIC has developed a simplified
methoa of processing documents
so that farmers get faster and
better service with significant cost
savings to the Corporation. This
includes a multi-crop application
form introduced in the spring of
1982 which reduces paperwork
processing time. The entire data
automation system also is being
updated and expanded.

Premium subsidy

Crop insurance is more afford-
able for farmers because the
Federal Government pays up to 30
percent of the premium cost. In
addition, a few Stato Governments
are considering the possibilities of
offering additional premium subsi-
dies to their farmers.

Many uses

Crop insurance can have a
variety of uses for the farmer.
Come farmers buy it to protect
against financial disaster. Others
buy it to provide peace of mind.

Some use it as collateral to ac-
quire a more adequate financing
plan or to protect themselves on a
hedging position. In all cases, crop
insurance can provide a valuablo

5

management tool for the modern
farmer.

The beginnings of crop insurance

Benjamin Franklin is the first
person on resord ir this country to
support a crop insurance program.

In 17d8, Franklin suggested "an
office. of insurance of farms
against the damage that may oc-
cur to them from storms, blight,
insects, etc. A small sum paid by a
number would repair such losses
and prevent much poverty and dis-
tress."

The most complete early
analysis of the principles of crop
insurance was written by a Ger-
man economist for the Japanese
government. The report was pub-
lished in 1889 and called attentior
to the desperate economic condi-
tion of Japanese farmers and the
larga number of farm foreclosures,
h rioted that agricultural relief
funds only became available after
farmers faced total financial ruin.

Not wuntil 1899 did the first
private insurance company experi-
ment with a rrop insurance pro-
gram in the United States. It failed.
Various other private insurance
companies tried to provide crop in-
surance programs in 1917, 1920,
1921, 1931, and 1932. All failed.

In all of the early attempts at
crop insurance, the most serious
handicaps werft the lock of ade-
quate crop data as well as the lack
of a satisfactory actuarial founda-
tion upon which to base insurance
rates.

The terrible thirties

Public attention to and demand
for a Federal crop insurance pro-
gram reached a climactic turning
point during the tragic drought
years of the 1930's.

The plight of drought-stricken
farmr > helped motivate Franklin
D. Roosevelt to promise crop in-
surance as part of his platform
when he campaigned for President.

Finally, in 1938, the Federal
Crop Insurance Corporat on was
created os an agency wi.hin the
U.S. Department of Agriculture.
The Corporation came into ex-
istence in response to the Federal
Crop Insurance Act (approved by
Congress in February 1938) enact-

ed as Title V of the Agriculture
Adjustment Act of 1938.

A newly-created FCIC takes its
first steps

The original Act provided for in-
surance on wheat only. It set up in
general terms the plan of in-
surance, providing the Corporation
authority to insure crops against
unavoidable causes of loss.

The Act named certain causes
of loss to be included, but it also
provided that the Board of Direc-
tors could name other unavoidable
causes. Thus, it authorized multi-
peril crop insurance.

The original Act allowed for the
operational organization to be set
up as a Corporation so that it
might have flexibility and operate
somewhat as a private company.

FCIC's first crop year of opera-
tion was 1939. County work was
handled largely by county crop in-
surance supervisors who were
responsible to the Agricultural Ad-
justment  Administration  (AAA)
county committees for sales and
some servicing The county crop
insurance supervisors were
responsible to the Corporation for
loss adjustment and handling of
funds.

But at the end of the first year,
AAA (later to become the Agricul-
tural Stabilization and Conserva-
tion Service) was dissatisfied, and
suggested that it either take over
the total county operation or be
disassociated from crop insurance.
The result was that AAA was
given full responsibility for field
operations, including loss adj* st-
ment.

Eventually, the local administra-
tion of the crop insurance program
gradually evolved to a mix of com-
mission agents wunder contract,
FCIC county offices, and reimburs-
able agreements with ASCS.

The role of ASCS today

On July 23, 1981, ASCS and
FCIC signed a memorandum of
understanding which outlined tho
major areas of cooperation
between the two agencies. ASCS
county offices are now major con-
tact points tor information on al
crop insurance programs.

ASCS collects data on all crops
grown in each county to help FCIC

make production determinations
for the Individual Yield Coverage
Plan.

ASCS also validates acreage and
production reports for individual
producers.

Private insurance has almost
completely assumed the business
of policy sales. FCIC county offices
that sold crop insurance have been
closed.

About 60 to 80 ASCS county
offices sell crop insurance in cer-
tain areas of the country where
there is little participation by
private insurance companies. This
represents less than t vo percent
of the total numbar of counties
where crop insurance is so(d.

Early trials, early setbacks

In 1942, cotton insurance was
added to the FCIC program. Losses
exceeded premiums on both wheat

INSURABLE CROPS

Almonds
Apples
Barley
Apples
Citrus
Corn
Cotton

Dry Beans
Flax
Forage
Forage Seed
Gropes
Oats
Peaches
Peanuts
Peas
Potatoes
Railns
Rice

Rye
Sorghum
Soybeans
Sugar Beets
Sugarcane
Sunflowers
Sweet Corn
Tobacco
Tomatoes
Wheat

and cotton in each of the first five
years (1939-1943).

Drought caused heavy wheat
losses in the southern half of the
plains States in 1939 and 1940.
Widespread winterkill took a
heavy toll on the wheat crop in
1941.

Largely because of these losses,
Congress suspended the crop in-
surance program in the summer of
1943. There was no insurance on
1944 crops nor on the 1945
winter wheat crop planted in the
fall of 1944.

New legislation near the end of
1944 reactivated the crop in-
surance program, and flax was
added as an insurable crop. This
legislation also provided for experi-
mental insurance on other commo-
dities in not more than 20 coun-
ties each. The legislation was
passed in time to insure spring-
planted crops for 1945—spring
whoat. cotton, and flax.

Because of the new legislation
and changes in the insurance
operation, the financial experience
of the Corporation improved great
ly on wheat.

Drought caused heavy losses on
cotton in 1945 and 1946. This
motivated Congress to reduce the
entire crop insurance program to
an experimental basis. Insurance
was then authorized only in a lim-
ited number of counties. While
this limited existing programs, it
also allowed for experimental in-
surance to begin on more types of
crops.

The experiment expands

The limited and experimental ap-
proach to crop insurance went into
effect with the 1948 crop year.
There were only 375 county pro-
grams in 1948 compared to the
2,400 in 1947. Over the years,
Congress  periodically reviewed
crop insurance programs and au-
thorized expansion into more
counties.

It wasn't until the Federal Crop
Insurance Act of 1980 that most
limitations were rolled back, and
the Corporation was allowed to
aim for maximum expansion.

The Act of 1980 heralded an
exciting new era in the crop in-
surance experiment. O
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By B. No.

A BILL TO BE ENTITLED
AN ACT
relating tc state contributions toward the premium for federal crop
insurance.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:

SECTION 1. Title 8, Agriculture Code, 1s amended by adding
Chapter 254 to read as follows:

CHAPTER 254. CONTRIBUTIONS TOWARD FEDERAL CROP INSURANCE PREMIUMS

Sec. 254.001. DEFINITION. In this chapter, "corporation?’
means the Federal Crop Insurance Curporation.

Sec. 254.002. AGREEMENT WITH FCIC. (a) The department
shall enter into an agreement with the Federal Crop Insurance
Corporation under which the department agrees to pay to the
corporation a subsidy for federal crop 1insurance premiums paid by
Texas producers of agricultural commodities. The agreement must
provide for a corresponding reduction in the federal crop 1insurance
premium paid by those producers.

(b) The agreement may provide for a portion of the

r
department s payments to the corporation to be used for
administrative costs.

Sec. 254.003. AMOUNT OF CONTRIBUTIONS. Under the agreement,
the department shall pay to the corporation for each covered
producer an amount equal to the amount that the corporation pays
for that producer under Section 508(b)(3) of the Federal Crop

Insurance Act (7 U.S.C.A. Sec. 1501 et seq.), except as otherwise

68R549 SRC-D 1



provided by this chapter.

Sec. 254.004. LIMITATION. The amount paid by the department
for each producer may not exceed 30 percent of the producer”s
premium, as calculated by the corporation, on coverage of up to 65
percent of the recorded or appraised yield, as adjusted.

Sec. 254.005. APPROPRIATIONS. (a* The payments to the
corporation shall be made from funds appropriated to the department
for that purpose.

(b) If for any year the amount appropriated is insufficient
to fully fund the contribution required by Section 254.003 of this-
code, the department shall proportionately reduce the amount paid
for each producer.

SECTION 2. The importance of this legislation and the
crowded condition of the calendars in both houses <create an
emergency and an imperative public necessity that the
constitutional rule requiring bills to be read on three several
days in each house be suspended, and this rule is hereby suspended,
and that this Act take effect and be in force from and after its

passage, and it is so enacted.

68R549 SRC-D 2
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Federal Crop Insurance Delivery Systems

The Federal Crop Insurance Act of 1980 (P.L. 96-365) changed the whole thrust
of the Federal Crop Insurance program, from one of limited coverage on limited
crops in limited counties, to one that will eventually insure every
commercially grown crop in every county nationwide.

The Act also mandated that the Corporation move to an all-private delivery
system. Pric«" to 1980, federal crop insurance was sold by federal employees
in county offices. The 1980 law defined the private delivery system to
include "private insurance companies or pools of such companies."”

In response to the congressional mandate, the Corporation now offers insurance
through two basic delivery systems: Sales and Service Agencies (Master
Marketers) and Reinsured Private Companies. Co ipensation rates are different
under each sales agreement because the amount of risk assumed and service
provided under each delivery system is different.

Sales and Service Agencies (Master Marketers)

Sales and Service Agencies...known as Master Marketers...manage and provide
supervision for at least 25 agents. Under this system, private companies or
associations contract with FCIC to write policies on FCIC paper.

The Master Marketers provide management, supervision of agents, contract
servicing and quality control, and the Federal Government compensates them on
a commission basis...18 percent for new business and 13 percent for carryover.

An expense allowance amounting to 3 percent of expected premiums is payable to
agencies upon receipt of acreage reports by FCIC.

The remainder of the commissions earned by agencies, most of which is due to
individual agents as a commission for sales, will be paid to agencies only
after the producers share of the premium has been collected and the commission
fully earned.

Last year, “ehere were about 40 organizations writing crop insurance under the
Master Marketing arrangement, with about 7,500 agents.

"Reinsured” Private Insurance Companies

Under fbe reinsured system, private insurance companies offer crop insurance
under their own brand names, offering identical benefits and costs as an FCIC
po~cy. The private companies providing marketing, distribution, serv Ting,
draining, quality control, premium collection and loss adjustment functions.
But the Federal Crop Insurance Corporation "Reinsures"” the company against
extraordinary operational and actuarial losses, and compensates the company
for the sales and service functions it performs.



Reinsured companies receive 27 percent of the premium costs for new
business...to cover agent commissions, company operating costs and loss
adjustment...5 percent less for carryover business, cir;d 4 percent of premium
and 3 percent of losses for loss adjustment.

There are literally thousands (if not millions) of reinsurance treaties in
effect in the United States, with many risks reinsured more than once. The
FCIC reinsurance treaty is in many ways similar to commercial reinsurance,
with specialized coverage to meet unique situations. It has been compared to
stop loss coverage utilized by many crop-hail 1insurance companies.

The Standard Reinsurance Agreement is a fixed-priced contract which provides
compensation schedules equivalent to the master marketing agreement, plus
expense reimbursement for those additional costs borne by the companies
associated with crop insurance. Reinsurance companies also share in the risks
assumed to a maximum of 11 1/3 percent of premium income. Favorable loss
experience will result in a profit to the company while unfavorable experience
can lead to a loss.

Risk Assignment

Loss Ratioless than 70 percent, FCIC receives all gain.

Loss Ratio 70 percent to 95 percent, FCIC receives a share ofthe gain
along with the private carrier.

Loss Ratio 95 percent to 540 percent, FCIC assumes a major share of the
loss, the private companies assumes a minor share loss.

Loss Ratioover 540 percent, FCIC assumes all of the loss.

ASCS Sales

Although we have moved ,0 a virtual all private delivery system, ASCS offices
will continue to provide sales and service to 80 counties in the Northeastern
U.S. with marginal agricultural activity, and about 20 other counties in
various parts of the U.S. where no private delivery system is yet in place.

Financial Standards for Agencies

Master Marketers
On December 13, 1982, the Federal Register published the financial standards
for Master Marketers. These standards require the financial statements to be
audited or, under certain conditions, reviewed by independent certified public
accountants.



Reinsured

Standards for reinsured companies are in the process of being finalized for
approval by FCIC"s Board of Directors. We have met with the National
Association of Insurance Commissioners (NAIC) to discuss the proposed
standards and to see if they comply with the industry®"s guidelines. The basis
of these standards is a ratio analysis of annual statements required to be
filed with the state insurance commission in which the company is licensed to
conduct business.

The intention of the Federal Crop Insurance Corporation is to provide American
farmers with an affordable and reliable risk anagement tool. We are working
hard to meet that goal. The efforts of Reinsured Companies, along with Sales
and Service Agencies (Master Marketers), will be necessary to achieve our
ultimate objective of providing crop insurance on every commercially grown
crop in every county to every producer in America. With their help and with
the continued support of the Congress we will meet that goal.
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FZDZF-Alj CSC? [II1ISURAIICZ ACT, AS AMENDED CCT. 1, 1980

/Note: Tr.e Federal Crap Insurance “Act (52 Stat. 72), approved February 15,
1523, bas been amended as Toilers: * June 22, 1228, by 52* Stan. 325; June 21,
1941, by 55 Stat. 255; necsmber 22, 1944, by 53 Stat. 918; August 1, 1947, by
61 Stat. 713; August 25, 1949, by 63 Stat. 653; August 13, 1952, by 67 Stat.
575; August 3, 1955, by 70 Stat. 1024; July 23, 1957, by 71 Stat. 209; August
4, 1959 by 72 Stat. 278; September 12, 1964, by 78 Stat. 934; July 23, 1972,
by 85 Stat. 501; and Cctcber 1, 1980, by S.1125.

Short Title and Atnilcation of Other Provisions

Sec. 501. This title ray be cited as the "Federal Crop Insurance Act."”
Zncept as otherwise expressly provided the provisions in titles I to 17,
inclusive, shall net apply with respect to this title, and the term "Act"
whereverlit appears in such titles shall not be construed to include this
title. L/

> IR A S
” Declaration cf Purpose”

Sec. 502. It is the purpose of this title to prendte the national velfare by
improving the eccrunic stability of agriculture through a sound system of crcp
insurance and providing the means for the research and experience helpful in
devising ar.a establishing such insurance.

Sec. 503. To carry cut the purposes of this title, there is hereby created as
an agency cf and within the Department cf Agriculture a bccy corporate -.lah
the name "Federal Crcp Insurance Corporation” (herein called the Corporacicr).
The principal office cf the Corporacion shall be located in the District of
Columbia, but there ray be established agencies or branch offices elsewhere in
the United States under riles and regulations prescribed by the 2card of
Directors.

Capital Steel:

Sec. 504. (a) The Corporation shall have a capital steel: of $530,000,000
subcribed by the United States of America, payment for which snail, with the
approval of the Secretary of Agriculture, be subject to call in whole or in
part by the Scard of Directors of the Corporation.

1/ The federal Crcp Insurance Act is title V of the Agricultural Adjustment
Act c: 1938 (52 Stat. 21)



) There is hereby authorized to be appropriated such suss as are
necessary for the purpose of subscribing to the capital stock cf the

(©) Receipts for payments by the United States cf America for or on

account cf such stock shall be issued by the"Corporation to the Secretary of
the Urea <."/ and shall be evidence of the stock ownership by the United States
of America.

(d) V."ithin thirty cays after the date of enacrtent of the Federal
Crop Insurance Act cf 1280, the Secretary cf the Treasury shall cancel,
without ccnsidp- ".ticn, receipts for payments_for or cn account of the stock cf
the Federal of Insurance Corporation outstanding cn such data of encasement
and such rsc-.pts shall cease to be liabilities of the Corporaticn.

Management of Corporation

Sec. S05. (@” The management of the Corporation shall be vested .in a Board cf
Directors (hereinafter called the "Beard") subject to the“feneral supervision
of the Secretary of Agriculture. The Board shall consist of the manager cf
the Corporation, the Under Secretary* or Assistant Secretary/ of Agriculture
responsible for the Federal crcp insurance program-, the Under Secretary* or
Assistant Secretary cf Agriculture responsible for the farm credit programs of
the Department of Agriculture, one persopn experienced in the crcp insurance
business who is not othervd.se srplcyed b/ the Federal Government, and three
active farmers who are not otherwise employed by the Federal Government. The
Beard shall be appointed by, and hold office at the pleasure of the Secretary/
of Agriculture, who shall not, himself, be a member of the Beard. The
Secretary, 1in appointing the three active farmers who are not otherwise
employed by the Federal Government, shall ensure that such members are
policyholders and are from different geographic areas of the United States, in
order that diverse agricultural interests in the United States are at all
times represented on the Beard.

) Vacancies in the Board so long as there shall ce four members
office shall not impair the powers of the Board to execute the functions of
the Corporaticn, and four of the members in office shall ccnsitura a quorum
for the transaction of the business of the Beard.

© The Directors of the Corporaticn who are employed in the
Department of Agriculture shall receive no additional ccmpensation for their
services us such Directors but ray be allowed necessary traveling and
subsistence expenses when engaged in business of the Corporaticn, outside the
District of Columbia. The Directors of the Corporation who are not employed
by the Federal Covenmor.t shall be paid such ccmpensation far their services as
Directors us the Secretary/ of Agriculture shall determine, but such
compensation shall net exceed the daily equivalent of the rate prescribed for

in



irade GS-13 under section 5222;0f title 5 cf the United States Coda when

c iv Jrr.wicfOC , 3l necessary traveling and subhsistsn®o pt-o-w ? nr
a per diem allowance in lieu co" subsister.ee expenses, as authorised by section
o tbo We unm 'Y G v -%.— Stares Cede for persons -r Government service

employed |nterm|ttently, when ... the business cf the Corporation away from
their hemes cr regular places of business.

(d) The manager of the Corporation shall be its chief executive
officer, with such power and authority- as ray be conferred upon h:~ by the
Board. He shall be appointed by, and hold office at the pleasure of, the
secretary cf Agriculture.

<*

General Powers

Sec. 503. Th: Comoration -

(&) shall have succs in its corporate
i w *jtjf

() ray adgptindal’se a corporate seal, which shall he
judicially noticed;

©) my purchase or lease and hold such real and personal trope:
as it deers accessary or convenient in the transaction of its business, a:
my dispose cf such property held by it upon such tarts as it doers

0o _ae
MW * whi |

() subject to the provisions of section 30S(c), my sue ar.d be sued
in its corporate name, but no attachrent, injunction, garnishment, or other
similar process, mesne or final, shall be issued against the Corporation or
its property. The district courts of the United States, including the
district courts cf the District of Columbia and of any territory or
possession, shall have exclusive original jurisdic*ion, without regard to the
amount 1in controversy, of all suits brought by or gainst the Corporation.
The Corporaticn my intervene in any court in any suit, action, or proceeding
in which it has an interest, Any suit" against the Corporation shall he
brought in the District of Columbia, or in the district wherein the plaintiff
resided or is engaged in business;

(e) my adopt, amend, and repeal oy-laws, rules and regulations
governing the manner in which its business may be conducted and the powers
granted to it by law my be exercised and enjoyed;

D) shall ce entitled to the use of the United States mils in the
>ame manner as the other executive agencies of the Government;



@ with the consent of any beard, commission, independent
establishment, cr executive department cf the Government, including any field
service thereof, may avail itself of the use of information, services,
facilities, officials, and employees Hereof in carrying cut the provisions of

(h) shall assemble data for the purpose of establishing sound
actuarial bases for insurance on agricultural commodities;

() sfuLl determine the character and necessity for its expenditures
under this title and the manner in which they shall be incurred, aliened, and
paid, without regard to the previsions cf any other laws governing the
expenditure cf public funds and such determinations shall be final and
conclusive upon all other officers of the Government;

(j) shall have such powers as may be necessary cr appropriate for
the exercise cf the powers herein specifically conferred upon the Corporaticn
and all such incidental powers as are customary in Corporations generally; and

\

(k) ray enter into and carry cut centners or agreements necessary
in the conduct cf its business, as determined by the Beard. State and Iccal
laws or rules shall not apply to contracts cr agreements of the Corporation cr
the parties thereto to the extent that such contracts or agreements provide
that such laws or-rules shall not apply, or to the extent that such laws or
rules are inconsistent -with such conducts or agreements.

Personnel

Sec. 5C7 (a) The Seerstar:* shall appoint such officers and employees as may
be necessary for the transaction of the business of the Corporation pursuant
to civii-service laws and regulations, fix their compensation ;'n accordance
with the provisions of the /“Classification Act cf 1949 (5 CJ.C.C. 1071-73)//,
define their authority and duties, delegate to them such of the cowers vested
in the Corporaticn as he may determine, require bond cf such of them as he m;,
designate, and fix the penalties and pay the premiums of guch bonds:

Provided, That personnel paid by the hour, day, or month [/hen actually
employees, and county crop insurance committeemen may be appointed and their
ccmsensation fixed without regard to civii-service laws and regulations or the
/ “Classification Act of 1949//.

) Insofar as applicable, the benefits of the Act entitled "An Act
to provide ccmpensation for employees of the United States suffering injuries
while in the performance of their duties, ana for other purposes", approved
September 7, 1913, as amended, shall extend to persons given employment under



the provisions of this title, including the employees cf the committees and

associations referred to in subsection (¢) of this section and the [tenders of
such committees;

©) In the adttLnistrafion of this title, the Ecard shall, to the
maximum extent possible, (1) establish ox- use committees or associations cf
producers and make payments to them to cover the administrative and program
expenses, as determined by_the Ecard, incurred by them in cooperating in
carrying cut this title, (2) contract with private insurance companies and
reimburse such companies for the administrative and program expenses, as
determined by the Ecard, incurred by them, under terms and provisions and
rates of ccmpensation consistent "with these generally prevailing in the
insurance industry and (3) encourage the sale of Federal Crcp Insurance
through licensed private insurance agents and brokers and give the insured the
right to renew insurance for successive terms through such agents and brokers,
in which case the agent cr broker shall be reasonably compensated from
premiums paid by the insured for such sales and renewals recognizing the
function cf the agent or broker to provide continuing services while the
insurance is in effect: Provided, such compensation shall not be included in
computations establishing premium rates. The Ecard shall provide such agents
and brokers with indemnification, including ccsms”™and reasonable attorney
fees, from the Corporation for errors or emissions on the part of the
Corporation, or its contractors for which the agent cr broker is sued or held

liable, except to the extent the agent or broker has caused the error cr
cnmissicc. , o

(d) The Secretary of Agriculture may allot to bureaus and offices of
the Department of Agriculture or transfer to such other agencies of the State
and Federal Governments as he may request to assist in carrying cut this title
any funds made available pursuant to the provisions of section 516 of this
Act, except that employees or agencies responsible for administering this Act
in each county shall be selected and designated by the Corporaticn and shall
be responsible directly to the Corporation without the intervention cf any
intermediate office or agency.

" In carrying cut the previsions of this Title the Ecard may, 1in
its discretion, utilize producer-owned and prccucer-ccntrolied cooperative
associations.

(f) The Board should use to the maximum extent possible, the
resources, data, beards, and the committees of (1) the Soil Conservation
Service, in assisting the Ecard in the classification of land as to risk ar.d
production capability and in development of acceptable conservation practices;
(2) the Forest Service, 1in assisting the Beard in the development of a timber
insurance plan: (3) the Agricultural Stabilization and Conservation Service,
in assisting the Ecard in the determination of individual producer yields and
in serving as a local contact point for farmers where the Board deems
necessary; and (4) other Federal agencies in any way the Ecard deems necessary
in carrying cut this title.



Crcp Insurance

Sec. 5CS. To carry cue the purposes cf this title the Corporation is
authorized ar.i emocwered -

Ii sufficient actuarial data are available, as determined by the Beard, to
insure producers of agricultural ccmcciities grown in the United States under
any plan or plans of insurance determined by the Beard to be adapted to the
agricultural commodity involved. Such insurance shall be against less cf the
insured commodity due to unavoidable causes, including drought, flccc, hail.,
wind, frost, winterkill, lightning, fire, excessive rain, snow,- wildlife,
hurricane, tomado, insect infestation, plant disease, and such other
unavoidable causes as cay he determined by the Beard.

u
the insured commodity is in the field. For the purpose cf tir- foregoing
sentence, in the case of aquacultural species, the term "field" means the
envirtuent in which the cccme-dity is produced. Any insurance offered against
less in yield shall cake available to producers® prctectionr--agaihst less in
yield that covers 75 per centum of "he recorded “or appraised average yield of
the commodity on the insured farm for a representative period (subject to such
adjustments as the Board cay prescribe to the end that the average yields
fixed for farms in the same area, which are subject to the same conditions,
cay be fair and just). |In addition, the Corporaticn shall make available to
producers lesser levels of yield coverage, including a level of coverage ax 50
per centum of Che recorded or appraised average yield, as adjusted. The
Corporation shall not cake available to producers any level of coverage in
excess of 75 per centum of the recorded or appraised a-verage yield, as
adjusted. Cue of the price elections offered shall approximate (but be not
less than SO per centum of) the projected market price for the commodity
involved, as determined by the Beard; and ins ranee provided under this
subsection shall not cover losses due to the neglect or malfeasance of the
producer, or to the failure of the producer to reseed to the sane crop in
areas and under the circumstanc >s where it is customary to so reseed or to the
failure cf the producer to f-_llow established good farming practices. The
Beard cay limit or refuse insurance in any county area, or on any farm, on the
basis of the insurance risk involved. Insurance shall not be provided cn any
agricultural ccmcdity in any county in which the Board determines that the
income frcm such ccrmcdity constitutes an unimportant part of the total
agricultual income of the county, except that insurance may be provided for
producers on farms situated in a local producing area bordering cn a county
with a crop-insurance program. The Corporation shall report annually to the
Ccegress the results of its operations as to each ccrmcdity insured.

(b)(1) To fix adequate premiums for insurance at such rates as the
r.card der.ms actuarially sufficient to cover claims for losses cn such
insurance and to establish as expeditiously as possible a reasonable reserve
against unfcrseer. losses.



(2) The producer ray elect to have deleted fron the Corporation®s
policy of insurance the coverage against losses caused by hail end fire and to
obtain coverage therefor iron other than a Federal insurer. Upon notice in
writing of such election to the iCorporation and submission of evidence of such
substitute coverage cn the ccraocities insured by the Corporaticn in a dollar
amount not less than that provided by the Corporation®s policy of insurance,
the producer®s premium, as calculated by the Torporaticn, shall be reduced by
an amount equal to 40 per centum of the prevailing average county h?»P and
fire insurance premium charged by other than Federal insurers for the dollar
amount of the coverage provided by the Corporaticn®s policy of insurance, as
determined by the Corporation: Provided, That the producer®s premium shall
not be reduced by less than IS per centum nor more than 30 per centum:
Provided further, That, notwithstanding the preceeding provisions of this
sentence, the producer®s premium shall not be reduced by an amount that
exceeds the premium for the substitute coverage of a dollar amount equal to
that provided by the Corporation®s policy of insurance. Any premium reduction
in excess of the amount cf premium that the Corporation datermir.es would have
been necessary for the Corporation to charge in order to cover indemnities
actually paid by other than Federal insurers for hail and fire coverage
deletea frcn the Corporation®s policy of insurance shall be regarded as
premium paid by the Corporation.

N * * *

e (3) For the purpose of encouraging the broadest possible
participation in the insurance program, 30 per centum of each producer®s
premium foedueedT-wherft-uigplicable- foi*hai-lIr-and fire-exclusion, ~or State cr
State agency subsidy), as calculated by the Corporation cn any coverage under
the Corporation®s policy of insurance of up to a ma.xfmum of 65 per cenrum of
the recorded or appraised average yield, as adjus* *i, shall be paid by the
Corporation.

m(4) The producer®s premium, or share thereof, shall be collected

at such time -or tires, and shall be secured in such manner, as the Beard may
determine. * %

(5) The Beard may enter into agreements with any State or agency
of a State under which such State or agency may pay to the Corporation
additional premium subsidy to further reduce the portion of the premium paid
by farmers in each State."";

(6) With respect to any crop insurance covering the 19S1 crcp of
wheat, feed grains, upland cotton, or rice, a producer shall not be eligible
for a partial payment of the premium by the Corporation under paragraph (3) of
this subsection for such canrrodir/ if the producer elects to make the acreage
of the commodity eligible for payments under the disaster payment provisions
for wheat, feed grains, upland cotton, and rice of the Agricultural Act of
1949 (as amended effective for the 19S1 cicps): Provided further, That a
producer who is not eligible for a partial payment o: premium by the
Corporation under this subsection because of the producer®s election to make
the acreage of the ccmmodir/ involved eligible for disaster payments in 1931



shall remain eligible to purchase Federal crop insurance on the 1981 acreage
o: the commodity at the full erst of the premium.

4
©) To adjust and pay clairs for losses under rules prescribed by
the Ecard. In the event that any claim for indemnity under the provisions of
this title is defied by the Corporation, an action on such claim cay be
brought against Vhe Corporation in the United- States district court for the
district in which the insured farm is located: Provided, That no suit on such
claim cay be alleged under this section unless it shall have been brought
within one year after "the data when notice of denial of the is called to
and received by the claimant,

(d) In connection with insurance upon yields of cotton, to include
provision for additional premium and indemnity in" terms of lint cot~-"\ to
cover less of cotton seed, such additional premium and indemnity to
determined cn the basis cf the average relationship between returns _ m
cottonseed and returns from lint cotton for the same period of years as that
used for computing yields and premium rates.

* f * mr -

(e) And directed, notwithstanding any ether provision cf this title,
to provide-reinsurance, to the canines extent practicable, upon such terms and
conditions as the Beard cay determine to be consistent with subsections (a)
and (b) of this section and sound reinsurance principles, to insurers
includ-ing private insurance ampanieh or pools of such companies, reinsurers
of such companies, or State or local governmental entities, including any
political subdivisions thereof, that insure producers of any agricultural
commodity under a plan or plans acceptable. A test program of such
reinsurance shall be made available, to the maximum extent passible, to begin
not later than with the 1T32 crops* |In order to provide equity among
producers purchasing crcp irdurance, whenever the Corporation provides
reinsurance under this sui.section to V\éx:ﬁnsuch insurers, the Corporaticn shAIl
pay a portion of each producer®s premium for such insurance so reinsured.

Each payment shall cover the same per centum of the premium, and be subject to
the same restrictions regarding payments of premiums for crop insruance on
commodities, as provided in subsection (b) of this section for Federal partial
payments of Federal crop insurance premiums. The Corporation shall also pay
operating and administrative costs to insurers of policies on which the
Corporaticn provides reinsurance to the same extent that such costs are
covered by the Corporation®s policies of insurance. |Insurers of policies on
which reinsurance is provided shall make use of licensed private insurance
agents and brokers on the same basis as provided for policies of the
Corporation under section 507 (c)(3) of this title, except that the provisions
for compensating agents and brokers frcra premiums paid by the insured shal

not apply.

) To provide insurance or reinsurance for production of
agricultural co-modi ties in the Commonwealth of Puerto Rico, the Virgin
Islands of the United States, Guam, American Samoa, the Commonwealth of the
Nora:.am Manana Islands, and the Trust Territory of the Pacific Islands in



the sens manner as provided in this section for production of agricultural
cctmcdities in the United States.

e (S) To offer specific risk protection programs including, but not
United to, prevented planting, wildlife depredation, tree oarage and disease,
and insect infestation pragmas under such tenrs and conditions as the Beard
cay determine: Provided, That no progaran cay Pe undertaken if insurance for
the specific risx involved is generally available fret private companies.

h) To include appreciation (including interest charges) as an
insurable cost of production in calculating premiums and indemnities in
connection with insurance on yields of timber and forests.

(i) To conduct research, surveys, pilot pragmas and investigations
relating to crop insurance and. agriculture-related risks and losses including,
but not United to, insurance on losses involving reduced forage on rangeland
caused by drought and by insect infestation, livestock poisoning and disease,
destruction of bees due to the use of pesticides, ajrf other unique problems of
special risk related to, buv not United- to, fruits, nutsi'vegetables,
aquacultural species, forest industry needs (including appreciation), and
other agricultural products as determined by the Board: Provided, That no
such programs cay be undertaken if insurance protection against such risks is
generally available from private companies. Beginning in the 1281 crop year
and ending after the 1985 crcp year, the Corporation shotl also conduct a
pilot program of individual risk underwriting of crop insurance in not less
than twenty-five counties. Under this pilot, program, to the extent that
appropriate yield data are available, the Corporation shall moke available to
producers in such counties crop insurance under this title based on
personalised rates and with guarantees determined from the producer®s actual
yield history. After the completion cf any pilot program under this
subsection, the Corporation shall evaluate the pilot program and submit to the
Committee on Agriculture of the House of Representatives and the Committee on
Agriculture, Nutrition, and Forestry of the Senate, a report of the operations
of the pilot program, including its evaluation of the pilot program and its
recommendations with respect to implementing the program on a national basis.

Indemnities Exempt from Levy

Sec. 509. Claims for indemnities under this title shall not be liable to
attachment, levy, garnishment, or any other legal process before payment to
the insured or to deductira *n account of the indebtedness of the insured or
his estate to the United States except claims of the United States or the
Corporation arising under this title.



Deposit of Funds *

Sec. 510. All money of the Corporation net otherwise employed may be
depositee with the Treasurer of the United States or in any task approved by
the Secretary of the Treasury, subject to withdrawal by the Corporation at any
tire, or with the approval of the Secretary of the Treasury cay be invested in
obligations of the United States or in obligations guaranteed as to principal
and interest by the United States. Subject to the approval of the Secretary
of the Treasury, the Federal Reserve banks are heir.cy authorized and directed
to act as depositories, custodians, and fiscal agents for the Corporation in
the performance of its powers conferred by this title.

Tax Ehernticn

Sec. 511. The Corporaticn, including its franchise, i".s capital, reserves,
and surplus, and its income and property, shall exempt fran all taxation new
cr hereafter imposed by the United States or by ity Territory, dependency, or
possession hereof, or by any State, rrryity, municipaljry or local taxing
auti~rity. / *\r =

Fiscal Agent of Government

Sec. 512. When designated for that purpose by the Secretary of the Treasury,
the Corporation shall be a depository of public money, except receipts fraa
customs, under such regulations as ray be prescribed by said Secretary; and
it may also be employed as a financial agent of the Government; and it shall
perform ail such reasonable duties, as a depository of public coney and
financial agent of tbs Government, as cay be required of it.

« o e

Accounting by Corporation

Sec. 513. The Corporation shall at all times maintain complete and accurate
bcoks of account and shall file annually with the Secretary of Agriculture a
complete report as to the business of the Corporation. The financial
transactions of the Corporation shall be audited at least ones each year by
the General Accounting Office for the sole purpose of making a report to
Congress, together with such recommendations as the Comptroller General of the
United States may deem advisable: Prov.ded, That such report shall not be made
until the Corporation shall have had reasonable opportunity to examine the
exceptions and criticisms of the Comptroller General or the General Accounting
Office, to point out errors therein, explain or answer the sate, and to file a
statement which shall bs submitted by the Comptroller General with his

report.
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Crimes and Offenses

Sec. 514. (@) The previsions of section 22 of Title 41 shall not apply to an7
crop insurance agreements cade under this chapter.

Sec. 515. (Repealed 10-1-80)
Appropriations and Regulations

Sec. 51S. (@) There are hereby authorized to be appropriated such sues as may
be necessary to cover the operating and administrative costs of the
Corporation, including agents® and brokers®™ ccnmissions, interest on Treasury
notes and other obligations, partial premium payments by the Corporation, and
the direct cost of less adjusters for crop inspections and less adjustments,
which shall be allotted to the Corporation in such amounts and at such tine or
times as the Secretary of Agriculture may.determine. Expenses in connection
with agents®™ and brokers commissions, Interest..on.”easupy;.notes and other
obligations, partial premium payments by thfe Corporation, and the direct cost
of loss adjusters for crop inspections and less adjustments may be paid from
premium income and other Corporation funds, and any such payments may be
restored by appropriations in subsequent years. The Corporation may not
employ more than two -hundred additional permanent full-time employees, in
excess of the number of full-time employees employed by tL~ Coapuratioa ou the
effective date of the Federal Crop Insurance Act of 1980, to Implement the
previsions of this title, except in the case of, and only during emergencies.

(b) The Secretary and the Corporation, respectively, are authorized
to issue regulations as may be necessary to carry out the provisions of this
title.

(c™(D any time the coneys available to the Federal Crop
Insurance Corporation are insufficient to enable the Corporation to discharge
its responsibility of indemnifying producers ior losses under this title, the
Corporation may, upon majority vote of its Board of Directors, renuest the
Secretary of Agriculture to use the funds of the Commodity Credit Corporation
to make timely payment of indemnities to producers. Upon receiving such a
request the Secretary of Agriculture may use the funds of the Ccrmcdity Credit
Corporation to meet obligations to indemnify producers for losses under this
title. The Secretary®s authority to use the funds of the Ccrmcdity Credit
Corporation for the purposes of this subsection shall expire one year after
the date on which the authority is first used.

(2) The authority to make commitments under this subsection, in
excess of funds available to the Camcdity Credit Corporation under snr”ion 4
of the Commodity Credit Corporation Charter Act and the Act of October 11,
1978 (92 Stat. 1072), shall be effective for any fiscal year only to the
extent provided by appropriation Acts.



(d) Except as provided in subsection (c) If at any tine the moneys

available to the Federal Crop Insurance Corporation are insufficient to enable
the Corporation to discharge its respocsiblity of indemnifying producers for
losses under this title, the Corporation cay issue to the Secretary of the
Treasury notes or other obligations in such forms and denominations, bearing
such maturities, and subject to such terms and conditions, as cay be
prescribed by the Secretary of the Treasury. * Redemption, of such notes or
obligations shall be cade by the Corporation from moneys: available free
premiums or the issuance of capital stock under section 504 of this title.
Such notes or other obligations shall bear interest at a rate determined by
the Secretary of the Treasury, which shall be not less than a rate determined
by taking into consideration the average market yield cn outstanding
marketable obligations of the United States of comparable maturities during
the month preceding the issuance of the notes or..other obligations. The
Secretary of the Treasury shall purchase any notes or other obligations issued
hereunder and for that purpose is authorized to use as a public debt
transaction the proceeds froa the sale of any securities issued under the
Second Liberty Bond Act and the purposes for which securities cay be issued
under that Act are extended to include any®purchase of such notes or
obligations. The Secretary of the Treasury”nety at any time sell any of the
notes or other obligations acquired by the Secretary of the Treasury under
this subsection. All redemptions, purchases/ and"~sales by the Secretary of
the Treasury of such notes or other obligations shall be treated as public
debt transactions of the United Stats. The borrowing authority provided, for
in this subsection cay be exercised the Corporation only to such extent or
in such amounts as are provided in appropriation Acts.

Separability

Sec. 517. The sections of this title and subdi"dLsicns of sections are hereby
declared to be separable, and in the event any one or core sections or parts
of the same of this title be held to be unconstitutional, the sacs shill not
affect the validity of other sections or parts of sections of this title.

Sec. 513. "Agricultural commodi”~™, as used in this title, means wheat,
cotton, flax, corn, dry beans, cats, barley, rye, tobacco, rice, peanuts,
soybeans, sugar* beets, sugar cane, tomatoes, grain sorghum, sunflowers,
raisins, oranges, sweet com, dry peas, freezing and canning peas, forage,
apples, grapes, potatoes, timber and forests, nursery crops, citrus, and other
fruits and vegetables, nuts, tame hay. native grass, aquacultural species
(including, but not limited to, any species of finfish, mollusk, crustacean,
or other aquatic invertebrate, amphibian, reptile, or aquatic plant propagated
or reared in a controlled or selected environment), or any other agricultural
commodity, excluding livestock and stored grain, determined by the Ecard under
subsection (a) or (i) of section 508 of this title, or any one or core of such
cc-rrdiries, as the context cay indicate.



Right to Amend

Sec. 519. The right to alter, amend, or repeal this title is hereby
reserved.

Sec. 520. Nocwithstaxu ng any other prevision of law, no person shall be
denied insurance under this Act solely on tTe ground that he is under
tyenty-one years of age if such person is (1) over eighteen years of age, and
(£) has a bona fide insurable interest in a crcp as an owner-cperator,
landlord, tenant or sharecropper; Provided, That any such person who enters
into a Federal Crop Insurance contract shall be subject to the same legal
liability and have the sane legal rights with respect to such contract as any
p* tson over the age of twent7—one years.

Sec. 521. Except as otherwise provided in this Act, the provisions of this
Act arending the Federal Crop Insurance Act shall hecsxoe effective on the cate
of enactment of this Act.

* r A gt e
TITLE 1l - DISASTER PAYMENTS

PRE7ENTED PLANTING DISASTER AND FARM DISASTER
JPA2LEJIS FOR THE I1SSI CRCP ZEAK

. 1 t « oe
Sec. 201. (@) Section 101(h)(4) of the Agricultural Act of 1949, as added
effective for 1973 through 1981 crops of rice, is amended by-

€D) in subparagraph (3), striking cut "Effective only with
respect to the 1973, 1379, and 1980 crops of rice,” and inserting in Keu
therof "Except as otherwise provided in subparagraph (D) of this paragraph,
effective wtih respect to the 1978 through 1981 crops of rice,";

@) in subparagraph (C), striking cut "Effective only with
respect to the 1973, 1979, and 1980 crops of rice,"” and inserting in lieu
thereof "Except as otherwise provided in subparagraph (D) cf this paragraph,
effective with respect to the 1978 through 1981 crops of rice,”; and

3) redesignating subparagraph (D) as subparagraph (E) and
inserting immediately after subparagraph (C) a new subparagraph (D) as
follows:

"(D) With respect to the 1981 crop of rice, cooperators on a fan
shall not be eligible for disaster payments under this paragraph if the
ccccorators elect to cover the rice acreage with crop insurance, part of the
premium for which is paid by the Federal Crop Insurance Corporation under the
provisions of section 50S(b)(3) or 508(e) of the Federal Crcp Insurance Act."
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() Section 103 (f)(5) of the Agricultural Act of 1249, as added
effective for the 1S7S through 1231 crop of upland cotton, is amended by- ,

D) in subparagraph (A), striking "Effective only with respect to
thu 1973, 1979, and i960 crops of upland cotton,”™ and inserting in lieu
thereof "Except as otherwise provided in subparagraph (C) of this paragraph,
effective with respect to the 1979 through 1281 crops of upland cotton,";*

) in subparagraph (3), striking ait "Effective only with
respect to the 1273, 1979, and 1980 crops of upland cotton,”™ and inserting in
lieu thereof "accept as otherwise provided in subparagraph () of this
paragraph, effective with respect to the 1973 through 1231 crops of upland
cotton,"; and

(3) adding at the end thereof a new subparagraph (C) as follows:

s
"(G) TTith respect to the 1981 of.Upland* cotton, producams on a
fam shall not be eligible for disaster "payments under this paragraph if the
producers elect to cover the upland cotton acreage with crop insurance, part
of the premium for which is raid by the Federal Crcp Insurance Corporation
under the provisions.of section 503(b)(3) or 508(e) of the Federal Crcp
Insurance At=." < *

(©) Section 105A(b)(2) of the Agricultural Act of 1249 as added
effective for the 1977 through 1981 crops of feed grains is amended by-

(1) in subparagraph (A), striking ait "Effective only with
respect to the 1978, 1979, and 1980 crops of feed grains,” and inserting in
lieu thereof "Except as otherwise provided in subparagraph (C) of this
paragraph, effective with respect to the 1973 through 1981 crops of feed
grains,";

2 in subparagraph (3), striking out "Effective only with
respect to the 1973, 1979, and 1980 crops of feed grains,” and inserting in
lieu thereof "Except ar. otherwise provided in subparagraph (C) of this
paragraph, effective witn respect to the 1978 through 1981 crops of feed
grains,"; and

€) redesignating subparagraph (C) as subparagraph (D) and in—
serting immediately after subparagraph (3) a new subparagraph (C), as follows:

"(C) ""ith respect to the 1981 crop of feed grains , producers on a
firm shall not be eligible for disaster payments under this paragraph if the
producers elect to cover the feed grain acreage with crop insurance, part of



the premium lor which is paid by the Federal Crcp Insurance Corporaticn under
the provisions of section 5CS(b)(3) or 508(e; of the Federal Crcp Insurance
Act.".

(d) Section 107(A) (b)(2) of the Agricultural Act of 1949 as added
effective for the 19;/ through 1931 crops of wheat, is amended by-

(1) in subparagraph (A), striking out "Effective cnl7 with
respect to the 1973, 1979, Phd, 1980 crops of wheat,”™ and inserting in lieu
thereof "Except as otherwise provided in subparagraph (C) of this paragraph,
effective with respect to the 1978 through 1981 crops of wheat,";

(2) in subparagraph (3), striking out "Effective only with
respect to the 1973, 1979, and 1980 crops of wheat,: and inserting in lieu
thereof "Except as otherwise provided in subparagraph (C) of th-1!paragraph,
effective with respect to the 1978 through 1981 crops of wheat,"; and

y Vv - «
(3) redesignating subparagraph .(C) as subparagraph (D) and
inserting immediately after subparagraph (B) a new subparagraph (C) as
follows:

"(C) VTith respect lo tbs 1981 crop, of wheat, producers cn a farm
shall not be eligible for disaster payments under this paragraph if the
producers elect to cover the wheat acreage with crop insurance, part of the
premium for which is paid by the Federal Crop Insurance Corporation under the
provisions of section 508(b)(3), or 503(e) of the Federal drop Insurance
Act.",

ticmcz TO PRCDrjCEKS OF RIGaT TO ELECT
SUBSIDIZED CTJDP EJSURAUCS CR DIFf/ASTER PAYL1ETTS
ON THE 1981 CRGFS

Sec. 202. The Secretary of Agriculture, after consultation with the Beard of
Directors of the Federal, Crop Insurance Corporation, shall, at least sixty
days prior to the beginning of the planting of the 1981 crops of wheat, feed
grains, upland cotton, and rice, or thirty days after the date of enactment of
this Act, whichever is the later, notify producers of those commodities of
their right to elect, with respect to the 19S1 crop, between (1) declaring the
farm acreage of the respective commodity eligible for disaster payments under
the Agricultural Act of 1949, or (2) covering such farm acreage with cror
insurance, part of the premium for which Ls paid by the Federal Crop Insurance
Corporation under me provisions of section 503(b)(3) or 508(e) of the Federal
Crcp Insurance Act. Such notice shall include a statement of the percent of
crop insurance premium that be paid by the Corporation.
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APPEND:

Criminal Previsions

Whoever, being an officer, agent or employee* of or connected in any capacity
with the Reconstruction Finance Corporaticn, "Federal Deposit Insurance
Corporation, Here Oners "Loan Corporation, Fair Credit Adrinistration,
Federal Housing Adrinistration, Federal Farr Mortgage Corporation, Federal
Crcp Insurance Corporaticn, Earners® Corporation or any land bank,
intemediate credit bank, hank for cooperatives or any lending, mortgage,
insurance, credit or savings and lean corporation or association authorized or
acting under the Lavs of the United States, and whoever, being a receiver of
any such institution, or agent or employee of the receiver, embezzles,
abstracts, purloins or willfully misapplies any moneys, funds, credits,
securities or other things of value belonging to"-such institution, or pledged
or otherwise intrusted to its care, shall, be fined not more than SS.0CO or
imprisoned not more than five years, or both; but if the amount or* value
embezzled, abstracted, purloined or misapplied dees not exceed S1GO, he suall
be fined not more than 31,000 or imprisoned not more than one year, or

both, (IS U.S.C. 657)

/ ok .
*

Whoever, with intent to defraud, knowingly conceals, removes, disposes of, or
converts to his own use or to that of another, any. property mortgaged or
pledged to, or held by, the Farm f"redit Administration, any Federal
interne,iiate credit bank, or the Federal Farm Mortgage Corporation, Federal
Crcp Insurance Corporation, Farmers® Eone Corporation, tha Secrettry of
Agriculture acting through the Farmers® Hate Administration, any production
credit itssociation organized under sections 1131-1124n of Title 12, or in
which a Production Credit Corporation balds stock, any regional agricultural
credit corporation, or any bank for cooperatives, shall be fined not more than
$5,C00 or imprisoned not mare than five years, or both; but if the value of
such property does not exceed $100, he shall be fined not more than $17000 or
utprisoned not more than one year, or both. (IS U.S.C. 658)

Whoever, being an officer, agent or employee of or connected in any capacity"
with the Reconstruction Finance Corporation, Federal Deposit Insurance
Corporation, Heme Oners®" Loan Corporation, Farm Credit Administration,
Federal Housing Administration, Federal Farm Mortgage Corporation, Federal
Crcp Insurance Corporation, Farmers ”Heme Corporation, or any land bank,
intermediate credit bank, bank for cooperatives or any lending, mortgage,
insurance, credit or savings and lean corporation or association authorized or
acting under the laws of the United States, with intent to defraud any such
institution or any other company, body politic or corporate, or any
individual, or to deceive any officer, auditor, examiner or agent of any such
institution nr of department or agency of the United States, makes any false
entry in any book, report or statement of or to any such institution, or
without being duly authorized, draws any order or bill of exchange, makes any
acceptance, or issues, puts forth or assigns any note, debenture, bond or
other obligation, or draft, bill of exch&flge, mortgage, judgement, or decree,
or with intent to defraud the United States or any agency thereof, or any
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corporation, instiration, or association referred to in ~ v section,
participates or shares in or receives directly or indirectly any money,
profit, property, or benefits through any transaction, lean, ccotissicn,
contract, or any other act of any such corporaticn, institution, or
association, shall be fined not tore than $10,C00 or inprisoned not core than
five years, or both. (IS U.S.C. 1C06)

Whoever knowingly cakes any false statement or report, or willfully overvalues
any land, property or security, or the purpose of influencing in any way the
action of the Reconstruction Finance Corporation, Farm Credit Adrinistration,
Federal Crcp Insurance Corporation, Parsers®™ Home Corporation, any Federal
intermediate credit bank;, or the Federal, Farm ltortgage Corporation, or any
division, officer, or employee thereof, or of any corporation organized under
sections U31-1i24n of Title 12, or in which a Production Credit Corporatica
holds stock:, or of any regional agricultural credit corporation established
pursaut to law, or of the National Agricultural Credit Corporation, a Federal
Hors Txan Hank, the Federal Bxs Loan Bank Beard, the Buoe Owners® Lean
Corporation, a Federal Savings and Loan Association, a Federal land bank, a
joint-stock land bank, a National farm lean association, or cf a Federal
Reserve bank, upon any application, advance, discount, purchase, purchase
agreement, repurchase agreement, cocaitaent, .ar.-lpan, cr any change or
extension of".any of the same, by renewal,"deferment of action or otherwise,

or the acceptance, release, or substitution..or security therefor,,shall be
fined not core than $5,000 or inprisoned not more than two years, or both. (18
U.S.C. 1014)

Whoever, while acting in any official capacity in the administration of any
Act of Congress relating to crop insurance cr to the Federal Crop Insurance
Corporation speculates in any agricultural commodity or product thereof, to
which such enactments apply, or in contracts relating thereto, or in the stock
or membership interests of any association or corporation engaged in handling,
processing, or disposing of any such ccnsodity or product, shall be fined net
more than 310,C00 cr imprisoned not more than two years, or both. (18 U.S.C.
1203)



Statement of Merritt W. Sprague, Manager
Federal Crop Insurance Corporation
U..S. Department of Agriculture
before the
ALASKA HOUSE & SENATE COMMITTEE ON RESOURCES
Juneau, Alaska

January 11, 1984

The crop insurance program administered by the Federal Crop Insurance
Corporation (FCIC), and agency of the U.S. Department of Agriculture, is
the first line of defense against the adverse economic impact of severly
reduced crop production due to natural disasters. Crop insurance replav _s
many of the disaster payment programs of the past. It is the kind of
user-supported program, making maximum involvement of private sector

participation, that is favored by many in today"s society.

The crop insurance program is expected by Congress to be conducted as a
business which follows sound insurance practices and principles. It is
designed to provide farmers with dependable, equitable protection that

utilizes taxpayer®"s support in the most cost-effective manner possible.

In keeping with the mandates of the 1980 Federal Insurance Act, much
nrogress has been made toward expanding participation, 1increasing number
anJ adequacy of insurance offers, building a professional, well-trained
delivery system, and developing an effective agency which meets its

reponsibilities in a timely and efficient manner.

Crop insurance premiums are almost entirely used to pay losses or build
reserves to cover future catastrophic loss situations. The premiums are
cost-shared by the U.S. Department of Agriculture to a maximum extent of 30
percent at the 65 percent coverage level. The administrative costs cf the
crop insurance program, including all expenses related to sales, loss
adjustment, and operations of the FCIC, are paid from appropriated funds

and in effect, are a further indirect subsidy to the program.

Even without state subsidy, the cost of crop insurance to the producer is

often less that the cost oi the seed planted. Crop insurance is a



high-value, reasonably-priced package of protection which each and every

producer needs to fullyconsider.

The Federal Crop Insurance program seems particularly designed for and should
be very useful to farmers in Alaska considering the known risks of crop

production in the Alaskan areas presently producing field crops.

flid-sunmer frosts, early fall rain during harvest, and the acquired taste for
barley by Buffalo seems to occur with some regularity in at least the Delta
Junction area where the major portion of our insurance experience has been.
Federal Crop Insurance has, since the 1982 crop year, been able to help
Alaskan farmers respond to these unavoidable risks to crop productiti in the
Delta Junction and Matanuska Valley areas. Our 1983 program provided for
protection from all of the natural risks on approximately 70 percent of the
planted acres in the primary crop producing areas of the state. This was
accomplished through a partnership between the Federal Crop Insurance

Corporation and insured farmers -- both sharing in the premium costs.

As | indicated earlier, our current legislation provides for the Federal
Government to participate in approximately 30 percent of the total premium
payment. The intent of the proposed Alaska legislation is to provide this
same premium partnership between the Alaska State Government and Alaskan
farmers. This 1is a long range plan for a risk sharing partnership between
Alaskan farmers and the legislative body which also created the legislation
which provided for the development of cropland from forest ground- it *- >y
understanding moi,t of the area producing field crops (barley) has been
developed from native forest land during recent years and much more cropland

development is planned For the future.

It would be our intent that this long range partnership and risk management
plan should not become a tax burden to the citizens in the great state of
Alaska. Rather, this proposal would allow the Alaska State Government to make
an annual investment in a three-way partnership along with Alaskan farmers and
the Federal Government to help manage the considerable risks of growing field

crops.

Today®"s crop 1insurance is greatly improved and can serve as a very important

part of producer®s risk management plan. Everyone would benefit from greater



participation; farmers most especially. Lenders are in greater numbers
requiring crop insurance as a condition for fam operating loansbecause such
insurance helps protect their investment iIn agriculture.

Crop insurance provides individual farmers significant help in resolving cash
flow problems when production problems arise. This will further strengthen
the loccl agricultural economies. For example, farmers will be able to mg™;
financial obiigaulc-"" to the Alaska Revolving Loan Fund by insuringagainst
crop loss due to natural hazards.

We iIn crop iInsurance have increased our level of committment to Alaskan
farmers as we have expanded the areas and crops insurable iIn Alaska effective
for the 1984 crop year. During 1984, for the first time Federal Crop
Insurance may be obtained by any Alaskan farmer producing wheat or oats,
v/herever they are located In the state, simply by letting us know his need.

The ultimate result of this proposed legislation will be to provide Alaskan
State Government support for the tremendous efforts of individual Alaskan
farmers to produce field crops on a comercial basis to meet future needs.

The FCIC will work with the State of Alaska to minimize administrative
expenses associated with state support for crop insurance. The only required
administrative costs to the state should relate to the preparation and
transmission of payments by the state to FCIC on the behalf of Alaska
producers.

In suimary, the bill being discussed today should lead to greater
participation by Alaska producers in the crop insurance program. The reduced
cost to the producer should make it far more attractive to individual
farmers. It will be a higher value package in relation to its cost.

Increased participation will mean that the needs )f producers for risk
management protection will be better met. This is particularly significant in
view of the absence of other disaster payment programs. Also, increased risk
protection for more Alaskan farmers will have a beneficial impact on other
segre.its of vour economy whose viability depends on a healthy agriculture.



The recent iImprovements iIn crop insurance contracts and operational procedures
make crop iInsurance more attractive than ever to producers. The need for
financial protection iIn uncertain economic times IS greater than ever. As a
result, high levels of participation In crop insurance are vital to the
protection and maintenance of the modern agricultural economy. The bill,
v/hich would provide additional iIncentives to participation iIn crop iInsurance,
should benefit all segments of Alaska society.

We, at FCIC, are committed to working with you in any appropriate fashion in
what we consider to be a major initiative to help Alaska producers. We
commend you for your foresight and efforts. |1 thank you for this opportunity
to appear before the committee.
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State Participation in Federal Crop Insurance

Unlike most other businesses, individual fanners have only limited control
over the quantity of production or the prices -eceived from their products.
Farm income is more variable than any other national iIncome category— Six
times more than non-farm proprietor”s income. It takes only a 5 percent
change iIn the aggregate quantity of production to cause a 25 percent change in
net farm income.

The Federal Crop Insurance Act administered by USDA"s Federal Crop Insurance
Corporation (FCIC) complements provisions of the Farm Act which provides
protection for fanners against price risk through its coomodity loan and
target price provisions. FCIC protects farmers against losses from natural
disasters not provided for in the Farm Act. Farmers are assured of
recovering, at a minimum, the lost capital they must have in order to continue
farming— to buy the seed, fuel, and fertilizer that are the iInputs of next
year®s food supply.

The Federal government through its system of ad hoc disaster assistance
prograns has accepted a role in providing assistance to farmers with the
overriding purpose of stabilizing agriculture income which, In tum, benefits
the entire economy by maintaining agricultural purchasing power for products
produced by non-farmers which translates into increased food security for the
American consumer .

The same logic can be applied to state governments which often provide
programs and benefits to support variois segments of the state economies.

This type of support in agriculture 4s not unprecedented. There are many
combined local, state, and federal programs operating now involving research
programs, informational programns, and direct aid programs all within the
sphere of agriculture.

The insurance concept provided by FCIC provides a unique mechanism for such
state-federal cooperation In the area of farm disaster and does not require
exhaustive or expensive state systems of regulation.

Basically, the new law provides that state governments be given the
opportunity to increase participation within their individual states iIn the
comprehensive insurance program by providing additional subsidy incentive for
farmers over and above the Federal contribution.

The Federal contribution is 30 percent of the premium cost up through the 65
percent of yield coverage level. An additional subsidy from a state for those
fanners within that state would make the Insurance more affordable and might
encourage participation to be increased thus assuring a strong farm econonty
regardless of risk conditions.
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This typeof support could be accomplished by the states in n number of ways:

1

This would
the State,

4.

The state could make direct payments to the producers for a
specified share of the farmer-paid portion of his premium which is
paid to the Federal Crop Insurance Program. This would be in the
form of a state "‘refund” for a pre-determined portion of that
premium.

The state could provide tax credits for participating farmers on
Its State Income Tax retumns. This would be regulated strictly
within each state and would have no direct Federal connection other
than added incentive.

The Federal government could bill each cooperating state for iIts
share of the additional subsidy— to be determined initially by each
state— at the time the acreage reports are processed and the extent
of farmer participation in each state is determined for the crop
year .

be similar to the Canadian plan, only the Federal Government bills
instead of the Province bill!Ply the Federal Government.

The State could offer the entire Insurance plan, similar to the
Canadian program, and FCIC or a Federal agency could act as a
reinsurer and share iIn the cost to a pre-determined extent.

The side benefits beyond the farm sector to rural communities and urban areas
would be enormous. The additional guarantees that farmers in the state would
have to meet loan repayment obligations and to pay cash costs, even when crops
7.1, would stabilize the economic activity of local communities and
strengthen the surrounding rural economy and, to a lesser degree, the urban

economy.

*kk*
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Act relating to state contributions toward the

premium for federal crop 1insurance.

Sharon Barton, Special Assistant to the Commissioner of Natural
Resources, spoke 1in support of the legislation and she proposed
an amendment that would authorize the Commissioner to require

purcnase of
term loan.

Federal Crop Insurance as a condition of a short

Currently, most borrowers are required to purchase

Crop Insurance. Putting his authority into statute would
provide a more solid base from which to protect the State’s

collateral.

Senator Mulcahy moved for adoption of a Committee Substitute.
There was no objection. He then moved the Committee Substitute
with individual recommendations.

The meeting

adjourned at 3:16 pm.
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Overview of Federal Crop Insurance Program
Merritt VI Sprague, Manager, Federal Crop Insurance

Corporation, U.S. Department of Agriculture, explained how the
program protects farmers against the adverse economic impact of

severly reduced crop production due to natural disasters. The
U.S. Department of Agriculture now subsidizes 30% of the
premiums(at the 65% coverage level). The administrative costs
of the program are paid from appropriated funds. 1982 was the
first year the program was used 1in Alaska. In 1983, nearly
two-thirds of Alaska®s barley acres were 1insured. In 1984, the
program will 1include wheat and oats. In the future, other
commodities, including potatoes in the Tanana Valley, could be
included.

Jack Knox, Federal Crop Insurance Corporation, Spokane,
Washington, described how rates were set Tn Alaska and how they
related to other parts of the country.



Bill Heim, Department of Natural Resources, Division of

Agriculture, spoke in support of the program. He felt it would
strengthen the Agricultural Revolving Loan Fund by guaranteeing
that a producer will always be able to service his debt. The

Governor supports the idea of state participation in the
program.

Bill Beardsley, Department of Commerce and Economic
Development, supported the idea of state participation because
of the 1low administrative costs, the leveraged use of state
funds, and the increased 1incentive to farmers to join. He was
concerned that it was Ilimited to barley, wheat and oats, and
encouraged the inclusion of hay into the program.

Senator Rick Halford supported the 1idea of state participation
in the program.

The meeting was adjourned at 4:12 pm.
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AN INSIDE LOOK AT FEDERAL CROP INSURANCE

1. INTRODUCTION
A.  THE IMPORTANCE OF AMERICAN AGRICULTURE

Arerican agriculture profoundly influences the life of each citizen iIn
this country and of many people around the world.

As a business* it is huge, important, *nd very successful. The following
statistics help confirm this:

- American agriculture is the world"s largest commercial industry, with
assets exceeding $1 trillion.

- Net exports of U.S. farm products in fiscal 1983 amounted to $18.4
billion, which considerably reduced the $70 billion deficit in U.S. nonfarm
trade.

- One American farmworker now provides food and fiber for nearly 80
people in this country and overseas- Yet American farmworkers comprise only
3/10 of 1 percent of the world®s farm v/orkforce.

- The agricultural industry employs more than 23 million people, or 22
percent of America®s labor force.

With statistics like these, every American has a stake In maintaining the
financial security of agriculture. That is why crop iInsurance IS so important

to the individual farmer as well as American society in general,
p- THE ROLE OF CROP INSURANCE

The business of agriculture is extremely risky. Floods, drought, insects
and disease can swiftly devastate thousands of acres of crops. For many

crops, a single loss can wipe out the next five years™ profits.



Fanning is a high-stakes gamble; but fanners now have the opportunity to
share part of the risk from natural hazards. Crop insurance spreads the risk
of producing a crop among insured fanners across many geographical areas over
many years.

The Federal Crop Insurance Corporation (FCIC) has paid losses on more
than 120 separate causes. Insurance covers unavoidable losses due to any
adverse weather condition such as drought, excessive rain, hail, wind,
hurricane, tornado, frost, freeze, winterkill, snow and ice. It also covers
unavoidable losses due to insect infestation, plant disease, flood, wildlife
damage, fire, volcanic eruption and earthquake.!”

Crop insurance does not cover loss due to neglect, poor farming practices
and theft. Nor does it cover financial losses resulting from low crop prices.
Crop insurance is a valuable farm management tool that aids insured

farmers In reducing the financial risks associated with abnormal production.

It enables a producer to substitute payment of a regular, predictable, annual

premium for unpredictable losses. With crop Insurance a farmer can count on a
given amount of income a“ a specified time from either actual production or
indemnity.

Some producers routinely carry crop insurance so they can more safely
forward contract the sale of their crop If an attractive price is offered
prior to harvest. Crop insurance reduces the risk of selling a crop that has

not yet reached maturity.

1/This list does not apply to all crop insurance policies.



For many producers, borrowing production funds is easier with crop
insurance since they can pledge thelr insurance coverage as loan collateral.
In this way, the farmer might possibly pay off the loan without liquidating
assets needed iIn his business.

Crop insurance can be used to safeguard major capital iInvestments that
will be paid off with income derived from crop production. In ayear of crop
failure, crop insurance provides an alternate source of income to help meet
loan payment obligations.

In addition, insurance makes sense in conjunction with cash-rented
acreage. Insured farmers can be certain they have a source of income to make
rental payments in the event of a crop loss.

C. HELPING FARMERS DECIDE

The iInformation iIn this handbook describes basic principles for crop
insurance and is meant to be a starting point for the individual who wishes to
weigh the benefits of crop insurance against the risks inherent to farming.
The final decision to buy or not to buy crop insurance depends, of course, on
the producer®s individual circunstances.

Since crop iInsurance is complex (as is the business of farming), weighing
the pros and cons can be difficult. Fortunately, this complicated
decision-making process can be made easier through the use of a computer
software nrogram called ARCIE: All-Risk Crop Insurance Evaluation.

ARCIE 1s available in two formats: A simple cash-flow analysis version
.that takes 10 minutes to run; and, ARCIE Extended, which projects a long-term
probability analysis and takes about 45 minutes to run.

ARCIE uses the individual farmer®s cash budget, calculates individualized
rates aru coverages, and makes cash flow projections at various yield levels.

It compares having no iInsurance with 10 different insurance options and



provides illustrative graphs and tables.

ARCIE Extended does all of the calculations described above plus
utilizes additional historical data regarding frequency of yield fluctuations
to make projections for future yields and incone levels.

ARCIE was designed and tested by the Cooperative Extension Service
through the Texas A&l and Michigan State University Systems in cooperation
with FCIC. Both versions can be purchased for less that $100 through Texas
ABM.

The ARCIE screens and tables are also available in v/orksheet forr;
(requiring a calculator) from many insurance agents, and ARCIE software can

also be obtained for use with pocket computers.

I1. THE FEDERAL CROP INSURANCE ACT OF 1980
A.  CROP INSURANCE IS NO LONGER A LIMITED, EXPERIMENTAL PROGRAM

Since I1ts inception iIn 1938, the Federal crop iInsurance program has been
run largely on an experimental basis. During most of the Corporation®™s
history, only a limited number of crops were insurable in a limited number of
counties, and public support remained at a low level.

Over the years, however, public attitude has changed toward agricultural
a-d prograns. More emphasis is being placed on increased self-sufficiency for
both the Government and the individual.

Thanks to the passage of the Federal Crop Insurance Act of 1930, crop
einsurance will benefit all taxpayers by providing the means for the Government
to move aw/ay from costly and inequitable low-yield crop disaster programs
toward more self-supporting programs such as crcp iInsurance.

Crop insurance has no individual income limitations or restrictions on

amounts of indemnities received. Payments are not contingent upon a specific



area being declared a disaster area. Crop insurance is a sound business
program. It enables producers to make provisions in advance to cope with
potentially disasterous problems, reducing the need for public relief measures.

The Federal Crop Insurance Act of 1980 had a profound impact on the
Federal Crop Insurance Corporation, which administers the Act. The

Corporation®s scope of activity has dramatically increased because of massive

expansion and the use of private industry as a deliver: system— two
innovations allowed by the Act of 1980.
B. PROGRAM EXPANSION

The ultimate goal of the Corporation is to provide crop iInsurance
prograns for all crops in all agricultural counties. In 1984, crop insurance
Vs available on more than 32 major crops and in nearly all of the 3,000
agricultural counties iIn the United States on one or more Crops.

Insurance is available for all crop acreage covered by former disaster
prograns. Crops which iIn the past were considered eligible for disaster
payments under a program administered by the Agricultural Stabilization
Soil Conservation Service (ASCS) are: corn, wheat, oats, barley, cotton,
grain sorghum and rice. Nearly all soybean acreage Was eligible for insurance
in 1934.

Research and development programs are underway for additional crops and

commodities beyond the more widely produced crops now covered; these will be

eligible for crop iInsurance sometime iIn the future.
.C. USE CF THE PRIVATE INSURANCE INDUSTRY

With the greater availability of crop insurance in more counties
nationwide, FCIC expects an iIncrease iIn business volume. To effectively meet

these increased demands, the resources of private insurance are being coupled



V/ith those of the Federal Government. The Federal Crop Insurance Act of 1980
mandates the use of the private Insurance industry to the maximum extent
possible. Many of the private companies have extensive and valuable
experience In servicing the rural insurance market.

This cooperative working relationship between Federal Government and the
private insurance industry takes tw/b forms: Reinsurance Agreements and Agency
Sales and Service Agreements (Master Marketing Agreements). More than 15,000
agents presently sell crop insurance policies under these agreements.

1. REINSURANCE AGREEMENTS

Under reinsurance, insurance companies certified by the Corporation
provide insurance marketing, distribution, servicing, training, quality
control and loss adjustment functions. The companies also share with FCIC, to
a limited extent, in both earnings and losses.

Crop insurance policies are marketed under the names of Multiple Peril,
Comprehensive, or the names of individual insurance companies. The policies,
how/ever, are the same as those sold by the Federal Crop Insurance Corporation.

FCIC administers and controls the reinsurance program and provides the
actuarial structure and direction for research and development of new crop
prograns. Companies establish their om commission rates for their agents.

2. AGENCY SALES AND SERVICE AGREEMENTS

The Agency Sales and Service Agreement is also knowmn as the Master
Marketing Agreement. Under this type of agreement, private insurance
companies and associations are offered the opportunity to contract with FCIC
to provide insurance sales and services on FCIC paper. They are compensated
on a commission basis.

Master Marketers provide contract servicing and quality control. All

agents must undergo training and testing to be certified by the Corporation.



3. PROGRAM DEVELOPMENT

Besides serving as a delivery system for the Federal Crop Insurance
program, the private insurance industry may now contribute to the development
of new crop programs.

Following detailed Government-provided guidelines, companies may submit
theilr proposals for new crop programs to FCIC through '‘rate bureau™ type
groups such as the American Association of Crop Insurers (AACI).

FCIC and the Agricultural Extension Service will provide support and
personnel. FCIC will retain administrative and quality control over the new
programs.

Cranberry growers were the first to benefit from this innovation vten, in
1983, AACI established an ad hoc committee to conduct the actuarial research
and complete the necessary data base to insure cranberries.

This newest avenue for cooperation between Government and private
industry will expedite the development of more types of crop programs to
benefit more farmers.

D. THE ROLE OF THE AGRICULTURAL STABILIZATION AND CONSERVATION SERVICE

In a move to more effectively use available Government resources, the
Federal Crop Insurance Corporation (FCIC) and the Agricultural Stabilization
and Conservation Service (ASCS) signed a memorandum of understanding which
outlined major areas of cooperation between the two agencies. As a result,
ASCS county offices are now major contact points for information on all crop
-insurance prograns.

ASCS collects data on specific crops gromn in each county to aid FCIC in
making production determinations for Individual Yield Coverage, a plan by
which farmers can customize their coverages based on their owmn yield histories.

ASCS certifies acreage and production records for individual producers.



About 60 to 80 ASCS county offices sell and service crop insurance iIn
areas of the country where there is little participation by private insurance
companies. Generally the areas so serviced have only small areas suitable for
the production of insurable crops.

E. THE ROLE OF THE EXTENSION SERVICE SYSTEM

As highly respected members of local f? communities everywhere,
County Cooperative Extension Service agents are one of the farmer®s primary
sources for objective, accurate information on agricultural programs. In this
role, Extension agents provide an important avenue for information flow
between FCIC and individual producers.

State Extension Service specialists are receilving periodic updates on
crop iInsurance and recent policy changes and participated In a national
workshop focusing on crop insurance as a risk management tool. They also help
prepare written materials about crop iInsurance for statewide educational
prograns and are regularly invited to attend crop-specific training sessions
sponsored by FCIC.

In cooperation with FCIC, the Extension Service Systems in Texas and
Michigan designed, tested and developed the ARCIE computer software program.
ARCIE uses individualized data provided by the producer and helps producers
better see how crop insurance can work for them under a variety of
circunstances. (For a more detailed explanation of ARCIE, tum to the section
entitled, "Helping Farmers Decide.’) ARCIE packages ha -e been distributed to
all State Extension Service offices and some have trained specialists capable

of demonstrating and teaching iIts use.

1. MAJOR IMPROVEMENTS

Disaster payments were discontinued in 1981. With the new powers allowed



under the Federal Crop Insurance Act of 1980, the Department of Agriculture is
making great efforts to provide a more attractive crop iInsurance program.
A. INDIVIDUAL YIELD COVERAGE (IYO)

Individual Yield Coverage (IYC) is in effect as of the 1984 crop year for
the following crops: com, wheat, cotton, grain sorghum, rice, barley,
soybeans, dry beans, sunflowers, rye, flax and ocats. It is theonly method
for insuring cotton and rice. By 1987, it will be the only method
(other than Grower Yield Certification) of calculating coverage on all crops.

The plan allows producers with higher yields than the area average to
substantiate their yields to improve their om insurance coverage.

Under current IYC, fanners are required to produce verifiable records for
production yields for at least the most recent three years of alO-year base
period that the crop Was grom. The yield for the years of the 10-year base
period without records is determined by multiplying the adjusted county
Statistical Reporting Service (SRS) yield used by the Corporation for the
10-year base period by the fanner®s index. The fanner®s index iIs determined
by dividing the yields from the fanner®s records by the SRS y“elds for those
years.

The result is that the amount of coverage available to the more
successful fanner is significantly increased without additional premium cost.

Generally, fanners who qualify for higher coverage under I1YC will pay
reduced premium rates compared to the traditional area-coverage plan.

B. PRODUCERS®™ REPORTED YIELD OPTION (PRY)

Because many farmers whc feed their crop production to livestock or
poultry do not keep adequate production records, FCIC has designed a program
to help qualify them for regular Individual Yield Coverage.

The program is called the Producers®™ Reported Yield option (PRY) and is



available on corn, grain sorghum, barley and oats. Under PRY, farmers must
produce satisfactory acreage and yield data for at least the most recent crop
year, plus all available pertinent records relating to yields for that crop
for the prior two years. Crop yield data must be certified by ASCS and
approved by FCIC.

Data that can be used to help determine production yields include: sales
records, feeding records, elevator tickets, ASCS acreage certification,
planting pattern and population data, information on land tillage practices,
and most detailed farm accounting or farm management records.

As soon as three consecutive years of acreage and yield data are
available, the producers using the PRY option converts to Individual Yield
Coverage for determining coverage.

Under PRY, premium rates are the same as for the area-average yield plan;
in other words, the per acre cost increases as the guarantee Increases.

ASCS willl provide the appropriate forms and assist iIn maintaining
records. FCIC will assist at no charge with bin measurements and standing
crop appraisals when such help iIs requested by the farmer.

C. GROWER YIELD CERTIFICATION (GYC)

The Grow/er Yield Certification (GYC) program began in 1974 on Mew York
and Pennsylvania grapes. It provides insurance protection based upon a
grower®s actual yield history and to a certain degree was the precursor to the
Individual Yield Coverage (IYC) plan developed in 1982.

Premiums for crops insured under GYC are based upon the coverage level
selected and the premium rate shomn on the actuarial table. Generally, the
percentage of premium rate is charged on the basis of the yield established.
This differs from IYC in that 1YC essentially provides higher coverages on

higher proven yields without an increase in the premium rate.
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Over the years, GYC has expanded to other crops for which (1) growers®
records are generally available, and (2) county acreage and yield data is
generally not reliable or statistically significant enough to establish an
actuarially sound area coverage plan (See section entitled, "Area Coverage
Plan'™).

IT sufficient yield history is not available, FCIC"s Field Actuarial
Office (FAO) will establish a yield.

Under GYC, the grow/er must provide all acreage and production records
available for the base period for the crcp. The base period varies from seven
to ten years depending on the crop, but all crops are to eventually "build” to
a ten-year base period. Up to 18 years of production records may be
accumulated for those growers who have been iIn the program since Its beginning.

IT the FAO approves the preliminary yield offered by the grow/er and his
crop insurance agent, the unit coverage is based on that yield. The FAO will
usually approve the preliminary yield if records for four years or more are
provided, although the FAO has the authority to reduce any yield estimates if
less than the total number of base year records are available.

IT fewer than four years®™ of records are provided and the FAO reduces the
preliminary yield on any unit, the grower has the option of insuring under an
area average plan if it is available for that cr'p.

GYC 1is offered for almonds,. Eastern and Western apples, Arizona,
California and Texas citrus, grapes, table grapes, peas, popcorn, potatoes,
sugar beets, sugarcane, sweet corm, canning and processing tomatoes, and
walnuts. Certain peanut counties and tobacco counties are also covered under
this program.

D. HAIL AND FIRE EXCLUSION

Multiple peril crop insurance policyholders may elect to delete hail and
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fire protection from their policy ai>: receive a premium discount. They must,
how/ever, purchase at least an equal amount of hail and fire protection from a *
private iInsurance company.

(Please note: Multiple peril crop insurance is developed, administered,
and financially backed by the Federal Government but sold by private insurance
companies. There are, how/ewver, private insurance companies who develop,
administer, financially back, and sell policies strictly for hail and fire.)

This discount on the multiple peril crop insurance premium is 40 percent
of the prevailing average county hail and fire premium but not less than 15
percent. The discount may not exceed 30 percent of the multiple peril crop
insurance premium.

To qualify for the discount, the grower must purchase private hail and
fire insurance on all of the acreage that is insured by the multiple peril
policy. Second, the hail and fire policy must provide a dollar amount of
insurance at least equal to or greater than the multiple peril policy. Third,
FCIC must be notified in writing within 72 hours after the private hail and
fire insurance is purchased.

Some farmers prefer not to make this substitution in coverage. Farmers
who -eel theilr risk is great enough may elect to buy both policies for the
hail and fire protection. They are entiled to collect indemnity payments from
both sources.

E. UTE PLANTING AGREEMENT OPTION

The Late Planting Agreement Option allows insured farmers to have
protection when they miss final planting dates because of adverse weather:
generally; excessive moisture. The option became effective with the 1983 crop
year and is now available in counties and on crops as designated by FCIC"s

maragev .
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Previously, crop insurance coverage was rejected on all acreage the
insured fanner was unable to plant by the final planting date set by the
Corporation. In some cases, FCIC extended planting dates to give fanners kept
out of the fields by bad weather a chance to have some crop protection. This
action, however, increased the Corporation®s actuarial risk.

Under the Option, insured Tanners will be able tohave their coverage
extended on acreage planted up to a maximum of 20 days after the final
planting date. The production guarantee onthe acreage will be reduced 10
percent every five days through the 20th day following the final planting
date. The premium cost will remain the same as on the final planting date.
F. POLICY REVISIONS

The Corporation has been actively seeking the opinions of producers iIn
order to make specific crop policies more attractive and useful to the
farmer. Meetings between FCIC management and growers have resulted in
fruitful exchanges of ideas that have led to important crop policy revisions.

For example, all crop policies have been reviewed and rewritten iIn
layman®s language, using terminology that is simple and easy to understand.
Policies have undergone revisions that make them more responsive to the
growers.

G. STREAMLINED PROGRAM ADMINISTRATION

FCIC has developed a simplified method of processing documents so that
farmers get faster and better service with significant cost savings to the
CorporatJi/Zi;. This includes a multi-crop application form v/hich reduces
paperwork processing time. In addition, the entire data automation system is

being updated and expanded.
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IV. THE CROP INSURANCE CONTRACT
A.  WHO MAY OBTAIN INSURANCE

Anyone can insure their share of an insurable crop that is produced on
insurable land. This iIncludes owner-operators, tenants, renters, crop-share
landlords, partnerships, corporations and estates. A landlord and tenant may
apply for insurance individually. Joint owners and joint operators nay insure
their combined share.

B. CONTRACTS AND THE GOVERNMENT

Crop insurance policies can be purchased from reinsured companies, master
marketing companies, and, In some instances, ASCS county offices. The
policies are all basically the sare. Costs for each policy will vary by acres
insured, the guarantee, and the method of establishing yields (i.e., by
county, area iIn county, or under IYC OR PRY). The subsidy amount, too,, will
vary depending on the coverage level.

Terms and conditions of the contract are outlined in the application, the
policy and the actuarial documents that apply. Contract terms and conditions
cannot be altered by any agent or other insurance representative except in a
manner specifically provided by the Corporation.

C. CONTINUOUS CONTRACTS

One of the advantages of the Federal crop insurance program is that it
provides a continuous contract. Unless the producer gives written notice of
cancellation or has not paid the premium due by the specified deadline, the
epolicy is automatically renewed for the next year.

Of course, the fanner has certain responsibilities that must be net each
year. They are few, but very important. The insured producer must: (@)
Report all of his planted acreage for each insured crop and his share iIn that

crop. (@ Notify his crop insurance agent if the insured crop iIs damaged.
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This must be done before putting the acreage to any other use. (3 Maintain
separate production records for each established insurance unit. (@) Pay
premiums on time.

The continuous contract does not prevent changes iIn the insurance policy
from year to year. The only restriction is that those changes be made well
enough iIn advance so that the insured nay be notified of the changes at least
15 days before the cancellation date for the area. Within the upper and lower
limits of the yield guarantee and price elections, protection can be either
increased or decreased from the previous year to reflect the producer®s
current needs, but the change must be done by the sales closing date.

For example, the producer may want a policy that guarantees a different
production level per acre or a change in the price election, or a change iIn
both. The farmer has total flexibility in this regard. Many producers do,
indeed, find that their iInsurance coverage needs to be reviewed
and revised periodically.

For most crops, insurance attaches at the time of planting and continues
until the crop is harvested, destroyed, or removed by a date specified In the
policy.

D. CLObIIJG DATES

In general, applications for crop iInsurance for a particular crop will
not be accepted after a closing date set by the Corporation. The date varies
by State, county and crop. These closing dates usually precede the planting
-period by approximately 30 days.

The main purpose for having closing dates is to allow iInsurance to be
sold before much can be known about planting conditions and crop prospects.
Without these date limitations, some producers would take iInsurance only in

those years when the prospects for a successful crop looked unfavorable. In
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Insurance terms, this results In "adverse selection of risks'" or "adverse
selectivity.” Obviously, this must be avoided to maintain an actuarially sound
program.

The general policy of the Corporation is that insurance coverage will be
rejected on all acreage the insured farmer is unable to plant by the final
planting date set by the Corporation. The FCIC has, how/ever, devised the Late
Planting Agreement Option to allow producers to get needed coverage after the
final planting dates. (Tum to the section entitled "Late Planting Agreement
Option™ for a more detailed description.)

E. TERMINATION DATE FOR DEBT

The terms of the FCIC policy provide that the contract will be in effect
for the crop year specified on the application and cannot be cancelled by
either party for that crop year except for causes such as fraud, concealment,
misrepresentation, etc. Otherwise, either party may cancel the contract for
any crop year by giving written notice to the other on or before the
cancellation date specified in the policy, if any premium remains unpaid on
the termination date for indebtedness specified in the policy, insurance will
automatically terminate for the next crop year.

F.  INSURANCE UNIT

The crop insurance unit serves as the basis for determining loss to an
insured crop and any resulting indemnity payment. There is a separate
insurance unit for each of the crops for which the insured has a 100-percent
share. In some situations, an insured crop may be divided iInto more than one
insurance unit. Separate iInsurance units may be established for each
different landlord or tenant.

Further unit division beyond that allowed by the policy is regulated by

established FCIC guidelines and must be supported by adequate records. These
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guidelines sometimes permit the establishment of additional insurance units to
reflect varying management practices (i.e., Iirrigated, non-irrigated).
Further, separate, readily identifiable tracts of farmland may qualify as
separate Insurance units.

The insurance policy guarantees total production on a specific unit as
defined by the Corporation. Losses are adjusted on a unit-by-unit basis so
that indemnities can be collected on one part of a farming operation but not
on another.

G. ACREAGE REPORTS

One of the key requirements of the insurance contract is that the insured
file an acreage report each year showing the location of the crop, number of
acres, share and date of planting. This report must be submitted promptly
after the completion of planting and is the basis for the premium charged and
the amount of protection provided. Insurance does not attach to acreage
planted too late to produce a normal crop except for that acreage covered by
the Late Planting Agreement.

Obtaining all of these reports, promptly and accurately, is a big task.
The available time for this wok is short, and many crops have a growing
season of only 90 to 100 days.

Insureds who fail to accurately report their acreage and interest iIn the
given time frame cannot later be given the opportunity to correct the failure
or error. To do this would allow insureds to decide on the amount of
insurance after a loss becomes apparent or probable— which over time would
adversely effect premium rates.

Insurance contracts provide that if the report has not been made within a
specified time, the acreage and share can be excluded from insurance

protection. The exclusion practice is generally followed if the crop is
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damaged. If the acreage or share in the crop is underreported, and the error
iIs not discovered until after the crop is damaged, the amount of insurance
will not be increased. In the final loss settlement, the insured is paid an
indemnity on a proportional basis, fairly reflecting the part that he reported.
H. COVERAGE PER ACRE

The iInsurance guarantee or coverage per acre differs so widely over the
country and for different crops that only general information can be given
here. Each insured is provided specific information at the time an
application iIs taken and annually thereafter when changes are made.

Here is an important point regarding costs of varying guarantees per
acre. Take for example a coverage of 15 bushels per acre. The 15th bushel
has the least chance of being produced, so it is the most expensive bushel to
insure. The 14th has a little better chance of being produced and is a little
less expensive to insure. The 13th bushel, iIn tum, has an even better chance
of being produced than the 14th, and consequently, is even less expensive to
insure.

Following this reasoning, 10 Lushels can be insured for a premium less
than two-thirds the premium for insuring 15 bushels. So while the higher
coverages are attractive for better protection, the lower coverages are
attractive for the lower premium costs.

The Federal Crop Insurance Act sets an upper limit on the amount of
insurance: It shall not exceed 75 percent of the average yield for the famm
over a representative period of years.

I. AREA COVERAGE PLAN

Under the traditional area average coverage plan (which is being replaced

by Individual Yield Coverage), county figures are first developed by actuarial

specialists iIn the FCIC Actuarial Division. These figures are based In part
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on statistics from agencies within the Department of Agriculture and the
Census Pureau. Coverage figures are iIn bushels or other commodity units.
Three levels of coverage--50, 65 and 75 percent of the county average
yield--are offered for most commodities.

After the average yield guarantee for the county is established, an FCIC
underwriter iIn the area makes such variations iIn covetage as are warranted
between different parts of the county.

The main considerations are the productivity of the land and the
management abilities of the operator. Yield records, soil maps, and other
sources of information are used in classifying the county into areas, some
with higher coverages than others. An area does not have to be contiguous
land; it may consist of land with the same productivity in different parts of
the county. The average of the coverages establ ished. for the different areas,
weighted by acreage iIn these areas, cannGt exceed the county limit established
by the Actuarial Division.

There are some exceptions. In a number of counties, coverage is
established on an individual farm or producer basis by listing the name of the
owner, operator, or farm based on past production history or appraised
productivity of each. In practice, a number of different coverage
classifications (usually 5 to 10) are established for a county, and each
person or farm is assigned one of these classifications. In some cases the
area method is followed iIn establishing coverages, but a supplemental listing
of farms or producers 1is prepared providing exceptions for individual farms or
producers. This 1is used where individual farms or producers are knowmn to be
significantly better or poorer than the area in which they are located.

Consideration is given in establishment of coverages to local knowledge

about the different land areas, the statistical records of past production,
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premium limits* and the restrictions in the legislation. Different coverages
often are established by fanning practices such as irrigation, summer fallow,
etc.

In the case of some crops (e.g., cotton and sugar beets) the coverage is
progressive, increasing by stages through the season. Such guarantees reflect
the producers investment iIn his crop at varying stages of growth.

J. COVERAGE LEVELS AMD PRICE ELECTIONS

Crop insurance allows fanners the flexibility of selecting the coverage
level that meets their individual financial needs iIn a given year. For most
crops, there is the choice of buying a policy that guarantees 75 percent, 65
percent, or 50 percent of the historical average yield iIn the participant®s
county, risk area within i county, or the producer®s actual yields.

In addition to the coverage levels, the producer may select one of three
levels of price elections-ﬂ The options on price elections are .determineo

annually by the Corporation. The highest price election is at least 90

percent of the anticipated market price. Price elections are based on

available information from Government and non-Government sources:

V. THE PREMIUM
A.  COST

The premium is based on the production guarantee and the price election
that a producer selects, and on the crop production risks on a particular
unit. For this reason, the cost of carrying crop insurance varies from county

to county and from farm to farm. For e ch geographical area, rates are

2/ Sometimes mere than three price elections are offered for certain crops.
Raisins and Texas citrus offered four levels for 1984.
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continuously updated to reflect yield and loss experience.

Individual premiums are reduced or increased on the basis of the number
of years of continuous favorable or unfavorable experience and th;
relationship (called "loss ratio™) betw/een premiums paid and iIndemnities
collected by an individual producer.

The premium rate adjustment table has been designed to reflect individual
policyholders®™ loss experience. Policyholders who have small or no losses can
qualify for as much as 50 perce/it premium reduction. this can substantially
reduce the per-acre cost of carrying insurance and provides more protection
per dollar spent. Those who experience frequent or large losses over a number
of years will pay higlv.r premiums.

Crop insurance bases the loss on the net effect of favorable as well as
unfavorable weather factors. Obviously this is less expensive than just to
consider insurance against only the unfavorable factors. The Corporation does
not guarantee the full usual production, but only 75 percent or less of the
average over a representative period of years. Thus, the producer bears the
loss until the yield drops 25 percent or more below the usual production. It
would be much more expensive to insure him for all the decline in yield below
the longtime average yield and would require very high and impractical rates.
B. AFFORDABILITY

Thanks to a subsidy provision in the Federal Crop Insurance Act of 1980,
crop insurance is more affordable for more farmers.

For the fanner who selects the 50 percent or 65 percent level of
coverage, the premium is redu jd by 30 percent. For the farmer who selects
the 75 percent level of coverage, the premium reduction is the same “Jollar
amount as iIf he had selected the 65 percent coverage level. In all cases,

crop iInsurance premiums paid by the farmer are fully tax deductible as a farm
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business expense. Depending on the producer®s tax bracket, this can
substantially reduce the after-tax cost of insuring a crop investment.
C. PREMIUMS AND THE LA/

The Federal Crop Insurance Act provides that the Corporation shall fix
adequate premiums for insurance at such rates as the Board of Directors deems
sufficient to cover claims for crop losses and to establish a reasonable
reserve against unforeseen losses; the premium rate does not include any
amount for the cost of operating and administrative expenses. Instead, the
lav; authorizes an annual appropriation for operating and administrative
expenses.

The original Federal Crop Insurance Act provided that the Corporation
should fix adequate premiums on the basis of the crop loss experience on the
insured farm with certain adjustrments®. By emphasizing premiums based on loss
experience, the Act thus encouraged individual farm rating. This was in line
with the proposals of a President®s Committee on crop insurance which avowed
that, under such a plan, competent and industrious producers would not have to
pay for the losses of the negligent and less competent producers; producers on
good land woulld not be required to pay for losses of producers on poor land;
nor would areas of high and regular production have to pay for losses of areas
of low and uncertain production.

The basic objective of dr. *ging each producer a premium according to his
on risk or his om class of risk has been retained generally iIn the
Corporation®s actuarial work. In establishing premium rates, the Corporation
relates the premium to the risk assumed to the maximum extent practical.

D. METHOD OF ESTABLISHING PREMIUMS
The processes by which the premium rate is determined are similar to

those used In establishing coverages.



The Actuarial Division establishes the average premium rate for the
county. The field underwriting offices adjust the rate to the “lassified risk
areas in the county. The underwriting office may end up with more than one
premium rate for a county depending on the number and type of risk areas.

The average premium rate for the county is based upon expected losses
over a large number of years and considers all the provisions of the
contract. The rate setting process requires analysis of all known data
relating to the risks assumed and analysis of all other factors which
contribute to expected losses. Premium rates are affected by contract
provisions defining required management practices, insurance units, named
perils, loss adjustment procedures, and activities of FCIC that insure
compl 1ance.

The overall objective of the rate-setting process is to establish rates
wh"ich are actuarially sufficient (equal to the expected losses over tine) yet
equitable between producers.

Final approved coverages and premium rates for areas are listed in the
county actuarial table and, together with the official maps and lists of the
area, the table becomes an official record of insurance terms for land In the
county. These documents are kept on file iIn the service office and are

available for inspection by insureds.
E. THE PRODUCER AND THE PREMIUM

In submitting an application for insurance the producer agrees to pay the
premium each year. After the acreage report is submitted, the premium is
computed and the insured is billed for the amount near harvest time.

A premium adjustment table based upon individual experience iIs part of

the iInsurance contract. It provides for a maximum reduction of 50 percent iIn

premium for favorable continuous iInsurance experience and a maximum increase
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of 300 percent for unfavorable insurance experience on an individual contract
basis. No adjustments for unfavorable insurance experience will be made the
first year after the insured has a loss.

The premium charge would be 90 percent of the applicable premium If the
insured has had 4 years of favorable continuous experience through the
previous year and a .35 loss ratio.

IT an insured has accumulated 3 loss years iIn the last 15 years with a
1.50 loss ratio,§/ the premium charge would be 108 percent of the applicable
premium.

F. UNPAID PREMIUM PENALTY

In 1982, FCIC"s Board of Directors approved the implementation of an
interest rate provision for all crop insurance policies. The language of the
provision, as amended, reads: "Interest will accrue at the rate of one and
one-half percent simple interest per calendar month, or any part thereof, on
any unpaild premium balance starting on the first of the month following the
date of the first premium billing."

A 30-day grace period is provided in which the policyholder may pay
premium without penalty of interest, since interest does not attach until the
first day of the month following the date of the premium billing. Billing
dates have been established for all policies and generally coincide with

harvest of the insured crops.

3/That is, the insured has received $1.50 in indemnity payments for every

$1.00 of premium paid.
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VI. LOSSES AMD INDEMNITIES
A.  AMOUNT

The producer selects the price per bushel, pound or ton he will be paid
is the insured crop falls short of the guaranteed yield. This is done at the
time the iInsurance is purchased. In most cases, the producer can select one
of three dollar amounts for each bushel, pound or ton lost. The bushels,
pounds or tons lost multiplied by the dollar amount the producer selects
determines the amount of indemnity he will be paid.

The loss is the difference between the actual production (if any) on the
insured unit of lad, and the production guaranteed by the policy.

Example: If the production guaranteed on a particular unit is 10,000
bushels and the farmer produces 4.000 bushels, the loss is 6,000 bushels
multiplied by the price election selected by the farmer. For example, if the
farmer selected the $3 per bushel price election, the indemnity is 6,000
bushels x $3 or $18,000 at 100 percent share minus any premium due on the
contract.

The insurance policy guarantees total production on a specific "unit" of
land. Losses are adjusted on a unit-by-unit basis, so that a farmer may
experience a loss and collect an indemnity on one part €f his farming
operation but not on another. Premium cost bears a direct relationship to the
price election chosen.

B. ASSIGNMENT OF INDEMNITY

Crop insurance can be used as collateral for loans or credit. Crop
insurance contracts contain a provision whereby the insured may make an
assignment to a creditor. In such circumstance, if a loss occurs, the

indemnity is paid to the creditor who has the assignment.
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This provision of the insurance contract helps many producers improve
their credit, and In some areas it has been the major motivation for many
producers to take crop insurance. Creditors who may be given assignments
include landlords, lenders, merchants, etc. The assignment must be filed
prior to processing any claim and will be accepted only if no previous
assignment on the crop is on file.

C. TRANSFER OF INSURED SHARE

IT the iInsured transfers any part of his share In an insured crop iIn any
crop year, he may, with approval, transfer his right to an indemnity for that
crop year on the acreage involved to the person who acquired the share in the
crop by virtue of the transfer. Any iIndemnity paid to a transferee iIs subject
to outstanding assignment to creditors.

D. QUALITY PROTECTION

The insured may suffer a loss in quality as well as a loss in quantity.
A loss iIn quality will generally be reflected in the price at which the
product can be sold on the market. There are a number of methods used,
depending upon the commodity, to reflect this type of loss. Essentially,
these methods reduce the amount of damaged p>oduction to be counted against
the production guarantee, thus increasing the indemnity payable.

Quality and quantity losses are not settled separately but are combined.
High production may offset some or even all of the lossfrom poor quality.
Loss in quality can hurt producers as much as loss iIn quantity of production.
Its inclusion in the iInsurance protection is important.

E. NOTICE OF DAMAGE OR LOSS

In case of damage or probable loss, written notice must be given if,

during the period before harvest, the damaged crop will not befurther cared

for or iIf acreage is to be put to another use.
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Under a newly-implemented policy, FCIC requires its policyholders to
report crop damage or loss no less than 15 days before harvest begins for most
field crops. In cases where losses are not apparent until harvest begins,
notice of damage will be given immediately on any unit on which a claim iIs to
be filed. IT harvest is completed before loss is apparent, the Corporation
asks that the crop residue be left for 7 days after harvest. As an
alternative, a representative sample of the unharvested crop— at least 10 feet
wide and running the entire length of the field— may be left intact for a
period of 15 days from the date of notice. This does not apply if the
Corporation gives written authority to the insured to do otherwise.

F. ADJUSTMENT OF LOSSES

Adjustments can be made anytime during the growing season when a loss
occurs. Most adjustments on guaranteed production crops are made after
harvest. The adjuster assists the insured In establishing all the production
harvested and any potential production on acreage unharvested, determines the
actual acreage for the crop, and verifies that all information is correct.
This information is then recorded on a prescribed form and processed for
payment.

If the total production on all the acres iIn the unit is less than the
guaranteed production for the unit, the difference between the guarantee and
the total production is the amount of loss.

IT it is determined that any of the loss is due to an uninsured cause or
failure to follow a recommended fanning practice, the adjuster appraises the
quantity of productior lost due to such causes.

Because of the skill and judgment required, persons selected for loss
adjustment work must have actual farm backgrounds or formal education iIn the

agricultural field. Furthermore, lot adjusters for FCIC are not allowed to
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work simultaneously as sales agents and loss adjusters iIn order to eliminate

all possible conflict of interest— i1.e., loss adjusters will be prevented from®
making actual claims decisions on contracts they previously sold.

VII. SPECIFIC CROP PROGRAMS

A WHEAT AID MOST ANNUAL FIELD CROPS

Wheat insurance represents a large portion of all crop insurance sold.

In general, the producer is guaranteed an amount of production in bushels. If
production is less than the guarantee, the producer is paid for the shortage
at a price per bushel selected before planting from several optional prices.
The producer may also choose from three levels of production guarantees.

This same general method of determining the indemnity (with some
variations) is used in the insurance contracts for barley, oats, com, grain
sorghum, rice, rye, flax, dry beans, soybeans, peanuts, peas, potatoes, forage
production, sweet com, sugarcane and sunflowers. Cotton, sugar beets and
tomato losses are computed, somewhat in the same manner, except that pound or
ton guarantees are progressive by stages of production.

B. CORN

Among the most significant changes in the new corn policy is tle
elimination of the provision for reduction of coverage when acreage is
unharvested.

The substitute crop provision also has been eliminated since very few
substitute crops are planted due to the limitations resulting from herbicide
usage.

A provision has been added to clarify appraisals, insurance period, and
notice of loss iIn counties with both grain and silage guarantees.

A replanting provision Was added to cover the actual cost of replanting a

corn crop. The replanting indemnity will be paid if at least 10 acres or 10
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percent of a unit is replanted and potential production is appraised at less
than SO percent of the guarantee.

The policy contains a formula for determining the amount of poor-quality
production to be counted based on a value comparison with U.S. Mo. 2 com.
(FCIC defines poor quality com as having over 15 percent kermel damage, or
over 40 percent moisture, or less than 40 pounds per bushel test weight.)
Similar provisions apply to most annual field crops.

C. COTTON

Of major importance to cotton producers will be an iIncrease In coverage
levels brought about by changing the stage guarantees. CGCrowers felt that the
first stage guarantee iIn the old policy was inadequate to cover actual
production expenses. They objected to the fact that the third stage guarantee
could seldom be realized due to the reduction in indemnity for unharvested
acreage.

FCIC has eliminated the reduction in guarantee for unharvested acreage
and combined the second and third stage guarantees. Coverage will be
established at the full guarantee at the second stage.

The first stage guarantee is 60 percent of the full coverage.

The first stage ends after bloons are shed 50 days after the final

planting date, whichever comes first.
D. SOYBEANS

The major change for the soybean policy iIs the elimination of the

coverage penalty for unharvested acreage and the limitation of the replanting

payment to the actual cost of replanting.

E. GRAPES

Grape insurance covers loss caused by adverse weather conditions, flood,

fire, wildlife, and earthquake.
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The insured selects a price per ton for valuing production. Losses are
computed by subtracting total production from the guarantee for the unit and
multiplying the result by the price per ton for valuing production.

F. TOBACCO

Another method of multiple peril crop insurance is used for tobacco. In
the case of many crops the quality is more or less unifora except in the event
of some special d mage. However, tobacco normally consists of leaves of
different qualities.

Most of the tobacco in the United States is sold in auction markets with
buyers bidding for each basket. A buyer determines the quality of the tobacco
by inspecting it in the basket and generally the price received by the
producer reflects that quality. The price, weight, and amount received for
each basket iIs a matter of record at the warehouse where the to.acco iIs sold
and the poundage sold is recorded at the local Agricultural Stabilization and
Conservation office.

Tobacco insurance coverage and rates are a compilation of the value and
weight of the crop. Indemnities for tobacco insurance are determined by
subtracting the value of the tobacco produced from a monetary amount of
insurance, which is shown on the county actuarial table.

The amount of insurance is first determined in pounds and then converted
to a dollar coverage by multiplying the pounds by the average support price
for all grades. The support price iIs the price which the Government will pay
for the tobacco if private buyers will not take It at a higher price.

Insurance is offered on all burley under a poundage quota plan: a
percentage of the poundage fur the farm (which the grower is permitted
market under a price support program administered by the Agricultural

Stabilization and Conservation Service) multiplied by the support price per
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pound less warehouse charges. Some types of tobacco do not have price
supports; these are insured under a guaranteed production plan similar to
other field crops.

Since tobacco losses cannot be determined until after the insured tobacco
iIs sold (except in the case of a total loss In the field), adjustment of
losses cannot be performed immediately after harvest as for other crops. In
fact, the production process for tobacco does not end upon harvest. The green
tobacco plants are field-cured or leaves arc hung In the bam and are cured by
air or by application of heat. Insurance on other crops terminates upon
removal from the field, but insurance on tobacco continues while in the bam.
G. SUGAR BEETS AND SUGARCANE

In the case of sugar beets and sugarcane, the guarantee iIn tons iIs stated
on the actuarial table. For sugar beets, the stages of production also vary
the guarantee. The producer choeses a price In dollars per ton at which the
indemnity, if any, will be computed. The loss is then computed by multiplying
the acreage by the tonnage guarantee per acre, subtracting from this figure
the total production to be counted, and multiplying the result by the price
mdosen by the insured for computing the indemnities. Quality of sugarcane
insured Is by the guarantee being iIn tons of standard sugarcane, and of sugar
ht ets by the guarantee being at the percent of sugar shomn on the actuarial
table.

H. TREE CROPS

The Corporation®s TFirst experience with tree crops Was insurance of
citrus iIn Florida in 1951 in one county. In 1984, tree crop production
insurance is offered on almonds, English walnuts, apples, citrus and peaches.
The usual insurance plan used for field crops is not used for tree crops. The

productivity of trees varies as a result of care given them during the current
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year and preceding years and damage from weather in preceding years.

Producers of tree crops are usually interested In insurance against a few
specific risks, principally freeze, hurricane, tornado, or windstorm, and
sometimes hail. Since tree crop insurance covers only specific risks there
may be years with no losses and other years witn serious losses. This
occasionally occurs with field crops under the contracts offered; however, it
iIs the exception rather than the rule. Thus, the function of specific risk
insurance on tree crops is primarily the distribution of losses over a period
of years. For example, iIn the Horida citrus iInsurance program, there were
only very minor losses during the first six years. But heavy losses the
seventh year totaled more than the premii s for the first seven years.

Damage f.om specific risks can often be estimated by sampling processes
after the damage occurs. This makes It possible to insure against one or two
specific risks by the percentage of damage method. Under the percentage of
damage ne®*- - used for Florida citrus, the ins’.red chooses a dollar amount of
inurar.v~e per acre from among several options. The amount of insurance for
the insurance unit is determined by multiplying { ,e acreage by the dollar
amount of insurance per acre. This figure is multiplied by the percentage of
loss iIn excess of the applicable deductible.

The Corporation®s peach insurance program is based on a dollar amount of
insurance per acre; however, indemnities are not computed by the percentage of
damage method. The amount of insurance offered per acre is based on the
expected production from the trees and the producer has three levels rf
insurance to select fron--high, medium, and low. Under this program
indemnities are computed by subtracting the dollar value of the production
from the dollar amount of iInsurance.

Almonds, apples and citrus iIn California and Texas operate on a guarantee
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wh—"h iIs established iron the producer®s records.
I. TREE INSURANCE

In Texas, an experimental citrus tree iInsurance program provides
protection against damage or loss of citrus trees from freeze, flood,
excessive moisture, hail, hurricane, or tomado.

In the past, FCIC received many requests for insurance on fruit and nut
trees. Until now, however, the Corporation only offered iInsurance protection
on the production of the trees, but not on the trees themselves.

Specifically, the new citrus tree iInsurance program is available for Q)
early and mid-season orange trees, (2) late season orange trees, including
Temples, and (3) grapefruit trees excluding Star Ruby grapefruit trees, and
(4 Star Ruby grapefruit trees. The trees must be intended for the purpose of
harvesting citrus as fresh fruit and/or juice.

At some later date, the tree iInsurance program may be expanded for
additional fruit or nut bearing trees, such as almonds, apples, and peaches.

Most requests for tree insurance originated in the lower Rio Grande
Valley of Texas. Therefore, the new program began in Cameron, Hidalgo, and
Willacy Counties. The average liability is estimated at $2,000 per acre.

When bearing trees are damaged or lost, it takes several years to recover

the production level. Additional costs are involved in replacing damaged or

lost trees.

J. RAISINS

Raisin insurance is a different type of iInsurance from any other crop
insurance program. Insurance iIs not against damage to the growing crop, but
IS against rain damage while the grapes are being dried on trays iIn the
field. Under this program, a dollar amount of insurance per ton is

established. Losses are determined by multiplying the tonnage placed on trays
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for drying by the dollar insurance per ton and deducting from this figure the
value of the raisins produced. In establishing the value of the raisins,
consideration is given to the market value of the raisins, cost of
reconditioning, and uninsured causes of loss.
K. FORAGE SEEDING

Another specialized insurance program is forage seeding. This program
provides insurance to cover the cost of establishing a stand of forage and is
offered in only a few counties at the present time.
VII1. PILOT PROGRAMS
A.  PREVENTED PLANTING PROGRAM

The Prevented Planting Program is designed to cover prevented planting
due to excess moisture. This new pilot program began with the 1982 crop year.

The following states and counties were selected for the experiment based
upon recommendations from ASCS as well as a review of prevented planting
payments made under the Farm Act of 1977.
o] Indiana - Posey and Vanderburgh Counties
o] Minnesota - Marshall and Kittson Counties
o] Mississippi - Leflore and Sunflower Counties
o] Ohio - Browmn and Highland Counties
0 Wisconsin - Eau Clair and Clark Counties

ASCS personnel iIn these counties handle this program. [I"CIC prepared the
regulations and actuarial material for the program, and provides the loss
adjustment. ASCS sells and services the contracts.

The iInsurance provides protection against unavoidable prevention of
planting of insured acreage due to excessive moisture conditions. The
contract does not cover prevention of planing due to neglect on the part of

the insured or failure to follow recognized good farming practices. The
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insurance does not protect against the backing up of water by governmental or
public utilities dams or reservoir projects, or any cause other than excessive
moisture.

The insurance covers cultivated acreage intended for planting. This does
not include land on which perennial forage crop is being grom or land growing
a crop that was plai.ted prior to the acreage reporting date.

Land will not be covered by iInsurance if a prevented planting indemnity
was received covering that land the preceding crop year and the “"and hasnot
been worked prior to October 3l or that crop year. Also not included island
which was not planted In order to comply with any other USDA or state program.

At the time of filing the application, the iInsured is responsible for
reporting all cultivated acreage intended for planting in the county for the
crop year. The insured must report his share in the insurable crop at the
time of reporting. This report must be submitted annually on or before the
acreage reporting date of January 31.

In case of prevented planting, the iInsured must gi“n written notice to
the Corporation at the ASCS county office no later than five days after- the
prevented planting date.

B. ALASKAN BARLEY

FCIC began insuring barleyin Alaska for the 1982 crop year.

Of the grains grom in Alaska, barley isshowing the most promise. It is
well-adapted to far-north environments because of Its ability to mature at
cool temperatures and Its short growing-season requirements.

Wheat and oats are being grom on an experimental basis, and FCIC is
studying the feasibility of insuring these crops iIn Alaska iIn the near future.
C. HYBRID SEED

In 1984, this pilot program is available only to Illinois growers
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producing hybrid seed com under contract to commercial seed companies.

The insurance protects against unavoidable loss of production resulting
from hail, wind and other adverse weather conditions, fire, insects, plant
disease, wildlife, earthquake, and volcano. Protection is not provided
against the use of experimental, unadapted, incompatible, or other genetically
deficient male or female seed. Female seed only is insurable.

While the 1984 program is available in only 69 counties in Illinois, it
IS expected to be expanded In the near future to more areas and to more types
of hybrid seed, such as grain sorghum and sunflowers.

IX. ADMINISTRATIVE ORGANIZATION

The Secretary of Agriculture is responsible for the administration of the
crop insurance program through the Board of Directors and the manager of the
Corporation, both appointed by him.

The Board of Directors has seven members. Three are from within the
Department of Agriculture: the manager of the Corporation, who is by law a
member, and two other high officials at the assistant secretary or under
secretary level. Three fanner policyholders from different geographic areas
of the country also hold positions on the Board. These farmers must represent
diverse agricultural interests. In addition, one person experienced In crop
insurance who is not employed by the Federal Government serves on the Board.
Board members are appointed by the Secretary of Agriculture and serve at his
pi easure.

The Board of Directors reviews the Corporation®s policies and objectives
c,;d reconmends any needed policy changes in ongoing programs. It holds the

highest policy making authority in the Corporation and is responsible for the

overall performance of the Corporation.
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administers crop iInsurance programs. It detennines the guidelines within
which the most practical terms and conditions of insurance for agricultural
commodities are established.

The manager is the executive head of the Corporation, which is
headquartered iIn the Department of Agriculture in Washington, D.C. The
headquarters office determines policy and management and is responsible for
the following administrative and staff functions:

Congressional and Public Affairs - Establishes and maintains
communication with Congress and the general public.

Comptroller - Administers financial management programs for the
Corporation.

Personnel - Provides staff advice.and assistance iIn personnel management
and equal employment opportunity.

Management Support - Provides office support services and conducts
management improvement programs for the Corporation.

Strategic Planning and Evaluation - Administers planning, evaluation and
programming systems that relate FCIC activities to USDA missions, national
goals and objectives.

The Operations Office for the Corporation is located iIn Kansas City,
Missouri. It provides overall leadership and coordination for the following
major support functions located there:

Field Offices - Implements marketing, policy services and claims programs
and directs operations activities iIn the field.

Actuarial - Researches statistical data and develops coverages and rates
for crop insurance policies; establishes final dates for insurance

applications.
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Claims - Manages contract service and loss adjustment activities.

Hat*, Automation - Manages the data automation management program for the *
Corporation. The Kansas City Office uses a highly automated Government
computer center that does most of the record keeping, mailing, billing, and
the banking involved with receiving premiums and paying claims.

Marketing - Manages sales promotion, sale training and reinsurance
activities.

A proposal is currently under consideration to provide for separate
divisions for reinsurance and programs procedure and development.

FCIC maintains 18 Field Operations Office around the country. Their
functions are to manage, within their regions, FCIC sales, contract services
and loss adjustment prograns. They implement corporate marketing policies,
procedures, and provide technical guidance and assistance to the district
directors and field personnel.

Under each Field Operations Office are District Directors, the number 'of
which vary by region. Their functions are to carry out loss adjustment and
quality control activities and to review and provide assistance on actuarial
requests. These offices provide First-line responses to inquiries from
Master Marketing agents and insureds. They perfom public relations
activities at the local level. District Directors have the authority to
provide approval on revised and late acreage reports, and they conduct Grower
Yield Certification Inspections.

Fleven Field Actuarial Offices are located across the country to coll.ct,
analyze and process actuarial data in support of the Actuarial Division 'n

Kansas City.

X. THE EVOLUTIOM OF CRCP INSURANCE IN THE UNITED STATES
Benjamin Franklin is the first person on record in this country to
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support a crop insurance program.

In 1788, Franklin suggested "an office of insurance of farms against the *©
damage that may occur to them from storms, blight, insects, etc. A small sum
paid by a number v/ould repair such losses and prevent much poverty and
distress."

The most complete early analysis cf the principles of crop iInsurance was
written by a German economist for the Japanese gc emment. The report was
published in 1889 and called attention to the desperate economic conditions of
Japanese farmers and the large number of farm foreclosures,, It noted that
agricultural relief funds only became available after farmers faced total
financial ruin.

Not until 1899 did the first private insurance company experiment with a
multiple peril crop insurance program in the United States. It failed.
Various other private iInsurance companies tried to provide multiple peril crop
insurance programs in 1917, 1920, 1921, 1931, and 1932. All failed.

In ail of the early attempts at multiperil crop insurance, the most
serious handicaps were the lack of a satisfactory actuarial foundation upon
which to base iInsurance rates.

In 1921, Dr. Victor 1L Valgren, Manager, Crop and Weather Division, The
Automobile Insurance Company of Hartford, Connecticut, and later mn
Agriculture Research Economist for the U %ed States Department of
Agriculture, wrote: "Crop insurance that covers against all unavoidable
-hazards, and therefore, iIn effect guarantees a stipulated minimum yield or
retum, when the farmer, himself, has done everything possible to bring about
a crop, Is necessary before farming can be considered on par with other
industries in safety and certainty of results.”

Dr. Valgren continued his research and study of private crop Insurance
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companies to have valid information for the Secretary of Agriculture,
interested Senators, Congressmen, and fellow associates. Consequently, more
than 15 years of research was available when a sequence of events— the
financial crash of 1929, the drought of the thirties and the Dust
Bowl--brought crop insurance before the public eye.

Public attention to and demand for a Federal crop insurance prograr
reached a climactic turning point during the tragic drought years of the
1930°s.

The plight of drought-stricken farmers helped motivate
Franklin D. Roosevelt to promise crop insurance as part of his platform when
he campaigned for President.

The spark that energized the crop iInsurance movement was a speech made by
Agriculture Secretary Henry A. Wallace, July 22, 1936, "Agricultural
Preparedness and the Drought.” Shortly after this, Secretary Wallace
activated a committee to write the crop iInsurance legislation.

Senator James P. Pope introduced the bill in Congress.

Finally, in 1930, the Federal Crop Insurance Corporation was created as
an agency within the U.S. Department of Agriculture. The Corporation cane
into existence In response to the Federal Crop Insurance Act (approved by
Congress February 193a) enacted as Title V of the Agriculture Adjustment Act
of 1938.

The original Act provided for insurance on wheat only. It set up iIn
general terms the plan of iInsurance, providing the Corporation authority to
insure crops against unavoidable loss.

Tho Act named certain causes of loss to be included, but it also provided
that the Board of Directors could name other unavoidable causes. Thus, it

authorized multiple peril crop iInsurance.
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The original Act allow/ed for the operational organization to be set up as
a Corporation so that it might have flexibility and operate somewhat as a
private company.

FCIC"s first crop year of operation was 1939. County work was handled
largely by county crop insurance supervisors who were responsible to the
Agricultural Adjustment Administration (AAA) county committees for sales and
some servicing. The county crop iInsurance supervisorswere responsible to the
Corporation for less adjustment and handling of funds.

At the end of the first year, AAA (later to become the Agricultural
Stabilization and Conservation Service) suggested that it take over the total
county operation or be disassociated from crop insurance. The result was that
AAA was given full responsibility for field operations, including loss
adjustment.

Eventually, the local administration of the crop insrranceprogram
gradually evolved to a mix of commission agents under contract,FCIC county
offices, and reimbursable agreements with ASCS.

In 1942, cotton insurance was added to the FCIC program. Losses exceeded
premiums on both wheat and cotton iIn each of the first five years (1939-1943).
Drought caused heavy wheat losses in the southern half of the plains
Static in 1939 and 1940. Widespread winterkill took a heavy toll on the wheat

crop in 1941.

Because of these large losses, Congress suspended the crop insurance
progran in the summer of 1943. There was no Insurance on 1944 crops nor on
the 1945 winter wheat crop planted in the fall of 1944. The 1944
Appropriation Act for the Department of Agriculture restricted use of crop
insurance funds to liquidation of existing contracts. President Roosevelt

expressed disagreement with the decision of Congress to liquidate crop

4



insurance work. When he signed the appropriation legislation for the
Department, he said he hoped funds would be appropriated for crop insurance
when Congress returned from recess. In his judgment, insufficient time had
elapsed to demonstrate the practicability of crop insurance.

On April 16, 1944, organization within the Office of Production was
announced. It had three branches: Crop Production, Food Management, and
Conservation Prograns. The FCIC was part of Office of Production.

On December 23, 1944, Public Law 551 (78th Congress), was passed amending
the Federal Crop Insurance Act making available funds for crop year 1945. On
January 1, 1945, the FCIC was reinstated as an independent agency within the
War Food Administration (WA) as stated in Administrator®s Memorandum 27,

Rev. 1, December 13, 1944. The administration of the FCIC was then
transferred to the AAA.  The purpose of the transfer was to permit the
Secretary of Agriculture to continue the consolidation alrvady effected In the
Production and Marketing Administration (PMA). Under the authority of
Executive Order 9577, June 29, 1945, the Secretary of Agriculture placed the
administration of the Federal Crop Insurance Corporation in the PVA by
Memorandum 1118, August 18, 1945.

On October 8, 1945, the Federal Crop Insurance Corporation was set up as
a bureau within the PVA. The Federal Crop Insurance Corporation was
-transferred out of the PMA and was reestablished as a separate organization in
the Department effective July 1, 1947.

When the program was reinstated 1945, the Corporation took over the
responsibility of adjusting losses and State Directors employed by the
Corporation were given supervision over such phases of the program as field
actuarial work, the acceptance of applications, and, later, the issuance of

policies. The legislation was passed iIn time to insure spring-planted crops
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for 1945- spring wheat, cotton, and flax. In addition, small experiments were
started on corn and tobacco.

Because of .tre new legislation and changes in the iInsurance operation,
the financial experience of the Corporation improved greatly on wheat and the
experience on flax, tobacco, and com was quite satisfactory.

How/ever, large losses occurred on cctton insurance In 1945 and 1946,
primarily as a result of droughts iIn the Southwest. By the end of 1946, over
three-fourths of the original capital of $100 million had been lost. However,
premiums exceeded indemnities by about $8.5 trillion in 1947, recovering part
of these losses, but not before the Congress had reviewed the operations iIn
light of the 1945 and 1946 experience and had decided to reduce the program to
an experimental basis.

Legislation authorized insurance in only a limited number of
counties— 200 wheat counties, 56 cotton counties, and a smaller number of
counties for the other crops. Provision v;as made that insurance should not
exceed generally the investment in the crop in the area. While the number of
counties and crop programs Was restricted, the Congress indicated that this
experimental period should be used to develop insurance fo* other VP"s of
crops. In 1948, small experiments were started on insurance for dry beans and
on multiple crop insurance.

This limited and experimental approach went into effect beginning with
the 1948 crop year with only 375 county programs, compared to 2,400 in 1947.
Consequently, a new period in the history of the Corporation Was begun at that
time and present published reports do not carry records before 1948.

When the legislation was amended in 1947 the Corporation was authorized
in 20 counties to reinsure private companies with respect to similar

insurance. While there had been some consideration of this by a few companies
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and some discussions of reinsurance, there had been no operation under this
provision.

It wasn™t until the Federal Crop Insurance Act of 1980 that nost
limitations were rolled back, and the Corporation was allowed to aim for
maximum expansion. In addition, private insurance companies were given a
vitally important role iIn delivery of the expanded program.

The Act of 1980 heralded an exciting new era in crop Insurance.
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LESSON 1.,.N

"llhat Yo. .l Know About Crop Insurance™ has boon deslgned (or High Srboo!
Vocnllnna I Agr (rn Itore classes and Young Farmer and Adult Farmer classes.

This lesson plan Is a broad outline of material which may be used In teaching about
Crop Insurance. More detailed information |Is available in booklets and pamphlets
provided by the Federal Crop Insurance Corporation (FCIC). Instructors may wish to
delete or supplement part of the outline depending upon the teaching situation.

INTENDED USE: 111Gl SCHOOL VOCATIONAL AGRICULTURE CLASSES

The 1lesson plan is intended for use in advanced classes in Vocational Agrictiltore.
It is assumed that students have received no prior instruction in the area of Crop
Insurance. The unit can be used for teaching about Crop Insurance as a part of a
larger unit on farm insurance or farm management, or it can be used to teach about
Crop Insurance as a separate and distinct topic.

INTENDED USE: YOUNG FARMER AND ADULT FARMER CLASSES

The 1lesson piin is also designed for use in Young Farmer and Adult Farmer classes.
It is assumed that some of the class members may not be familiar with Crop
Insurance, ichors in the class may be Crop Insurance policyholders. Those
carrying Crop Insurance may have detailed questions regard ng their particular
insurance situation. These people should be referred to their local authorised
Crop Insurance representative. Instructors are urged to obtain the assistance of
the local FCIC district director in presenting the material |In this unit. County
Agricultural Stabilization and Conservation Service (ASCS) offices maintain a list
of local authorized agents who offer Crop Insurance.

TEACHING OBJECTIVES
I. mn acquaint the students with the Federal Crop Insurance Corporation.

?. To develop an understanding of the purpose of Federal Crop Insurance.

3. To understand the association of Federal Crop Insurance policies and Multiple
Peril Crop Insurance (MPCIl) policies.

A. To determine the amount a Tfarmer has Invested In a growing crop.

5. To determine how Crop Insurance protects a farmer"s crop investr.tagainst
loss.

A. To determine how premium rates and coverages are established.

7. To develop an understanding of some Crop Insurance contract features.

S. To help the individual decide on the advisability of taking out Crop Insurance.



INTRODUCTION AND MOTIVATION - INTEREST APPROACH

Instructors can select from among the following ideas those they feel will best fit
the teaching situation:

HIGH SCHOOL AND ADULT CLASSES

1. Have class members list as many local unavoidable hazards as they can that a
crop night he subjected to during a growing season. (Crop loss pictures may be
used "s visual aids to Illustrate hazards class members mention.)

2. Have class members estimate tho cost of producing a crop *n tho*r homo area to
show the size of the investment required in crop production (Class Prohlom -
Page 5).

3. Ask class members the following questions:
a. How many have had a crop loss on their own farm?

Ilhat would happen to you if your own farm experienced a cropfailure?

c. What effect would such an event have on your family®"s short-term and long
term financial security?
d. What effect would a total crop loss on a county-wide basis have on our

local, community?
ADULT CLASSES

1. Have class members carrying Crop Insurance explain to the class why they are
insiirod.

2. Have class members who have suffered a loss and received an indomnitv check
describe their experience to tho class.

3. Have class members share with the class what has happened to them Inthe past
when they suffered a crop loss without Insurance coverage.

A. Have class members give reasons why they carry general 1linoa ofinsurance other
than Crop Insurance.
HIGH SCHOOL CLASSES
Suggested load questions:

What would a crop failure on your parents® farm mean to your further
education? How else might it affect you?

2. "low many of your parents are carrying Crop Insurance? Can you Tell the class
anything about your parents® policy?

3. Can nnv of vou recall specific difficulties experienced by your families *n the
past as a result of crop failures compounded by lack of Crop Insurance coverage?



CROP INSURANCE

CENERAL STATEMENT

Farmers today are required to use sound management more than ever before. Capita]
investments are mounting- production costs have been increasing for a number of
years. Yet the best planning ran be disrupted by good o!d Mother Nature. Farm

crops are subjected to many natural hazards--hazards a farmer cannot control. Each
year many acres are totally destroyed or badly damaged because of drought,
excessive moisture, disease, insects, or for some other unavoidable reason. Quite

often, the loss of a crop or series of crops places the farmer in financial
difficulty that may force him to stop farming and seek off-farm employment. This
is certainly a worrisome situation for a farmer. When a crop is lost, so also are
many of the things its profit was to have bought a farmer- a new car, tractor,
additional land, a new stove or refrigerator, or a vacation, etc. Through a
self-help plan provided by the Federal Crop Insurance Corporation, farmers may
eliminate some of the worry by spreading risk over a period of years; therefore,
keeping themselves 1in business.

INTRODUCTORY DESCRIPTION
What 1is Crop Insurance?

1. Crop Insurance 1is offered by private authorized insurance agents ir your local
community, representin®; either the Federal Crop Insurance Corporation (FCl ; an
agency of the United States Department of Agriculture) or private insurance
companies reinsured by FCIC.

21 Agents will sell Federal Crop Insurance policies or Multiple Peril Crop
Insurance policies. Either policy contains the name terms, rales and coverages.

3. Crop Insurance generally covers unavoidable 1loss of production due to drought,
excessive moisture, insects, disease, hurricane, tornado, volcanic eruption, or
nnv loss due to natural hazards beyond the farmer®s control.

A. Some specialty crop policies for such crops as citrus, peaches, apples, and
almonds may have coverage available only for a specific named peril or perils.
Poltcie« may also contain exclusions to some natural hazards such as drought
for rice. Eacli policy will name the perils covered and lhe pe ils excluded.

I. Crop Insurance does not cover loss due to neglect, poor farming practices,
Impoundment of water, or theft.

1t Crop Insurance 1is voluntary. Tho Federal Government does not give this
protection to farmers. It is designed as a self-help program In which a number
of farmers pay small insurance premiums that will repay Insured farmers in the
event of an unavoidable crop loss. Therefore, Crop Insurance 1Is a sound
business program.



LEGISLATIVE BASIS - HISTORY

1. Heavy expenditures by tho Federal Government for emergency disaster assistance
during the 1930"s provided stimulus for author!zatfon.

2. The original act, known as the Crop Insurance Act, was passed by Congress in
1938. This act provided for wheat insurance only.

3. Considerable capital was lost because of widespread crop losses during early
years of insuring crops. Thus, the program was reduced in scope and put on an
experimental basis in 1948. Gradual expansion occurred between 1948 and 1980.

4. The Federal Crop Insurance Act of 1980 allowed the Corporation to undertake a
massive expansion program which has led to thirty-four (34) different crops
being insured In 3,003 counties 1in 49 states in 1983. (Insured crops are
listed on page 16.)

5. Congressional legislation [limi*-* the maximum amount of insurance protection to
75 percent of the recorded or appraised average yield.

6. Over 325,000 contracts are now in force on more than $4,500,000,000 worthof
liability.

7. Expansion to now crops and new counties depends upon:

a. Interest expressed by producers and others in the county forinsurance on a
particular crop.

h. The economic Importance of the crop In terms of acreage and number of
producers.

C. Whether sufficient and reliable actuarial data are available to evaluate
risk and establish fair coverages and premium rates.



UHY DOES A FARMER NEED CROP INSURANCE

1. Farmer ™ crops are sub.iect to many natural hazards. (Have class review hazards
they listed. Use chart on page 17 to review percent of indemnities paid hv
causes of loss.)

?. Loss of crops results in financial difficulty for the farmer.
3. Farmers have major investments in their growing crops.

Class Problem: Approximatehow much coes a farmer have invested in a growing
crop?

Crop Production Cost Inputs

(Crop) (Crop)
PRE-HARVEST COSTS:

Machine & Equipment Ownership,
Leasing or Custom Hiring*

Repair, Fuel, etc.
Seed
Fertilizer

Chemicals (Herbicides,
Pesticides, etc.)

Crop Insurance

Taxes

Labor (hired or family)
Total Pre-Harvest Costs:
HARVEST COSTS:

Machine & Equipment Ownership,
Leasing or Custom Hiring*

Repair, Fuel, etc.
Labor (hired or family)
Total Il rvest Costs: ========== =========
Total Production Costs, Except Land ========== scuasaaaau

Land Costs (Investment Interest or
Lease)

TOTAL EXPENSES - - Z-—Z=—Z=—Z=—=—Z<==c= - - Z-—Z=—=—=—Z<=—cZ

*Mny Include deprec” ition and interest on investment.



NOTE: Instructors may wish to request copies of norrr.il crop production
costs for the area from their local county Extension agent for
classroom example purposes. Also, a computer software program called
ARCIE (All-Risk Crop Insurance Evaluation) is available to evaluate
insurance risk on an individual basis. Your local county Extension
agent or FCIC district director can provide more information.

4, A dollar of investment which is lost in the production of a crop because of
natural hazards beyond the control of the farmer 1is a dollar lost forever
unless it can be regained in tho future.

a. If the average farmer expects to make a dollar of profitfor each four
dollars invested 1in crop production, the return must be five dollars.

b. If you were to lore this year®s crop with no opportunity to recover it
within the year, four additional average years will be ne*.ded, or a total
of five years, to get back to where you started.

C. If the sixth year also brings the average return, youwould then have cne
dollar above coists to spread over six years, or an average return of

slightly more th.Hn 47.

d. Reduced to figures, this looks like the following:

Year Investment Return
1st $ 4 | O
2nd 4 5
3rd 4

4 th 4 5
5th 4 5
End of 5th $20 $20
6th 4 5
End of 6th $24 $25

e. Money for crop Investments are derived fro;r. t st profits or borrowed
money . If a crop investment is lost, the farmer would have to pay Interest
on borrowed money or lose interest income on capital controlled within the
farm business, |In addition to having no net income during the period It
takes to regain the lost investment.

5. Crop Insurance can improve credit. Farmers can offer it as additional
collateral and use it to pay off loan", if crops fail.

>. Crop Insurance could allow farmers who do not need to borrow money to protect
their accumulated savings.

7. Crop Insurance stabilizes income In a community in the event of severe crop
losses. Crop Insurance 1is important to the banker, the machinery dealer
restaurateurs, life insurance salesmen, car dealers- every businessman on Main

Street who depends on the farmer®s dollar to stay in business.

8, Crop Insurance reduces the need for disaster relief measures.

-6 -



now NONS crop insurance work for the farmer

1. Crop Insurance guarantees a specified amount of good quality product!®" and
pays an Indemnity (loss payment) when actual production falls helow * is
guarantee.

2. Once a guaranteed yield r]established, a policyholder makes a price election
per unit of measure (bushel, pound, hundredweight, etc.). That 1is, the price
which the policyholder is to be paid for eaeli unit of measure that their
damaged or destroyed crop falls helow the guarantee.

3. Assume that the bushel guarantee for wheat acreage on a farm 1is 1,000 bushels.
The farmer had a choice In price election of $2.50 per bushel, $3.50 per
bushel, or $4.00 per bushel. Assume the $4.00 price election was chosen.

4. If the 1insured crop Is a total loss, the indemnity would be 1,000 bushels
multiplied by $4.00, or a total indemnity of $4,000.00.

5. Suppose the entire acreage Is harvested and the farmer receives only 600
bushels of wheal This is 400 bushels less than the guarantee. So the loss
would he 400 bus-els.

ILLUSTRATION:
1,000 bu. - production guarantee based on the average yield established for

the farm

- 600 hti. - actual production harvested

400 bu. - amount below guarantee

X $4.00 - producer™s price election or theamount thefarmer selected to be
paid for each bushel short of tlie guarantee

$1.600.00 - amount the farmer will be paid for loss onthe unit

If the farmer had chosen the $3.50 price election in the above illustration, the
indemnity payment for loss tir: the unit would he:

$3.50 price election X 400 bu. = $1,400.00 loss payment

And If the farmer had chosen the $2.50 price election in the above Illustration,
the indemnity payment for loss on tho unit would he:

$2.50 price . lection X 400 bushels = $1,000.00 loss payment

NOTE: Pr(:c eiecl .... and guarantees differ with various Insured crops
and areas.

6. The Corporation is rapidly moving toward a |Individual Yield Coverage (IYC)
program for all crops which will allow yield guarantees to be based on actual
production bistory rather than area average . Thus, the importance of accurate
record keeping of production data will serve a vital role In the future of Crop
Insurance.



WHAT DOES CROP INSURANCE COST THE FARMER

Mow premium rates are determined:

NHO

Cost depends largely on the farmer. The price election chosen hy the farmer
(amount the farmer is to he paid for each unit of measure the actual production
falls helow the guarantee) is used to determine the premium, as well as the
loss indemnity payment.

County premium rates are based on estimated losses over a representative period
of years.

Counties are divided into rate areas generally shown by an actuarial map. (See
example actuarial map on page 18.)

Crop Insurance experience of previous years playsan important part.
Consideration 1is giver, to risks of production.

Some land may be classified as uninsurable due tohigh risk(cross-hatched).
All land in any given areas has the same coverageand rate.

Final approved coverages and rates are. set up on county actuarial tables.

(See example actuarial table on pages 19 - 22.)

O Qo 0 oD

NOTE: Instructor may request the FCIC district director to suppiv the
local county actuarial documents for use as handout materials.

Premium rates vary from area to area so that tho premium the farmer pays will
be no greater than the risk of crop loss in the area.

Farmers can change their premium costs by adjusting the amount of protection.
The farmer must choose a level of coverage of either 75 percent, 65 percent, or
50 percent of the average yield established for tho farm unit.

A farmer®s premium cost is adjusted downward if there are no losses, thus,
establishing a good experience record. Conversely, a farmer®s premium cost 1is
adjusted upward if frequent or large losses have established a bad experience

record.

Premiums charged are adequate only to meet losses and establish a reasonable
reserve against unforeseen losses.

Congress provides appropriated funds for payment of Federal Crop Insurance
Corporation operating expenses. Therefore, the farmers®™ premium rates do not
include a charge to cover operating costs of the Corporation.

MAY OBTAIN CROP INSURANCE

Any person who has a share in aninsurable crop. (See example application on
page 23.)

Landlords and tenants insure their interest in the crop separately. An
application may be filed jointly by two or more persons, such as co-operaters
or co-owners, to cover their joint interests.

Minors (individuals under age 18) may secure Crop Insurance through a
court-appointed guardian or 5y having a parent or other competent partyco-sign
the application.



ihen must application re made to secure crop insurance cclerace

1. Snips closing dates nro established encli year after which time new applications
for Insurance coverage will not be accepted.

2. Sales closing dates are necessary to place tho ~i-su.Tance In force before crop
potential can be d<termincd.

3. Without sales closing dates, farmers would carry Crop Insurance only In the
years that collecting a loss payment would appear likely.

4. The Federal Crop Insurance Corporation may close sales early if conditions
develop that create an unusual risk to the Corporation

DOES CROP INSURANCE HAVE TO RE RENEWED EACH YEAR

1. The Crop Insurance policy Is automatically renewed each year unless either the
farmer or the Corporation provides written notification to the other party
before the renewal date to discontinue the protection. This is referred to as
a continuous contract.

2. The farmer lias continuous Crop Insurance protection, but is committed for only
one year at a time.

WHAT REPORT DOES THE FARMER HAVE TO MAKE

1. Farmers carrying Crop Insurance have to file an acreage report generally within
thirty days after completion of planting. The location, number of acres, and
share in the crop must be reported. Crop Insurance agents work closely with
the insured to af.sist in the preparation of a form for the purpose of reporting
acreage following planting. (See example acreage report on page 24.)

2. A farmer®s premium and coverage are based on the numb®". of acres planted and
the farmer®s share in the crop.

Clans Problem:

Adult Classes - Have each member fill out an acreage report for their own farm.
Vo-Ag Classes - Have student) fill out an acreage report using a sample farm
si tuation.

WHAT 1S DONE IN THE EVENT OF A CROP LOSS

1. Farmers are expected to report a loss to their local authorized Crop Insurance
agent 15 days prior to the beginning of harvest if a claim will bo submitted.
This provision allows loss adjustment to be performed while the needed evidence
and information supporting the claim are available and can be verified.

2. A Crop Insurance adjuster will then visit the farm to determine the extent of
crop loss.

3. If an insured no longer intends to care for a damaged crop and wants to put the
insured Innd to another use, written consent must first be obtained from the
Crop Insurance adjuster prior to putting the land to another use.



4. Consent to put land to another use id1l1 he Riven when It 1s too late to replant
to the same crop.

5. Tf farmers find at harvest time that the actual production Is short of the
guarantee, Immediate notification must he Riven to thefr local authorized Crop
Insurance aRcnt.

6. T.oss indemnity payments are made without regard to what an insured 1is paid
under a private hail insurance policy, unless the farmer has chosen to exclude
hail as an insured cause of loss. This 1is accomplished hy a written aRreoment
and the farmer will receive a reduction in premium on the Crop Insurance policy.

7. The amount of tho Indemnity payment depends upon:

. The extent of crop damage.
b. Tho coverage level elected hy the farmer (75%, 65%, or 50%).
The price election chosen hy the farmer.

QUALITY AS WELL AS QUANTITY IS INSURED

1. Local value for poor quality production 1is compared with tho local price for
the quality Ruarnnteed.

2. Damaged production 1s converted to Its equivalent fn pood quality production
using a price relationship basis.

Example: Tf an insured produced flOO bushels of poor quality product worth
$2.00 a bushel and the local market price for good quality product of
a specified grade was $4.00 per bushel, a production amount of only
400 bushels would be counted.

SUMMARY

1. Cron Insurance *s a voluntary, self-help program which provides farmers
protection on their crop investments against loss from all natural hazards.

2. Service |Is provided hy the Federal Crop Insurance Corporation, an agency of the
United States Department of Agriculture or private insurance companies
reinsured by FCIC.

3. Tlie Crop Insurance plan operates like any other insurance plan with farmers
paying yearly premiums based on loss history allowing payments for loss to be
paid from this premium fund.

4. Crop Insurance 1is available to any person who has a share in an Insurable crop.

5. Crop Insurance is sold on an automatic renewal plan referred to as a continuous
contract. A farmer may cancel by the date specified in the policy.

() The farmers obligations Include filing an acreage report promptly after
planting, reporting any crop loss to their local authorized Crop Insurance
agent, and providing information needed in the preparation of a loss claim.



~Tips

DISCUSSION QUESTIONS (Brief answers are provided for guidance of the instructor.)

10.

Why did Congress authorize the USDA to provide farmers voluntary Crop Insurance?

Answer: Heavy expenditures by the Federal Government for emergency disaster
assistance during the 1930°"s provided stimulus for authorization.

Who can get Crop Insurance?

Answer: Anyone with a financial 1interest 1in an insurab®e crop on insurable
land and, of course, who follows sound farming practices.

Is Crop Insurance protection available on any crop?
Answer: No, Crop Insurance is available on 34 crops in lust over 3,000

counties in 49 states. (These numbers will change as expansion
programs continue.)

Can a minor secure Crop Insurance?

Answer: Yes, by having his parent or guardian co-sign the Crop Insurance
contract.

Can tlie Crop Insurance policy be used to obtain credit?

Answer: Yes, 1if desired, tho Crop Insurance policy can be pledged as loan
collateral by means of filing an assignment ofindemnity.

Does a Crop Insurance policy have to be renewed each year?

Answer: "Jo, the protection remains 1in effect as long as the farmer continues
to pay tho premiums by the deadline established for the crop.

Can a Crop Insurance policy be cancelled?

Answer: Yes, after the first year the policyholder may cancel by giving
written notice to tho Corporation by the date specified in the crop
policy.

Do Crop Insurance policies Insure against low quality, as well as low yields?

Answer: Yes, depending on the extent of quality damage, a farmer may be
entitled to an Indemnity even though the actual yield Is more than the
minimum guaranteed.

What does Crop Insurance protect?

Answer: It protects the approximate investment In production expenses against
unavoidable causes of loss. Indemnities have been paid for more than
100 causes of loss.

Why does a farmer have to submit an acreage report?

Answer: An acreage report Is the basis for which a premium Is charged and It
establishes the amount of protection.



TRUE OR FALSE (Answers are provided for the guidance of the instructor.)

10.

11.

12.

13.

Crop Insurance is a voluntary government giveaway program for farmers.
Answer: False

Crop Insurance does not cover theft.

Answer: True

Crop Insurance was originally provided for coverage on wheat only.
Answer: True

hail is the greatest cause of loss for which fanners have received Crop
Insurance Indemnity checks.

Answer: False

A farmer can use Crop Insurance as additional collateral when obtaining a loan.
Answer: True

Some land may be classified as uninsurable duo to high risk involved.

Answer: True

Farmers can adjust tho amount of protection and premium each year.

Answer: True

The premium Includes all Fe leral Crop Insurance Corporation administrative
expenses.

Answer: False

A farmer will receive premium discounts for having several years of good
experience, but there 1is no penalty for a bad experience record.

Answer: False

Landlords and tenants cannot Insure their interest In a crop separately.
Answer: False

Crop Insurance 1is sold on a continuous contract, automatic renewal plan.
Answer: True

Acreage reports are due when a farmer decides how many acres are going to be
planted.

Answer: False

A fanner cannot cancel the Crop Insurance policy after the first year the
Insurance 1is in effect.

Answer: False



SUGGESTED TEST WHICH YOU MAV WISH TO USE

PPORLEM - Computing a Loss Payment (Indemnity)

Tho following facts will apply In solving tillsproblem:

1. Thishel guarantee for wheat on a farm Ik 0,000 bushels.
2. Farmer has 200 acres of wheat.

3. Price elected Is $4.00 per bushel.

PART 1

What would be the amount of the indemnity payment if the farmer suffered a
total crop loss?

Solution:

Guarantee in bushels X price election per bushel equals indemnity payment
9.000 bushels X $4.00 = $36,000.00 Indemnity payment

PART 11

If the farmer harvests only 4,000 bushels of wheat, what would be tho amount of
his indemnity payment without considering quality adjustment?

Solution:
Guarantee 1is 9,000 bushels of wheat.
Guarantee minus actual amount harvested equals loss.
9.000 - 4,000 = 5,000 bushels short of guarantee
Price election X bushels lost equals indemnity payment.

$4.00 X 5,000 bushels =» $20,000.00 indemnity payment



suggested tpecial activities for tiif. instructor
Use special visual aids indicated in the lesson plan.
Invite n local FCIC district director to serve as a resource person.
Use local crop loss stories and pictures to supplement class material.
Ask class members general discussion questions Included In the lesson plan.
Use test questions included In the lesson plan.

Secure enough copies of the following pamphlets from the local FCIC district
director for distribution to class members, or by writing to:

Federal Crop Insurance Corporation
Attn: Marketing Division
P.0. Box 293

Kansas City, Missouri 64141
Telephone: 816-926-7055

QUESTIONS AND ANSWERS
February 1983 - 31 questions about obtaining
Federal Crop Insurance.

FEDERAL CROP INSURANCE - CORN
April 1982 - Contains provisions specific
to the Corn Policy.

FEDERAL CROP INSURANCE - COTTON
D"-cember 1982 - Contains provisions specific
to the Cotton Policy.

FEDERAL CROP INSURANCE - RICE
December 1982 - Contains provisions specific
to the Rice Policy.

FEDERAL CROP INSURANCE - SOYBEANS
December 198? - Contains provisions specific
to the Soybean Policy.

FEDERAL CkOP INSURANCE - WHEAT
July 1982 - Contains provisions specific
to the Wheat Policy.

16 FACTS YOU SHOULD KNOW ABOUT PREVENTED
PLANTING INSURANCE

Februnrv 1983 - Details of Prevented
Planting Insurance.

Available ONLY 1In tho following counties:

Kittson 6 Marshall Counties Mi nnesota
Posey & Vanderburgh Counties Indiana
Leflore 6 Sunflower Counties Misslssippi
Brown & Highland Counties Ohio

Clark 6 Eau Claire Counties Wi scons!n



WHAT®S MISSING Folders
Sales Portfolio

WHAT*®*S MISSING Inserts

June 1981 - General description of Federal
Crop Insurance benefits.

BORROWING MONEY

February 1981 - Details advantages of crop
Insurance to producers who
borrow money.

FINANCIAL SECURITY

June 1981 - Details advantages ofcrop
insurance to producers who
need financial security.

INCREASE PRODUCTION

May 1981 - Details advantages ofcrop
insurance to producers who
want to increase production.

EXPANDING YOUR FARM

June 1981 - Details advantages ofcrop
insurance to producers who
want to expand their farm.

FEEDINC LIVESTOCK

November .1981 - Details advantages ofcrop
insurance to producers who
have a livestock feeding
operation.

LOAN REPAYMENTS & IMPROVED ALL-RISK

CROP INSURANCE

September 1981 - A report to lenders
discussing the effect of crop
Insurance on farm loan repayments.

7. Arrange for a class visit to a local District Federal Crop Insurance office.

8. Information in the lesson plan or additional assistance from tho local FCIC
district d*rector may be used as resource material for FFA speeches.



Crops Insured

Almonds

Apples

Barley

Citrus

Citrus Trees

Corn

Cotton

Cranberry

Dry Beans

Flax

Forage Production

Forage Seeding

Grain Sorghum

Grapes

Hybrid Seed

Oats

Peaches

- H H un

Peanuts

Peas

Peppers

Popcorn

Potatces

Raisins

Rice

Rye

Soybeans

Sugar Beets

Sugarcane

Sunflowers

Sweet Corn

Tobacco

Tomatoes

Walnuts

Wheat



Percent of Indemnities Paid by
Causes of Loss 1948 -1983

All Crops

0% 10% 20% 30%
Drought

Freeze,
frost, 214.0%

cold and
winter kill

Flood W—z%

Wind 17.3%
Disease
Hail 13.2%

Insects
and
pole bum

Excess 16.5K
Moisture

All others
1 L1%

- 17 -
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Example

FCI-35 COUNTY COt<ERFfiIGE fiND RFftTE T«nt_E

03/29/63 1980 AND SUCCEEDING CROF YEARS

ST: Montan* (303 CD: Toole 11011 CROP: Uheat 1213

CLASS- AREA PLAN SUBSIDIZED r.Asr MAX® REDUCTION

1FICA- PRODUCTION _ 0&E&-Ot&LI¥C.EL6LLEBEtHUtj_EG6IES PRErilun FOR EXCLUDING

TION GUARANTEE WITH HAIL AND I WITHOUT HAIL AND RATE HAIL AMD FIRE
PER ACRE FIRE PROTECTION ! FIRE PROTECTION PROTECTION

(AREA) (8Y) (PERCENT! ' (PERCENT) (PERCENT) (PERCENT)

TYPE: Winter**** (0il) PRACTICE: Sunmerfallow** 10C"S)

** Areas 1, 2, 3 and S * Acreage on which a crop has not been planted in at least one of
the last three crop years (except acreage in alfalfa the previous crop year) shall be
uninsurable for the first crop following neu breaking.

e*** Includes insured winter wheat acreage subsequently reseeded to spring wheat.

LEVEL 1
1 8.7 A7 3.3 6.7 2.0
2 10.S 3.8 2.7 S.A 1.0
3 13.S 3.0 2.1 a3 1.3
A 16.0 2.2 1.5 3.1 0.9
5 6.7 6.1 A.3 8.7 2.6
6 16.0 2.2 1.5 3.1 0.9
7 7.3 5.5 3.9 7.9 2.A
8 18.S 2.2 1.5 3.1 0.9

LEVEL 2
1 11.5 6.A A.5 9.1 7.7
2 1A.0 5.2 3.6 7.A 2.2
3 17.5 Al 2.9 5.9 1.8
A 21.0 3.0 2.1 A.3 1.3
5 8.7 8.3 6.2 11.9 3.0
6 21.0 3.0 2.1 A.3 1.3
7 9.5 7.6 5.5 10.8 3.0
8 2A.S 3.0 2.1 A.3 1.3

LEVEL 3
1 13.0 9.< 7.5 12.3 3.0
2 16.0 8.0 5.6 10.0 3.0
3 20.0 6.A A.5 8.0 2.A
A 2A.0 A.7 3.3 5.8 1.7
S 10.0 12.8 10.A 16.0 3.0
6 2A.0 A7 3.3 5.8 1.7
7 11.0 11.7 9.3 1A.6 3.0
B 28.0 A7 3.3 5.8 1.7

TYPE: Spring 10121 PRACTICE: rAmnerfallow** (COS)

*» Areas 1. 2, 3 and S - Acre, ge on which a crcp has not been planted in at least one of
the last three crop years (excel t acreage in alf.ilfa the previous crop year) shall be
uninsurable for the first crop tollowing new breaking.

LEVEL 1
1 b.o : 6.2 A.3 i 8.8 2.6
p 10.0 ! A9 3.A i 7.0 2.1
Y 12.0 Al 2.9 5.8 1.7
1A.5 3.1 2.1. a.a 1.3

6.0 : 8.2 6.1 11.7 3.0
(CONTIWED NEXT PAGE)



Example

FCI1-36 03/29/62 2
ST. Montana [30) CO: Toole 1101) CROf: Uheat 111]
CLASS— PRODITI0H : SUBSIDIZED ! BASF MAX REDUCT 10~
IFICA— GUARANTEE I EBEDIUa.BSIES ' PREMIUM FOR EXCLUDING
TION PER ACRE 1 ULTH HAIL AND I UITHOUT HAIL AND ! RATE HAIL AND FIRE
! FIRE PRf "ECTION ! FIRE PROTECTION ! PROTECTION
(AREA) (8V) 1 (PERCENT) ! (PERCENT) 1 (PERCENT) (PERCENT)
6 14.s ; 3.1 : 2.2 ! 4.4 1.3"
7 6.7 ! 7.4 : 5.3 ! 10.5 3.0
e 1B.5 i 2.2 ; 1.5 ! 3.1 0.9
LEVEL 2
i 10.5 : 8.4 ! 6.3 i 12.0 3.0
2 13.0 : 6.7 1 4.7 i 9.6 2.9
! 3 1S8.S i 6.5 : 3.9 ! 7.9 2.4
4 19.0 ! 4.2 ! 2.9 ! 6.0 1.8
1 1 1
S 7.8 ! 11.2 ! 9.1 : 16.0 3.0
6 i9.0 : 4.2 2.9 ! 6.0 1.8
7 8.7 ! 10.1 : 8.0 ! 14.4 3.0
24.5 3.0 ! 2.1 ! 4.3 1.3
LEVEL 3
1 12.0 1 13.0 : 10.6 ! 16.2 3.0
2 15.0 1 10.4 7.9 ! 12.9 3.0
J 18.0 ! 8.6 ! 6.2 ! 10.7 3.0
4 22.0 ! 6.5 ] 4.6 ! 8.1 2.4
1 : i
s 9.0 ! 17.3 ! 14.8 m 21.6 3.2
6 22.0 : 6.s : 4.6 ! 8.1 2.4
7 io.0 15.6 13.2 ! 19.4 3.0
8 28.0 4.7 ! 3.3 ! 5.8 1.7
TYPE: winter)**=*= (0Oil) PRACTICE: Continuous Cropping** 1004)

** Areas 1, 2i 3 and S - Acreage on Unch a crop has not bscn planted in at least one cf
the last three crop years (except acreage in alfalfa the previous crop year) shall be
uninsurable for the first crop following neu breaking.

««*« Includes insured winter wheat acreage subsequently reseeded to spring uhc-at.

LEVEL 1
1 UNINSURABLE 1 i 1
2 UNINSURABLE 1 i
3 UNINSURABLE 1 i :
4 11.0 ! 2.7 1 1.9 1 3.8 1.1
S UNINSURABLE i %
| =3
6 11.0 ! 2.7 . 1.9 1 3.8 1.1
7 6.3 : 4.6 : 3.2 1 6.6 2.0
B 18.5 : 2.2 I 1.5 1 3.2 1.0
9 8.0 ! 5.2 i 3.6 1 7.4 2.2
10 9.3 ! 4.5 ' 3.2 ! 6.4 1.9
LEVS. 2
1 UNINSURABLE 1 1 i
2 1 UNINSURABLE !
3 1 UNINSURABLE ! >

!
(CONTINUED NEXT PAGE)



Example

FCI-35.

03/29/C3

57: Montana 130)

CLASS—
IFICA—
TION

(AREA)

4
S

=
tho W D oOOWuUINO®

[@ N {oé RENNe )

1

PRODUCT I0ON
GUARANTEE
PER ACRE

CY)
14.5
UNINSURABLE

=

RN
NO DN
ocururw;m ol

UNINSURABLE
UNINSURABLE
UNINSURABLE
16.5
UNINSURABLE

16.

PPN
ANV O O®
oo o ulal

TYPE: Spring 1012)

** Areas It Si 3 and 5 ““Acreage on which a crop has not been planted in at least one of

CO: Toole 1101)

SUBSIDIZED

EEEFIIUtLBBIES

U1TH HAIL AND

FIRE PROTECTION  FIRE PROTECTION

(PERCENT) (PERCENT)
3.6 2.5
3.6 2.5
6.4 4.5
3.1 2.2
7.1 5.0
6.1 4.3

=
©C O hhO=
. B

N~ OO,

LEVEL 3

D0 W~NW
oo wWwN O

WITHOUT HAIL AND

CROC: Wheat 111)

BASE MA) REDUCTION
PREMIUM FOF EXCLUDING
RATE HAIL AND FIRE
PROTECTION
(PERCENT) (PERCENT .
572

=
0o A~ oo
N RPN

NWE N R
A
DO wWwNO»

6.9 2.1
6.9 2.1
12.0 3.0
5.8 1.7
13.4 3.0
11.5 3.0

PRACTICE: Continuous Cropping** (004)

the last three crop years (except acreage in alfalfa the previous crop year) shal) be
uninsurable for the first crop following new breaking.

=
O Ww N O O wWwOm R

OO WO -

UNINSURABLE
UNINSURABLE
UNINSURABLE
8.3
UNINSURABLE

=
~ O oo U1 ©
o
W o UoTww

UNINSURABLE
UNINSURABLE
UNINSURABLE
£1.0
UNINSURABLE

11.0

DD oON O W
)
o B~NOO

LEVEL 1
2.7
2.7
4.2
1.5
6.3
4.8

LEVEL 2

3.7

3.7
(CONTINUED NEXT PAGE)

5.5 1.7
5.5 1.7
8.6 c.6
3.2 1.0
12.0 3.0
9.7 2.9
7.6 28
7.6 2.3



Example

FC1-3E 03/29/83 e
ST: Montana 1301 CO: Toole tioil CROP: Wheat 111!
CLASS— PRODUCTION SUBSIDIZED BASE MAX REDLICT JO—
IFICA— GUARANTEE  .._......... EBEBIUB-BFilEC PECMiUrt fop. excludin;
TION PER ACRE WITH HAIL AND i WITHOUT HAIL AND RATE HAIL AND FIFE
FIRE PROTECTION ! FIRE PROTECTION PROTECTION
(AREA) @) (PERCENT) i (PERCENT) (PERCENT) (PEPCENT »
679 8.3 : 6.2 “1176<* 3.0

8 24.S 3.1 I 2.2 4.4 1.3

9 7.8 11.5 ! 9.4 16.4 3.0

10 9.S 9.3 ! 7.2 13.3 3.0

LEVEL 3

1 UNINSURABLE i

2 UNINSURABLE i

3 UNINSURABLE i

4 12.5 8.0 ! 5.6 10.0 3.0

S UNINSURABLE *

6 12.5 8.0 ! 5.6 10.0 3.0

7 8.0 12.5 ! 10.1 15.6 3.0

8 28.0 4.7 ! 3.3 5.8 1.7

9 9.0 17.3 ! 14.B 21.6 3.2

10 11.0 14.1 ! 11.7 17.6 3.0

GENERAL STATEMENTS
PRODUCTION GUARANTEE COMPUTATION:
Level Elections: Level 1 - SOX Level 2 - 65X Level 3 - 75X [Imposed Level - 2
The Area Plan bushel production guarantees are shown in <he table.
The Individual Yield Coverage Plan bushel production guarantee per acre shall be the
percentage tor the level elected by the insured multiplied by the average yield per acre
as shown on the Individual Yield Certification form for The insured acreage.

EXCLUSION DT HAIL AND FIRE PROTECTION:

To exclude hail and fire protection) the substitute amour.* of protection must be equal
or greater the that provided under the all risk policy. The uase premium rate sha? be
reduced by t..e lesser of <a) the reduction as shown in the table or the premium cate
paid to another source.

Level 1 and 2 premium rates are subtidued 30 percent) Level 3 premium rates 19.7
percent.

APPROVED - FCIC—ACc tuarial L~T"ivieion BG O3/E9O/63



Example

UNITED STATES DEPARTMENT OF AGRICULTURE

federal crcp insurance corporation

CROP INSURANCE APPLICATION

TINUOUS CONT

Fem 2
Rev (i-63>

D O ot —I:!I:II:II:ID

1 Name of Applicant - County Contract Nu.noer

2 Applicant aAuthorijedHepreeentaiive 4 County — ' 0 Stair
OO 1t0oDbD
10 lOantif'CationNj.nOar 11 SSN « TAX

3 Sheetor Mailing Addrta*
4 City and Stc'e T7 I pZSST Type 0?Entity

13 Applicantit Ova* 16 Yai No.
IINo. Data ot Birtn

The applicant, aubject to tha provmom ol tha regulation! ol tha Fadera' Crop Insuranca Corporation (harem called 'Corporation’), haraby applies to the Coroo'a? c
for miurance Oh the applicant i $hare in thacroplll ahown below plantad or grown. whichever n applicable on tniurabit acreage ai ahown on the county actual.
tabia tor tha above-elated county The applicante’'edt bom me actuarial table tha coverage leva' and where applicable, a puce election. amount ot msura-ci o-
plan of miutanca THI MIMIUM RATE AND APPLICABLE PRODUCTION OUARANTEE OR AMOUNT OF INSURANCE MR ACRE SHALL BC
THOSE SHOWN ON THE APPLICABLE COUNTY ACTUARIAL TABLE PILEO INTHE SERVICEOPPICI POR EACH CROP YEAR.

17 6 70

14 16
Effective Type.Or ai P'ica Election or Lava* f o* Agency Uae Qn'»
Crop Year Pljn of Inf__ _AmOyntptj«lV*|nCf_

[]
L]

33 Crop(»tNOTiniuradthafiraiyen

Ih ti application it hereby accepted |i» « Corporation escepi mat me Corporation may raiact the application on the been that It) the Corporation haa determined
that me r«ak il aicoanva under me pro>>aona ol the individual crop meurante rayulalione 17)any material lacl ie concealed or miareprev>nieo or baud occurimn «
(3) the applicant ie indebted lo any IJmied Siaiea Qovarnmanl Agency and lhal mdehiednaee it delinquent (41 tn
IV me appin a*

foni IN

application, or aubmieaion ot me application
applicant ia indebted for crop imurance coverage provided by any company re>niu»ed by lha Corporation and lhal indeptednei! in delinquent
previoue'y »>ed crop miurenca terminated for violation of tha tetme ot tha contract or lha regulation!, or for failure lo pay lha applicanta mdfbiednea*
applicant ia debarred by any Untied fitatei Government Agency, or (7) Iha app'«canl haa failed lo provide complete and accurate information lo malaria’ fcquetts «
(hit application Rejection ahaii be iccompiiahed by dapouting nolification thereof in »w ~niiad Otaiea Mail, Pottage Paid, to lha elx-.v addrett Unitev re|tiUd a*
provided above or tha time lor tiling application! haa pieend at ma lima thia application ia filed lha contract ehall be in effect for the cropa and crop yeara aprcifcae
AND EHAU. CONTINUE FOR BACH SUCCEEDING CROP YEAR UNTIL CANCSLID OR TERMINATED as provided in the contract This accepir
application, lha ineurence pohcytiaa). lna applicable eppandu(ea). and the proviaiona of lha county actuarial labia ehowmg tha miurab'a and unmaurabie aoragc
covaraoa lavaia premium ralaa. and where applicable, tha production guarenieee. amounia of Inauranca.or plana of inaurancu ahaiiconaliiuia the contract Nolam

or condition of Iha contract ehall be waived orchanged eacepl in writing by Iha Corporation

D Applicant doea not have other tike inaurence on any of lha above cropa D Pravioua Carrier _

7t Policy Number.

I N N N A |

37 Applicabl e Signature 76 Dale 30 Wiinaaalobignaiure

31 location otFaim Headquarter! 37 Addraaaof Your Service Office

6EE REVERSE 8IDC Or FORM FOR 8TAIEMENT 33 Page.

RLQUIREPDY PRIVACY AC! Of IBM
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H\A:a it UNITED _STATES DEPARTMENT OF AGRICULTURE Fo» Aprwed
nv Attn 1177 FEDERAL crop INSURANCE CORPORATION LD 1n4a

CROP INSURANCE ACREAGE REPORT

cton mutro
OZlNrrNAM CONTRACT NUMUR
FEDERAL CROP INSURANCE CORPORATION
[ +
forifiltatiodr e G
kitvtantm matter. (0*hxI o+ wrin tf*e above.
)] in in in in in ID in m HU
Dtxiurno«orrAra itmrid (i run rn. miomcn®UONIT
NawIOFfrop  FETrid( - AR B e WY A vtria
«cno* T rwr *KST WHOEX 15, WETT AW nrem ot A Yok QD
ill
ID
0
L)}
m
w
in
in M
m
Ui
iﬁ I'S' n
Eluhmil if't impoil pwivonl lo inquiimnmilol Wir ni>ac« nop inixttmtm potry mil 1 tvihfy iGni ik hViff]I my Ino«<*Ufipv nnd liilul inlofwolion in 1 #A‘ti/(|F5>tfal>o>e fi
on<i . r* m I repo>>ll/ (foplll 1" IN« 10imIf n*d » | (iff IAri9<IOpptH. if nef, id«r>rf Inrfer "if codr
700*Wwaﬁﬁrarrrr * - - "t

] am‘r'ﬁ*_i“lli

SEE REVERSE SIDE OE FOSM FOR STATEMENT REQUIREDTy~TME PRIVACY ACT OF 1974

djduex3



"Actuarial
Table"

"Indemnity

"Insurable
Acreage””

TERMS

means the forms and related material for the crop year

approved by tho Corporation which are available for public inspection
in your service office, and which show the amounts of insurance,
premium rates, insurable and uninsurable acreage, and related
information regarding insurance 1in the county.

means compensation for damage or loss.

the land classified as
as such on the county actuarial

insurable by the Corporation
table.

means
and shown

"Insured" means the party whose insurable interest is protected by the policy.

"Insurer"” means the party that agrees to indemnify another in the event of loss
or damage.

"Liability" means the amount of risk accepted by the insurer.

"Peril™” means any cause of loss insured against.

"Premium" means the amount paid or to be paid by the policyholder for coverage
or protection under an insurance contract.

"Reinsured means an 1insurance company who shares in gains and losses with the

Company™ Federal Crop Insurance Corporation 1in accordance with a written
agreement.

"Sin re" means the interest of the insured as landlord, owner-operator, or
tenant in the insured crop at the time of seeding as reported by the
insured.

"Tenant" means a person who rents Ini.J “rom another person for a share of the
crop or proceeds therefrom.

ABBREVIATIONS

ARCIE - All-Risk Crop Insurance Evaluation

ASCS - Agricultural Stabilization and Conservation Service

FCIC - Federal Crop Insurance Corporation

1YC - Individual Yield Coverage

MPCI - Multiple Peril Crop Insurance

USDA - Unites States Department of Agriculture



NOTE REGARDING THE FOLLOWING FRANKS) ON niCROFILfI:
COMPLETE DOCUTB'JT IS AVAILABLE IN ORIGINAL FILES,
TITLE PAGE ONLY HAS BEEN FILMED.
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