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“sector was the basis for the first revenue insurance contract.

' Email: barnaby@ksu.edu  Phone: 785-532-1515 b
- Check out our WEB page at http:llerw.AgManager.info

Land Grant University Economists have started the push
to cut crop insurance

AETI claims they funded Vince Smith and others to promote a more
“informed" debate over agricultural policy. Author David Rogers
commented the result was more colorful than informative as the
tendency was to map out worst-case scenarios.

This Farm Bill debate will start with a down farm economy. Assuming
corn prices stay at current levels, in the final year of the current
commodity program corn farmers in counties with average yields will
require a MYA corn price below $3.18 to trigger payments.

This suggests to me the commodity title debate may shift back to
price risk rather than revenue. However, there may be changes to
ARC, assuming it will be retained in the next Farm Bill.

Source: Politico.com, “The wild world of agriculture economists”, By David Rogers 10/3/14 5:05 AM EDT
http://www.politico.com/story/2014/10/agriculture-economists-111560_Page2.html
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Cuts to Crop Insurance

—

. Means Testing, $250,000 vs. $500,000 AGI

- Limit premium discount to $40,000 or $50,000

n

. Eliminate HPO

w

H

. Reduce premium discount on HPO by 15 points

5. Reduced A&O

o

. Non-convergence impact on crop insurance and hedges (KC Meeting)

7. Ad hoc disaster aid provide for insurable hurricane crop losses

(o]

- Eliminate crop insurance on new tilled land. Reduce coverage on CRP
acres broken out for crop production.
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With 2012 "Record” Farm Incomes, Why were Record
Crop Insurance Indemnity Payments Needed?
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Source: ERS-USDA, https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and-state-level-farm-income-

and-wealth-statistics.aspx H
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With 2012 “"Record” Net Cash Income, Why were Record
Crop Insurance Indemnity Payments Needed?
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Source: ERS-USDA, https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/data-files-us-and-state-level-farm-income-
and-wealth-statistics.aspx
3/2/2018 4B Ag Consultants & Kansas State University, Copyright 2018, All Rights Reserved 5 ——

National Data vs. Farm Data

1. Why are farm incomes at or above record levels when crop insurance
payments are at record levels?

2. Most policy “"experts” only consider national aggregated data that
lead to nonsense conclusions, because farmers don't farm on the
average.

3. Individual farmers outside of the disaster area had record 2012
incomes that were averaged in with those farmers who suffered
losses.

4. Most policy "experts” assume the bushels that were not indemnified
were sold at the crop insurance price. In many cases a crop
collecting crop insurance indemnities for losses will have additional
price discounts for light test weight, alpha toxins, insect damage,
etc.
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National Data vs. Farm Data

With inelastic demand it only requires a small yield decline to
greatly increase prices.

HPO triggered in 2012, but only farmers with a yield loss greater
than the deductible were paid indemnity payments. All other
farmers paid premiums, but collected nothing.

In 2012, over 76% of the acres were insured at 75% coverage or
less. Only 7% of the acres are insured at 85% coverage, but even
those farms required a 15% yield loss plus premium to net any
payments.

When the HPO friggers, all farmers must suffer a 15% yield loss or
more, plus premium, fo net any indemnity payment. There are no
exceptions!
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AFFIRM's Crop Insurance Cuts

. Sensenbrenner, (R-WT) and Kind (D-WT) introduced a Bill titled "Assisting
Family Farmers through Insurance Reform (AFFIRM) Act”.

- RMA's paid premium share would be limited to $40,000 (President increased
it to $50,000) and will shift a larger share of the premium to farmers. (DC
calls it a subsidy)

. Cap on RMA's paid premium share will have a larger impact in the Great Plains
where premium rates are higher.

. Eliminate the government's share of paid premiums for all farmers with an
adjusted gross income (AGI) over $250,000 (POTUS at $500,000).

. Caps insurers' administrative and operating (A&QO) at $900 million (Currently
$1.3 B) a year likely causing another cut in agent commission rates.

. Eliminating the Harvest Price Option (HPO) subsides will account for $19
billion of the $24 billion in cuts and applies to all farmers regardless of size
(President cut discount 15 points on the HPO premium).
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2016 Maximum Crop Acres to hit $40,000 Crop Insurance
Subsidy Limit

3/2/2018 4B Ag Consultants & Kansas State University, Copyright 2018, All Rights Reserved 9 %

2011 Maximum Crop Acres to hit $40,000 Crop Insurance
Subsidy Limit
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2016 Maximum Crop Acres to hit $40,000 Crop
Insurance Subsidy Limit by NE County
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Consequences Caused by AFFIRM's Crop Insurance Cuts

1. Research shows “large” farms have lower risk, therefore removing
them from the insurance pool is expected to increase the loss ratio
and cause premium rate increases.

2. Eliminating HPO may cause underwriting losses. In Iowa, eliminating
the harvest price will cut premiums by more than 40%, but
historically it has not cut claims by a similar amount.

3. Reducing HPO's premium discount will cause a significant increase to
Towa farmer paid premiums.

4. AFFIRM's payment limits or dollar limits on RMA's premium share,
will likely cause farmers to create new “paper farms”.
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Consequences Caused by AFFIRM's Crop Insurance Cuts

5. These “paper farms” will create more paper work cost for RMA,
AIPs and agents with no net increase in premiums or net acres

insured.

6. Critics have argued farmers don't need the upside price protection
and if they do it could be purchased privately as was the case with
Market Value Protection (MVP).

7. MVP only covered the price increase. If added to RP-hpe will leave
farmers with a hole in their yield replacement coverage needed to
offset their long market position and loss of FSA commodity
payments when prices increase.

8. HPO covers price increase and some of the yield loss when compared
to RP-hpe and an MVP endorsement. Unclear if the President's 15
point reduction on the HPO premium applies just to the price or
does it include yield covered by HPO to00?

3/2/2018

4B Ag Consultants & Kansas State University, Copyright 2018, All Rights Reserved 13

EHSTATE

2012 Great Plains ExaLrg\SEIe

1 APH yield?

2 Coverage level

3 Bushel guarantee

4 Deducted bushels

5 Bushels per acre produced
6 Cash Price (30 under)

7 Cash Sales

8 Projected price

9 Insurance guarantee

10 Indemnity-Harvest Price®
11 Bushels lost below Expected
12 Bushels Indemnified

13 6ross indemnity

14 Insurance guarantee
15 Value of production®
16 Gross indemnity

17 Farmer Paid Premium®
18 Net Indemnity Payment
19 # Replaced Lost Bu. (cash)

Calculated in Bu. | Loss Calculated in Dollars!

yP RP | YP RP RP-hpe
80 80 | 80 80 80
75% 75% | 75% 75% 75%

60 60 |

|
40 40 | 40 40 40
$720 $720 | $720 $720 $7.20
$28800 $28800 | $28800 $28800 $28800
$568  $568 | $568 $568  $568
$34080 $340.80 | $340.80 $340.80 $34080
$568 $750 | $568 $750  $750
40 40 | 40 40 40

20 20 |

$113.60 $150.00

$2114  $2438
$9246 $12562
12.8

17.4 |

| $340.80 $45000 $340.80

MVP = Indemnity Bu. X Price Change Insurance guarantee

20 Price Change (harvest - proj. P)

21 MVP Premium®
22 Net MVP Indemnity Payment

23 # Replaced Bu. Of 40 Bu. Lost
4B Ag Consultants & Kansas State University, Copyright 2018, All Rights Reserved 14
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$36.40

$4.80

$31.60
17.2

17.4 |

| $227.20 $30000 $300.00
| $11360 $15000 $40.80
| $2114 $2438 $2150
| $9246 $12562 $19.30

12.8 17.4 2.7
| $3640 $36.40
| $480 $4.80
| $3160 $31.60

17.2 17.4 7.1

Corn example for 2012
Corn price @
harvest=$7.50

Drought cut yield in
half

Coverage under RP
with HPO is highest

Coverage under RP
with HPO excluded is
lowest

PLC not likely to have
paid
ARC not likely to have
paid (yield low, but
price high)

'Risk Management Agency Kansas Corn Fact Sheet 2017
Crop Year, Topeka Regional Office-Topeka, KS: Revised
February 2017, RMA Website
link:"https://www.rma.usda.gov/fields/ks_rso/2017/kscorn.
df
g'RMA's website summary of business reported the
average APH for Osborne County, Kansas sorghum
farmers buying 75% Revenue Protection was 80.4
bushels in 2012. The APH will change some from year to
year and those farmers that buy higher coverages tend to
have higher APH's.
3The Indemnity Price for Yield Protection is the projected
price set at signup. The Indemnity Price for Revenue
Protection is the harvest price set at harvest. Prices used
in the example are for Kansas Sorghum in 2012.
“Critics often cite RMA published examples of payment
calculations where RMA values the bushels produced at
the harvest time futures price. In the "real world" a crop
that has drought or other weather damage will have
dockage at the elevator in addition to a negative price
basis in most markets.
°Rates used are typical for this State at this APH level
SMVP premium is an estimate based on option premiums
assuming 2012 volatility levels.
*Prepared by G. A. (Art) Barnaby, Jr., Professor,
Department of Agricultural Economics, K-State Research
and Extension, Kansas State University, Manhattan, KS

66506, January 2, 2018
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2012 Corn Belt Example

1 APH yield?

2 Coverage level

3 Bushel guarantee

4 Deducted bushels

5 Bushels per acre produced
6 Cash Price (30 under)

7 Cash Sales

8 Projected price

9 Insurance guarantee
10 Indemnity-Harvest Price®

11 Bushels lost below Expected

12 Bushels Indemnified

13 Gross indemnity

17 Farmer Paid Premium®

18 Net Indemnity Payment

19 # Replaced Lost Bu. (cash)

Loss Calculated in Bu.

yP RP
80 80

75% 75%

60 60

40 40
$720  $7.20
$288.00 $288.00
$568  $568
$34080 $34080
$568  $750
40 40

20 20
$11360 $150.00
$2114 $2438

$
128  17.4

MVP = Indemnity Bu. X Price Change Insurance guarantee

20 Price Change (harvest - proj. P)

21 MVP Premium®

22 Net MVP Indemnity Payment

23 # Replaced Bu. Of 40 Bu. Lost
4B Ag Consultants & Kansas State U
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$36.40

$4.80

$3160
17.2

17.4
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Compare YP vs. RP
in 2012

Corn price @
harvest=$7.50

Drought cut yield
in half

Coverage under
RP vs. YP

ARC not likely to
have paid (yield
low, but price
high)

2012 Great Plains Example

1 APH yield®

2 Coverage level

5 Bushels per acre produced
6 Cash Price (30 under)

7 Cash Sales

8 Projected price

9 Insurance guarantee
10 Indemnity-Harvest Price’
11 Bushels lost below Expected
14 Insurance guarantee
15 Value of production®
16 Gross indemnity
17 Farmer Paid Premium®
18 Net Indemnity Payment
19 # Replaced Lost Bu. (cash)

L Loss Calculated in Dollars!

yP RP  RP-hpe
80 80 80

75% 75% 75%

40 40 40
$720 $720  $7.20
$288.00 $288.00 $288.00
$568  $568  $568
$340.80 $340.80 $340.80
$568 $750  $750
40 40 40

$34080 $45000 $34080
$22720 $30000 $30000

MVP = Indemnity Bu. X Price Change Insurance guarantee

20 Price Change (harvest - projected $36.40

21 MVP Premium®
22 Net MVP Indemnity Payment

23 # Replaced Bu. Of 40 Bu. Lost
3/2/2018

Compare YP vs. RP
in 2012

Corn price @
harvest=$7.50

Drought cut yield
in half

Coverage under
RP vs. YP & RP-
hpe

ARC not likely to

$11360 $15000 $40.80 have paid (yield
$2114 $2438 $2150 low, but price
high)
$9246 $12562  $19.30
l128 174 2.7
$36.40
$4.80 $4.80
$3160 $3160
17.2 17.4 7.1
Rights Reserved 16 %
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"Donut Hole" in Yield Coverage with RP-hpe

$475
$450
$425
$400
$375
$350
$325
$300
$275
$250
$225

$200

$454 Expected Revenue

$166

Yield
Protection

$166

Revenue
Protection

$166

RP-Harvest
Price Exclusion

3/2/2018
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"Donut Hole" in Yield Coverage with RP-hpe

$475
$450
$425
$400
$375
$350
$325
$300
$275
$250
$225

$200

$454 Expected Revenue

Yield
Protection

$41

Revenue
Protection

$147

RP-Harvest
Price Exclusion

3/2/2018
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"Donut Hole" in Yield Coverage with RP-hpe

$475 | $454 Expected Revenue |
$450
$425
8400
$375
$350
$300
$275
$250
$225
$200

Yield Rewvenue RP-Harvest

Protection Protection Price Exclusion
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Donut Hole" in Yield Coverage with RP-hpe
$475 | $454 Expected Revenue |
$450
«— Deduct- De_duct- —>
$425 ible ible
7
$400 7
“Hole” in
8375 Yield
Coverage

$350
$300
$275
$250
$225
$200

Yield Rewvenue RP-Hanest

Protection Protection Price Exclusion
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Compare RP Corn Premiums with RP premiums after applying
a 15-point cut to the HPO Discount

Assumed the example farmers were comparing 2018 Revenue
Protection (RP) premiums, with 2018 RP premiums that includes a 15
point cut in the HPO premium discount.

2. Assumed the 15-point reduction in the premium discount applies to
HPO only and the rest of the contract would receive current subsidy
levels.

3. Assumed the 15-point reduction in the premium discount applied to
the entire HPO that includes yield and price covered by the HPO
endorsement before adding it to the RP-hpe contract.

4. Assumes farmers elected enterprise units and their APH was 110%
of the T-yield.
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RP Rate Increases with a 15 Point cut in HPO Premium Discount; 2018
CORN, YP & RP, Enterprise Unit, Price Election $3.96, Volatility 0.15, Rate
Yield 110% of T-Yield

% Coverage Level 65% 70% 75% 80% 85%
Current Prem. Discount on HPO (Subsidy) 80 80 77 68 53
Cut Prem. Discount on HPO (Subsidy) 65 65 62 53 38
% Increase in Farmer Paid RP Premiums

NW IA, APH 201 NET RP, DRYLAND 375% 398% 344% 247% 16.7%
SW KS APH 210 NET RP, IRRIGATED 264% 278% 238% 16.2% 105%
NC KS APH 118 NET RP, DRYLAND 18.1% 17.4% 14.8% 10.2% 6.6%
NW KS APH 63 NET RP, DRYLAND 8.8% 87% 7.6% 5.6% 3.8%
SW NE, APH 190 NET RP, IRRIGATED 22.1% 214% 18.4% 13.2% 8.6%
EC NE, APH 146 NET RP, DRYLAND 259% 268% 229% 16.5% 10.9%

PH NE, APH 168 NET RP, IRRIGATED 242% 234% 195% 137% 8.9%
Added RP Premium Dollars per Acre

NW IA, APH 201 NET RP, DRYLAND $0.32 $049  $077 $1.18 $1.70
SW KS APH 210 NET RP, IRRIGATED $0.58 $0.88 $1.20 $154 $1.92
NC KS APH 118 NET RP, DRYLAND $0.68 $081  $0.98 $1.13 $1.31
NW KS APH 63 NET RP, DRYLAND $053 $060 $069 $079  $092
SW NE, APH 190 NET RP, IRRIGATED $0.70 $1.06 $150 $197  $248
EC NE, APH 146 NET RP, DRYLAND $047  $067  $092 $1.26 $1.72

PH NE, APH 168 NET RP, IRRIGATED $0.49 $0.76 $1.16 $1.66 $2.14
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Likely a Surprise in New Farm Bill

Example surprise might be Section 1999A

Require base update that eliminates base for farmer planting non-
program crops, e.g. alfalfa

Additional conservation requirements for crop insurance.
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Farmers are Long the Market

. Once farmers plant their crop, they are long the market!

. All farmer marketing plans include feeding their crop to livestock or dairy
cows, storing the crop for later sales, deferred price contracts, forward
cash contracts, minimum price contracts, hedge to arrive contracts, selling
futures, buying put options, buy puts-sell calls, cash sales off the combine at
harvest, etc. assumes production.

. At some ?oim‘ all farmers will liquidate their long position, even if it only
means selling cash grain off of the combine.

. All farmer marketing plans assume production, otherwise it is just a spec
position.

. HPO replaces the indemnity bushel at its replacement value and replaces
none of the deductible bushels that are always the first bushel lost.

KSIBTE
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What Price is being Discovered by Futures?

1. It is not the cash bids to farmers! Farmers selling futures are
obligated to deliver an electronic shipping certificate.

2. Market is discovering the value of an electronic shipping
certificate.

3. A CME declared regular warehouses are the only ones who can
arbitrage cash prices and futures.

4. The basis between cash prices and futures at delivery
locations can be very wide especially when storage is in short

supply.

5. VSR may be on its way to soybeans and corn. Widens contract
spreads and front loads contracts? Affects crop insurance
prices?
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Farmers holding short futures are obligated to deliver a
shipping certificate

5. Farmers holding short futures should never enter the
delivery period thinking they have the leverage of delivery,
because they don't!

6. Farmers would only want to deliver if cash is below futures,
but what happens to farmers holding a short futures position
and they refuse to close it out?

7. Farmers can't deliver a shipping certificate unless they buy
one, and the cost would eliminate any arbitrage profit.

8. Unexcused failure to make delivery shall be deemed an act
detrimental to the interest or welfare of the Exchange. In
addition to any penalties imposed by the CME, the Clearing
House Risk Committee shall determine and assess the
damages incurred by the buyer.
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Specifications for Delivery of HRW Wheat

PREMIUM CHARGES (For Contract Months Beginning March 2018 and
Beyond) Variable Storage Rate (VSR)

Financial full carry will be determined by the following formula:
Where:

N = Number of calendar days from the first delivery day in the nearby
contract to the first delivery day in the contract that follows the nearby
contract

-’;)
N+ [(355) * FP+Pl

i = 3-Month LIBOR rate + 200 basis points
FP = Settlement price for the nearby futures contract
P = Current daily premium charge

If = >80% full carry, then daily premium (storage) charge shall
increase 10/100’s of one cent per bushel

If = <60% full carry, then daily premium charge shall decrease
10/100’s of one cent per bushel

Premium charges shall not be reduced below 16.5/100’s of one cent per

bushel per day
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Rate Analysis; 2018 , CORN, YP & RP, Enterprise Unit, Price Election $3.96, Volatility 0.15,
Rate Yield 110% of T-Yield

% Coverage Level 65% 70% 75% 80% 85%
Change in Yield Rate From 2017

NW IA, APH 201 NET YP, DRYLAND 15% 12% 2.0% 81% 11.0%
SW KS APH 210 NET YP, IRRIGATED 130% 130% 130% 128% 134%
NC KS APH 118 NET YP, DRYLAND 20% 22% 2.1% 21% 2.1%
NW KS APH 63 NET YP, DRYLAND 6.3% 55% 5.0% 43% 6.7%

SW NE, APH 190 NET RP, IRRIGATED (5.72%) (377%) (3.30%) (2.68%) 24%
EC NE, APH 146 NET RP, DRYLAND (30.25%) (28.64%) (24.76%) (23.06%) (16.56%)
PH, APH 168 NET RP, IRRIGATED (21.89%) (15.38%) (8.40%) (3.63%) (2.47%)
Change in RP Rate From 2017

NW IA, APH 201 NET RP, DRYLAND (11.35%) (18.25%) (23.35%) (22.12%) (21.03%)
SW KS APH 210 NET RP, IRRIGATED (155%) (4.48%) (7.68%) (8.46%) (7.80%)
NC KS APH 118 NET RP, DRYLAND (617%) (5.97%) (6.69%) (7.41%) (7.36%)
NW KS APH 63 NET RP, DRYLAND 14% 11% 0.8% 0.1% 12%
SW NE, APH 190 NET RP, IRRIGATED 13% 03% (3.30%) (7.63%) (5.82%)
EC NE, APH 146 NET RP, DRYLAND (23.89%) (23.36%) (23.51%) (24.39%) (22.65%)
PH NE, APH 168 NET RP, IRRIGATED (7.42%) (7.65%) (8.37%) (9.33%) (9.36%)
RP Rate Reduction caused by a 4 Point Volatility Decrease from 0.19

NW IA, APH 201 NET RP, DRYLAND (15.12%) (21.77%) (26.79%) (28.09%) (27.04%)
SW KS APH 210 NET RP, IRRIGATED (1357%) (16.14%) (17.89%) (1747%) (16.91%)
NC KS APH 118 NET RP, DRYLAND (8.31%) (8.60%) (847%) (9.03%) (9.00%)
NW KS APH 63 NET RP, DRYLAND (417%) (4.08%) (3.88%) (417%) (4.18%)
SW NE, APH 190 NET RP, IRRIGATED (8.14%) (8.37%) (9.15%) (953%) (8.87%)
EC NE, APH 146 NET RP, DRYLAND (1040%) (10.87%) (12.45%) (13.36%) (12.31%)
PH NE, APH 168 NET RP, IRRIGATED (897%) (9.30%) (995%) (10.12%) (9.40%)
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KSU Estimated Corn ARC-co October 2018
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Ksu ;
Estimate
d Non-
Irrigated
Corn Nebraska
Nebraska Kok
onirrigace
ARC-co, 2017 Olympic Avg. Yield: 156.0
Paymen'r USDA long run County average yield: 105.7
s h d I # Of Historical Yields Below Average: 1
Chedule 2017 Olympic Avg. Price: $3.95
2017 Guarantee Revenue: 5530.38
d for
2017 Max Pay Rate: $61.67
OCtOber 2017/18 Proj. Price: $3.33
2018 Trigger Yield for First § of Pymts: _159.3
Trigger Yield for Max Pay: 140.8
Eiiter 2017 NASS Yield: 136.0
$0.00 N/A K5U 2017 Expect Pay Rate: $61.67
“Sherman Butler LT SUUU )
$0.00 $0.00 L %—d:b
g
Seward
£0.00
|Gosper Saline
N/A $0.30
Furnas Harlan Franklin Webster Nud(_plls Thayer Jefferson
$0.00 N/A N/& N/A $0.00 N/A N/A
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What Did We Learn Today?

1. None of these proposed cuts or changes to the farmer
safety net have been passed in to Law.

2. KSU HAS NO OPINION ON THE PASSAGE OF ANY OR
ALL OF THESE PROPOSED CHANGES.

3. HPO replaces indemnity bushels at current market value.
4. Eliminating HPO will leave a yield donut hole in the coverage.

5. Replacement bushel coverage provides a back stop to any marketing plan
including cash sales off of the combine.

6. Use YE and/or TA and increase APH by 7% or more, will allow farmers to
reduce their premium without a cut to their coverage.

7. Volatility and price increase/decrease farmer paid premiums.
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= UL www.ayliialiayer g Mo =

KANSAS STATE KANsAs STATE

Agricultural Economics
UNIVERS N UNIVERSITY

Home  Abowt  Commibuors  Evems  FarmManegemem:Guides  KFMA  KSFMRA  News grams  Sponsors ools | Signin  Regimer ¥ & M

%m‘""ﬂ: Land&Leasng » CropInsurance »  GrainMarketing =  Livestock & Meat = Ag Policy = Search Q

Crop-Basis Maps

Basis | evels forSoybeans, Comn, Wheat, and Grain Sorghum

‘ View Maps'

Welcome to AgManager.info opgg  Upcoming Events
A = an | or Questions, please contact Ric Symp

B Recent Updates
K- STATE Daily LDP Payment Estimate

Research and Extension

September 12, 2016 - Bamaby - RISK MANAGEMENT STRATEGIES

. Cattle Feeding Returns
Sign up for weekly email A reeding Retum
tes. &

update September 12, 2016 - Tonsor - CATTLEF) =T
Weekly Grain Market Outook - Dan OBrien v
September 9, 2016 - O'Brien - KXSAN RADIO INTEAVIEWS
Your Favorites Interactive Crop Basis Tool
Glick the "Agd to Favorites” to zdd that September B, 2016 - GRAN MARKETING
ge to your favorites list

Kansas Days Suitable for Fieldwork

September 8, 2016 - MACHINEZ

U.S. Ethanol and Biodiesel Market Situation

September 8, 2016 - O'Brien - GRAIN MARKET CUTLOOK

Avoid Being Caught in the Payment Limit

September 8, 2016 - Bamaby - RISK MANAGEMENT STRATEGIES
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- Thank You "
'DR. G. A. "ART” BARNA . PHONE:
KANSAS STATE UNIVER! EMAIL:
Check out ou
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