NASDA Presentation

Washington, D.C.
March 5, 2000

| ereseniatons pace | | Next Slide |




History of Cost
of

Production Insurance




Introduction




What is Cost of Production Insurance?

In the simplest of terms: Cost of
Production Insurance is a concept
which allows producers of all
commodities (crop and livestock) to
insure up to 90 percent of actual
variable costs of production and land
expense. Thus, the maximum exposure
that a producer has in any one year is
10 percent of these costs and any

costs that are not covered.
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What Commodities Are Covered?
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What Costs Are Covered?

e




What Is Income?

Contract payments

Market Receipts

Other Govt.. Pmts.
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What Is the Coverage Level?

90%

10%
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M Subsidy
B No Subsidy




What Type of Coverage?

Individual Commeodity Coverage

Program Crops Specialty Crops

€=>
b L

Whole Farm Coverage
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What Cost of Production Is:

Safety Net
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What Cost of Production Is Not:

Revenue Enhancer
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Indemnity Calculation

Commodity Basis
Example:
Income from Wheat = 38 bushels x $2.50 = $95.00
Expenses = $90.00
Coverage: 90% of documented Cost of Production

Indemnity Calculation:
$95.00 - (§90.00 x .9) = $Il4ﬁ{}l No Payment
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Indemnity Calculation

Commodity Basis
Example:
Income from Soybeans = 20 bushels x $5.00 = $100.00
Expenses = $115.00
Coverage: 90% of documented Cost of Production

Indemnity Calculation:
$100.00 - ($115.00 x .9) = $(3.50) Payment
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Indemnity Calculation

Whole Farm Basis

Example: 90% Coverage Equal Acreage
Income from Wheat = 38 bushels x $2.50 = $95.00
Expenses = $90.00

Income from Soybeans= 20 bushels x $5.00 = $100.00
Expenses = $115.00

Indemnity Calculation:
$95.00 - ($90.00 x .9) = $14.00
$100.00 - ($115.00x .9) = $(3.50)
$11:50)
~—" No
Payment
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Whole Farm Basis

Example: 90% Coverage

Indemnity Calculation:

Indemnity Calculation

Income from Wheat — 38 bushels x $2.50 = $95.00
Expenses = $90.00

Income from Soybeans= 20 bushels x $5.00 = $100.00
Expenses = $115.00

$95.00 - ($90.00 x .9) = $14.00 * 200
$100.00 - ($115.00 x .9) = $(3.50) * 900

oramarsfisy 100
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200 Acres
Wheat

900 Acres
Soybeans

= $2,800
= $(3,150)

= $350.00



Three Scenarios Examined

1992-1998 Yield Pattern

N

1985-1991 Yield Pattern 1992-98 Yields, Export Increase
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Premiums should not be inferred
where payouts are shown

Due to differencesin historical farm yields over time for all crops, an exact premium
calculation cannot be stated without production and yield data from a specific farm.
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F | | | | | I J I
Average Payout per Unit by Commodity

Commodity: Com | | | | | | |
(Dollars per Unit) Average
State Year1 | Year2 | Year3 | Year A—+—Y8ar5 | Year6 ?E'E'r"?‘"-s.ﬂwm
Utah, Scenario 1 3.69 1.41 1.50) (_71.80) 975 3.20 1.6B(_ 13.49),
Utah, Scenaro2 | 1.01 0.96 068 064  0.64 %n.amjj 0.77)..
Utah, Scenara 3 1.85 0.7 35.95 4.58 760 0.84 673
Virginia, Scenario 1 g LY
\/v—\fj "\ g ]
By the same token,
relatively level
production heeds a
Average Payout pgr Acre lower payout (3), whi
in turn lowers the ce6t
Gllh | to the produ
$25
B2
H Scenanrio 1 Y
B Scenario 2 L1154
B Scenario 3
Ywheat Clorn L
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NATIONAL
RESULTS
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National average (7-year) payout per unit of production
for agricultural commodities

Commodity Scenario 1 Scenario 2 Scenario 3 Average
Alfalfa Seed 6.56 11.60 6.32 8.16
Almonds 111.56 46.15 90.95 82.89
Apples 27.48 25.74 2553 26.25
Asparagus 59.78 63.07 53.04 58.63
Avocados 39.36 15.48 39.26 31.37
Bananas 71.10 29.28 20.19 40.19
Barley 16.00 19.18 15.18 16.78
Beans, Dry Edible 7.62 7.17 7.02 7.27
Beans, Dry Lima 58.00 73.50 50.08 60.53
Beans, Snap 6.78 517 6.47 6.14
Beef Cattle 18.87 18.92 2146  19.75
Beets 4.98 3.03 4.06 4.02
Bentgrass Seed 11.66 11.%4 1141 1154
Blackberries 17.93 17.93 1766 17.84
Broccoli 115.49 97.71 91.47 101.56
Broilers 0.00 0.00 0.00 0.00
Cabbage, Chinese 19.89 19.73 19.73 19.78
Cabbage, Head 59.47 69.48 59.60 62.85
Cabbage, Mustard 11.78 1.75 11.53 10.35
Cantaloupes, Muskmelons 14.26 80.82 13.80 36.29
Carrots 55.15 66.30 51.70 57.72
Cauliflower 77.26 103.52 4847 76.42
Cherries 53.74 116.08 17.73 6252
Coffee 187.35 28.49 160.15 125.33
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Payout By Commodity

120.00

10000

HO_O0

g0.00

% per Unit of Productian

40.00

2000 |

Cherries Corn Cotton Dairy Soybeans Wheat

W Scenario1 B Scenario 2 O Scenario 3
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Total Payout

$7,800,000,000-

$7,600,000,000-

$7,400,000,000-

$7,200,000,000-

$7,000,000,000-

$6,800,000,000-

N

$6,600,000,000-

$6,400,000,000-

Scenario 1 Scenario 2 Scenario 3
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Distribution of Payout

48%
’ W Crops

B Livestock

92%
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How Much is the Premium?
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Premium Calculation Concept

Yield
History

Historical
socumented Expenses

Risk Correlation between
Commodities (Whole Farm)
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How Much is the Premium?

Generdl rule of thumb: 3-6% of Costs

| presentstions page | | Previous Siide | [ Next Slide |




Limitations of Study

Yields

+ Many budgets are at state or district o A majority of specialty crop

« National average prices are used if

level and may not represent actual
cost for each county and/or
producer.

Budgets from neighboring states
are used when commodity budgets
are not available.

There are some inconsistencies in
budget formula, i.e., accounting vs.
economic budgets. Where this was
identified, we made adjustments as
necessary.

Distinctions are not made between
various types and qualities within a
commodity. Example, processed
oranges vs. fresh oranges or wine
grapes vs. table grapes.

historical yields are only available at
the state level.

In many states, yield data is not
available for minor crops.

The average of available data is
used when yields for the covered
periods are not available.
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state or county level prices are not
available.

Prices are not separated by variety
within commodity such as winter
wheat vs. spring wheat vs. durum
wheat.

Due to the lack of production
information, historical yields,
budgets and/or disclosure
problems, some commodities have
not been calculated.

Quality of payment calculations are
dependent upon quality of input
data.



