
 
 

Key Questions You Should Be Asking About Crop Program Decisions 
Carl Zulauf, Ohio State University, November 2014 

 
Background:  Understanding the questions one should ask is always important ▬ it is hard to get to 
the best answer if the question is wrong; but questions are even more important when uncertainty is 
sizable, such as with the program choice decision.  This article contains a list of questions producers 
should consider asking themselves.  References are made to other articles for more detail. 
 
Farm Yield Update Decision (see payment yield update article) 
► Can I prove my yields if selected by Farm Service Agency (FSA) to verify them? 

■ You have to assume you will be audited some time before the 2018 crop year ends. 
■ Penalties are possible if audited yields are lower than reported yields. 

► Which yield for a crop is higher? (1) updated program yield, (2) current program yield, or (3) FSA 
update replacement yield ▬ 3 is especially notable if you cannot or do not want to prove yields. 

 
Program (Base) Acre Reallocation Decision (see program acre allocation article) 
► What is the difference between my current program acres and reallocated program acres? 

■ The greater this difference, the more important this decision.  For some FSA owners and 
producers, this will be the most important of the 3 decisions. 

► Is my objective for this decision to choose the set of program acres that (a) is closest to expected 
planted acres on the FSA farm over the 2015-2018 crop years, (b) differs the most from planted 
acres to create a diversified income source, or (c) maximize farm program payments. 
■ There is no right or wrong objective; but it is important to be honest about your objective. 

 
Farm Program Choice Decision (see ARC-CO and PLC, and ARC-IC article) 
► Overarching program decision question is:  “Over 2014-2018, for my FSA farm(s) is expected 

ARC-CO payments + expected net payments from any insurance chosen with ARC-CO greater 
or less than expected ARC-IC payments + expected net payments from any insurance chosen 
with ARC-IC greater or less than expected PLC payments + expected net payments from any 
insurance chosen with PLC + expected net payments from SCO if also chosen.”  
■ Removing insurance simplifies the question, but insurance should be considered in the crop 

program decision since SCO is excluded with ARC and SCO requires individual insurance. 
■ Expected is defined as: a risk that is of concern has a probability of occurrence and thus 

making payments. 
► Should I put a higher value on the program expected to make the highest 2014 crop year 

payment, which will be reasonably well-known, than on uncertain payments for later years? 
►  If you have multiple FSA farms, should program choice be diversified across FSA farms? 

■ Diversification is a standard technique for managing decisions involving uncertainty. 
■ If diversification is desired, consider this rule:  choose PLC for FSA farms with highest ratio 

of program yield to county yield; chose ARC-CO for FSA farms with highest ratio of county to 
program yield, chose ARC-IC for FSA farm it best fits. 

 
Insurance Decisions (see SCO article) 
► If higher insurance coverage is desired, is the better choice SCO or individual farm insurance?  



■ Key factor is availability of 80% or 85% enterprise insurance coverage. 
► Will I buy the same insurance with each program option? 
■ Answer may be no. Each program best targets different risk: ARC-CO, multiple year shallow 

loss, ARC-IC, individual farm loss; PLC, multiple years of price well below reference price. 
 
 

 
 

Payment Yield Update Option 
Carl Zulauf, Ohio State University, and Nick Paulson, Jonathan Coppess, Gary Schnitkey, and Todd 

Kuethe, University of Illinois at Urbana-Champaign 
November 2014 

 
The 2014 farm bill provides the owner of a Farm Service Agency (FSA) farm with a one-time option 
to update the farm’s payment yield for covered crops.  This article discusses this decision.  It 
concludes by recommending all producers consider updating yields; however, updated yields may 
be lower than the current program yield.   
 
Decision Framework 
► Decision rests with the owner of the FSA farm. 
► Decision is on a covered program crop by covered program crop basis.  Yields can be updated 

for one, some, or all covered crops on a FSA farm. 
► Payment yield options are: 

1. retain 2013 counter-cyclical payment yield 
2. update payment yield to 90% of simple average of covered crop’s yield per planted acre on 

the FSA farm for each of the 2008 through 2012 crop years. 
a. This updated yield may be surprisingly low.  Primary reason is the widespread drought of 

2012 and locale specific production problems in the other crop years in combination with 
using a simple average, which includes only years in which a crop was planted.  Use of a 
simple average means the updated yield could be based on as few as 1 year. 

b. A "substitute yield" is used when the FSA farm yield for a year is less than 75% of its 
2008-2012 average county yield.  The substitute yield for an individual year is 75% of the 
2008-2012 average county yield per planted acre.  A file of substitute yields is at: 
http://www.fsa.usda.gov/FSA/webapp?area=home&subject=arpl&topic=landing.  

3. update payment yield to 90% of 75% of the 2008-2012 county average yield 
a. This “substitute” yield option is open to all but is particularly relevant to FSA farm owners 

unable to self-certify yields due to the lack of supporting records or because the FSA 
owner does not wish to produce the supporting records. 

► The default option (no decision is made) is the 2013 counter-cyclical payment yield. 
► If a payment yield does not exist for a covered crop for which base acres are allocated or for a 

covered crop planted on generic (former cotton) base acres, a payment yield will be established 
for the FSA farm by considering the crop’s payment yield on similarly situated FSA farms. 

► Table 1 provides a corn yield update example.  It includes most situations discussed above. 
► FSA farm owners will self-certify the yields they report.  Farms will be selected for spot checks to 

verify reported yields throughout the life of the 2014 farm bill.  If selected for a spot check, the 
owner must provide evidence.  Penalties can be imposed if the spot check finds errors. 



► The payment yield update decision is independent of the decision to reallocate base acres.  
Payment yield can be updated without reallocating base acres, and vice versa. 

 
Comparisons of Relevant Yields:  Figure 1 provides a U.S. perspective on the yield update 
decision.  It compares 90% of 2008-2012 average U.S. yield per planted acre to average U.S. direct 
payment yield with 93.5% of 1998-2001 average U.S. yield per planted acre (2002 farm bill update 
option).  As expected, the more recent yields are higher, but the increase varies by crop and an 
exception is sorghum.  Also and again as expected, the option generally is more valuable if the 2013 
counter-cyclical yield is a direct payment yield, not a 1998-2001 yield.  In summary, value of the yield 
update option will vary by FSA farm and crop, making the crop-by-crop decision feature valuable.  . 
 
Summary Observations 
► Although only the Price Loss Coverage (PLC) will use payment yields in calculating payments for 

the 2014 through 2018 crops, all owners can update payment yields and are encouraged to take 
advantage of this opportunity.  These payment yields may be used by future farm bills. 

► The decision appears to be straightforward:  chose the yield option that is highest. 
► FSA farm owners may be surprised at how low their updated yield option is.  
► At the very least, all FSA farm owners should determine if the substitute yield option is highest. 
► FSA farm owners should consider the difficulty of verification in the yield update decision. 
 
This publication is also available at http://ohioagmanager.osu.edu 
 
 

Table 1.  Example Calculation of Payment Yield Update Option for Corn 

  2008 2009 2010 2011 2012 
Sum of 
Yields 

Average Yield  
(divide by 4) 

Payment 
Yield (90%) 

Yield per planted acre planted: no 
evidence 

154 175 no planted 
acres 

100       

Substitute Yield: 75% of 08-
12 county average yield 112 112 112 112 112       

Yield used 112 154 175   112 553 138 124 
 

 
 
 
Background:  Current Counter-Cyclical Yields are either payment yields as of the end of the 
1996 farm bill or an update to reflect 1998-2001 yields.  The 1996 farm bill yields, which were the 



direct payment yields, largely reflect 1981-1985 yields.  The 2002 farm bill allowed counter-cyclical 
yields to reflect 1998-2001 yields but only if base acres were updated to reflect 1998-2001 planted 
acres.  Yields were updated on about 39% of base acres.  The 1998-2001 payment yield update 
involved two options, with one being 93.5% of the crop’s 1998-2001 average yield per planted acre 
for the FSA farm.  For extensive discussion of the 2002 farm bill update option, see C. Edwin Young, 
David W. Skully, Paul C. Westcott, and Linwood Hoffman.  “Economic Analysis of Base Acre and 
Payment Yield Designations Under the 2002 U.S. Farm Act.”  Economic Research Report ERR-12.  
September 2005.  http://webarchives.cdlib.org/sw15d8pg7m/http://ers.usda.gov/Publications/err12/ 
 
 
 

 
 

Program Base Acre Reallocation Option 
Carl Zulauf, Ohio State University, and Nick Paulson, Jonathan Coppess, and Gary Schnitkey, 

University of Illinois at Urbana-Champaign 
November 2014 

 
This article discusses the one-time option Farm Service Agency (FSA) farm owners have to 
reallocate, but not increase, program base acres.  The decision is important because both 
Agriculture Risk Coverage (ARC) and Price Loss Coverage (PLC) pay on base, not planted, acres.  
 
Background:  ARC-CO (ARC-county) and PLC make payments for a covered program crop on 85% 
of the covered crop’s base acres on a FSA farm.  Payment acre determination is more complex for 
ARC-IC (ARC individual) but in general equals 65% of total base acres on an ARC-IC farm unit. 
 
Decision Framework 
► Decision rests with the owner of a FSA farm. 
► Decision applies to all covered program crops on a FSA farm. 
► Decision takes effect with the 2014 crop year. 
► Total base acres on a FSA farm cannot increase nor decrease.  They can only be reallocated. 
► Program base acre reallocation options are: 

1. retain base acres as of 9/30/2013, including generic (former cotton) base acres which cannot 
be reallocated, OR 

2. reallocate 9/30/2013 base acres, other than generic base acres, according to the ratio of (a) 
the 4-year average for the 2009-2012 crop years of a covered crop’s acres planted or 
prevented from planting on the FSA farm to (b) the 4-year average for the 2009-2012 crop 
years of all covered crops’ acres planted or prevented from planting on the FSA farm. 

► The default option (no decision is made) is current base acres, including generic base acres. 
► The crop must have been planted for harvest, grazing, haying, silage, or other similar purposes. 
► All years are included regardless of whether or not acres were planted to a covered crop.  For 

example if corn and soybeans are rotated every year on the FSA farm, each year that corn is 
planted there is 0 acres for soybeans and vice versa. 

► Prevented planting must be due to conditions beyond the producer’s control, including drought, 
flood, and other natural disasters. 

► Base acres can include double cropped acres but only if the Secretary of Agriculture has 
determined that double cropping is an established practice in the area.  In other areas, if 2 



covered crops were planted on the same acre in the same year, the owner may elect 1 but not 
both covered crops for inclusion in calculating the 4-year average of base acres. 

► Generic base acres are automatically retained but cannot be reallocated. 
► For a FSA farm, total, including generic, base acres, cannot exceed the FSA farm’s actual 

cropland acres (unless double-cropping is an approved practice). 
► An example in Table 1 includes most situations discussed above.  Total base acres does not 

change (100 acres in both options) even though land was planted to a non-covered crop 
(alfalfa).  The decision is whether to reallocate base acres from oats and wheat to soybeans. 

► The base acre reallocation decision is independent of the payment yield update decision.  Base 
acres can be reallocated without updating payment yield, and vice versa. 

 
FSA Farm vs. Operational Farm 
► A FSA farm is generally determined on the basis of ownership and thus can differ notably from a 

farm operator’s farm.  To illustrate, in 2012, 1,267,982 farms had corn base acres.  In contrast, 
the 2012 Census of Agriculture reports that only 348,530 farms harvested corn.  See Figures 1 
and 2 for similar information on other crops.  Other than peanuts, which has more farms 
harvesting the crop; the number of operational farms range from 7.5% (grain sorghum) to 30% 
(soybeans) of the number of farms with base acres for the crops in Figures 1 and 2. 

► The preceding point implies that the average FSA farm is notably smaller than the average farm 
operation, except for peanuts.  For example, the average corn base per FSA farm with corn base 
is 66 acres (84.3 million corn base acres divided by 1.3 million FSA farms with corn base (see 
Figures 3 and 1).  In contrast, acres planted to corn per farm harvesting corn averages 279 (97.2 
million planted corn acres divided by 0.35 million farms harvesting corn (see Figures 4 and 2). 

► The smaller size of FSA farms, rotation of crops, and changing mix of crops in the U.S. (more 
corn and soybeans) mean reallocated base acres can differ notably from current base acres. 

 
Summary Observations 
► The potential for a notable change in base acres, the use of base acres to calculate ARC and 

PLC payments, and lower prices mean the base acre decision is important.  For some FSA 
farms the base acre reallocation reallocation decision will be as important if not more important 
than the program choice decision. 

► Comparing base with planted acres by crop in 2012 suggests the most common base 
reallocation decision will involve whether to increase corn and soybean base acres at the 
expense of grain sorghum, barley, and especially wheat base acres (compare Figures 3 and 4).  
In 2012, base acres were 18 million higher than planted acres for wheat but 12 and 27 million 
less than planted acres for corn and soybeans, respectively. 

► The reallocation of base acres will revolve around which of 3 likely decision criteria the FSA farm 
owner brings to the decision: 
a. Choose the set of program acres closest to the expected planted acres on the FSA farm over 

the 2015-2018 crop years.  This objective essentially seeks to minimize the financial risk 
associated with planting decisions. 

b. Choose the set of program acres that differs the most from planted acres.  This objective is a 
type of risk minimization where farm program payments are viewed as a separate source of 
income disconnected from planted acres. 

c. Choose the set of program acres that maximizes government payments.  Economists have 
found that this perspective has generally driven past farm program decisions.  However, 
there is a catch this time:  ARC and PLC payments are more uncertain than most past farm 
program payments.  Thus, the ability to maximize government payments will depend upon 



the FSA farm owner’s ability to forecast accurately yield and price over the 2015 through 
2018 crop years.  Available evidence is that few have the ability to accurately predict future 
prices and thus it may be hard to achieve this objective. 
■ There is no right or wrong objective; but it is important to be honest about the objective. 

 
This publication is also available at http://ohioagmanager.osu.edu 
 
Addendum:  Other Base Acre Provisions That Might Affect Base Acre Reallocation Decision 
► A FSA farm with 10 or fewer total base acres is generally not eligible to receive ARC or PLC 

payments.  This provision does not apply for a socially disadvantaged or a limited resource 
farmer or rancher. 

► The limit on planting fruits, vegetables (other than mung beans and pulse crops), or wild rice on 
base acres is modified.  Under the 2014 farm bill, payment acres on a FSA farm are reduced in 
any crop year if these crops are planted on more than 15% of base acres for farms in ARC-CO 
or PLC, or on more than 35% of base acre for farms in ARC-IC.  Payment acres are the base 
acres upon which payments are received, such as 85% of base acres for ARC-CO and PLC.  
This provision provides some flexibility to plant non-program crops on the share of base acres 
that do not receive any program payment but does not provide any subsidy for planting the non-
program crops on payment acres.  This provision does not alter the base acres on an FSA farm. 

► Base acres, including generic (former cotton) base acres, generally are adjusted when entering 
or exiting Conservation Reserve Program contracts. 

► The Secretary of Agriculture is to proportionately reduce base acres, including generic (former 
cotton) base acres, on a FSA farm for which land has been subdivided and developed for 
multiple residential units or other nonfarm uses if the land is unlikely to return to agricultural use 
and unless the owner can demonstrate that the land is or will be in agricultural use. 

 
Background on Current Base Acres 
Current counter-cyclical base acres largely reflect average acres planted or considered planted 
either during 1991 through 1995 or 1998 through 2001.  This choice was given farmers by the 2002 
farm bill.  For an extensive discussion of the 2002 farm bill base acre decision, see C. Edwin Young, 
David W. Skully, Paul C. Westcott, and Linwood Hoffman, “Economic Analysis of Base Acre and 
Payment Yield Designations Under the 2002 U.S. Farm Act,” Economic Research Report ERR-12, 
September 2005, available at http://webarchives.cdlib.org/sw15d8pg7m/http://ers.usda.gov/Publications/err12/ 

 
 

Table 1.  Example Calculation of Reallocated Base Acres 

Crop 
Base 
Acres 

9/30/2013 

Crop 
History 
2009 

Crop 
History 
2010 

Crop 
History 
2011 

Crop 
History 
2012 

Average 
Planting 
2009-12 

Reallocation 
Share 

Reallocated 
Base Acre 

Option 

Alfalfa 
(not a covered crop) 

 20 20 20 20 not 
applicable 

not 
applicable 

not 
applicable 

Corn 50 50 40 30 40 40.0 50% 50 

Oats 10 0 0 0 0 0.0 0% 0 

Soybeans 30 30 32 50 32 36.0 45% 45 
Wheat 10 0 8 0 8 4.0 5% 5 
 Total covered crops 100 100 100 100 100 80.0 100% 100 

  



 
 

 
 

 
 

  



 
 

Agricultural Risk Coverage – County (ARC-CO) vs. Price Loss Coverage (PLC)  
Carl Zulauf, Ohio State University, November 2014 

 
 
The 2014 farm bill gives Farm Service Agency (FSA) farms a 1-time opportunity to elect their Title 1 
crop program for the 2014 through 2018 crop years.  Three program options exist:  ARC-CO 
(Agriculture Risk Coverage-county), ARC-IC (Agriculture Risk Coverage-individual), and PLC (Price 
Loss Coverage).  For most FSA farms, the decision will center on ARC-CO and PLC, the focus of 
this article. 
 
Crop Program Choice Parameters 
► Farm producers have a 1-time opportunity to make their crop program choice. 
► The decision is irrevocable after the final sign-up date. 
► ARC-CO and PLC are elected on a crop-by-crop basis and FSA farm-by-FSA farm basis.  ARC-

IC is elected for the entire FSA farm and applies to all covered program crops on the farm. 
► The decision follows the land, not the owner or producer, throughout the life of the 2014 farm bill. 
► If no program is elected or if all producers on a FSA farm do not agree on the election, the FSA 

farm is ineligible for any 2014 crop year payments and the FSA farm is in PLC for 2015-2018. 
► Not only must FSA producers sign up (elect) a crop program option, they must enroll in the 

program option each crop year.  Enrollment will occur after sign up. 
 
Encompassing Policy Choice Question: Because the Supplemental (insurance) Coverage Option 
(SCO) is not an option with ARC and individual farm insurance must be purchased to buy SCO; 
insurance decisions must be fully considered when making the Title 1 farm program decision, 
leading to the following encompassing decision question: 
 

“For a FSA farm as a whole over the 2014-2018 crop years, are 
expected ARC-CO payments  +  expected net payments of any crop insurance chosen 

greater   or   less than 
expected ARC-IC payments + expected net payments from any insurance chosen with ARC-IC 

greater   or   less than 
expected PLC payments   +   expected net payments of any crop insurance chosen    + 

 expected net payments from SCO if also chosen?” 
 
Thus, the decision involves 5 different programs (ARC-CO, ARC-IC, PLC, individual insurance, and 
SCO) over 5 years (2014-2018).  This complexity is one reason calculators are useful.  However, it 
is also useful to have a framework for the decision involving each of the 5 programs.  The discussion 
that follows focuses on ARC-CO and PLC.  The ARC-IC decision is discussed extensively in the 
article, “Making the Case for Looking at ARC-Individual (ARC-IC).”  The SCO decision is discussed 
extensively in the article, “Supplemental Coverage Option (SCO) and Decisions about Individual 
Crop Insurance and Crop Programs.” 
 
Description of ARC-CO 



► ARC-CO makes payments when actual county crop revenue is below 86% of county benchmark 
revenue.  Specifically, ARC-CO payment/program acre  =  minimum [(86% times ARC revenue 
benchmark) – ARC actual revenue; 10%  times  ARC revenue benchmark] 
● ARC revenue benchmark  =  (Olympic average of county yield/planted acre for 5 prior crop 

years  times  Olympic average of U.S. crop year price for 5 prior crop years) 
■ An Olympic average removes the high and low values in calculating the average. 

● ARC actual revenue  =  county yield/planted acre  times  U.S. crop year price 
● ARC price for year   =  maximum (U.S. crop year price; PLC reference price) 

► The formulas tell us that (1) coverage starts at 86% of county benchmark revenue, (2) that 
coverage is capped at 10% of the county ARC benchmark revenue, (3) that payments can occur 
because price or yield or both decline below their recent average value, and (4) that the ARC-CO 
benchmark revenue changes with the market since it is based on the Olympic average of county 
yields and U.S. crop year prices for the 5 preceding crop years. 

► Payments are made on 85%, not 100%, of historical program base acres, not planted acres. 
► ARC is a substantively revised ACRE program, but should not be confused with ACRE.  

Revisions include: 
► ARC is elected by crop; ACRE was elected for the entire FSA farm. 
'► ARC uses county yields; ACRE used state yield. 
► ARC has a minimum price (PLC reference price); ACRE had no minimum price. 
► ARC’s coverage level is 76% to 86%; ACRE’s coverage level was 67.5% to 90%. 

 
Description of PLC 
► PLC makes payments if the U.S. price for the crop’s marketing year is less than the crop’s 

reference price.    Its specific payment is:  PLC payment/program acre  =  program payment yield   
times   (reference price – maximum(U.S. crop year price; loan rate)). 
● Reference prices and loan rates are specified by Congress in the 2014 farm bill.  See Table 

1 for a list of these prices for selected covered program crops. 
► Payments are made on 85%, not 100%, of historical program base acres, not planted acres. 
► PLC is a slightly revised target price program.  Reference prices are higher than the 2013 target 

prices, with increases that range from 8% for peanuts to 88% for barley (see Table 1). 
 
Framework for Comparing ARC-CO vs. PLC 
► ARC-CO and PLC both provide assistance with multiple year losses, but are different multiple 

year risk programs. 
► ARC pays if county revenue declines by 14% compared to the county’s average revenue for the 

5 prior years.  Being a revenue program, ARC can pay if price declines, yield declines, or both 
decline.  In contrast, PLC pays if price is below the reference price.  PLC is a price risk only 
program.  Its payment yield is fixed and thus does not determine whether payment is made.   

► Even though both ARC-CO and PLC have the PLC reference price as a minimum price, their 
performance varies over time.  Most importantly, while the reference prices does not change with 
market situation, ARC-CO’s benchmark revenue does change with the market situation because 
it is calculated using an Olympic average over the 5 previous crop years.  To illustrate the 
temporal behavior of an Olympic average, consider corn.  Because 2009 was a low price year 
and 2014 appears likely to be low price year, and an Olympic average discards the high and low 
prices; ARC’s price component for corn is not likely to change in 2015 compared with 2014 (see 
Table 1).  ARC’s price component for 2016 will decline somewhat if 2015 crop year price is the 
same as in 2014.  The decline becomes more notable if the 2017 and 2018 crop year price stays 
at the level currently expected for 2014.  In short, if market price is well below the reference price 



for multiple years, PLC will likely pay more because ARC’s revenue benchmark changes with 
market conditions and thus declines if low prices persist. 

► On the other hand, ARC-CO can make payments when prices are above the reference price 
since it pays on declines.  PLC will not make payments if price is above the reference price. 

► To summarize the preceding discussion, ARC and PLC cover different risk situations.  The key 
trade-off between ARC-CO and PLC is the potential for large risk assistance but only if market 
price is well below the reference price (PLC) vs. a smaller capped level of risk assistance but 
assistance that is available for declines in revenue that can occur at any price and revenue level, 
including prices above the reference price (ARC-CO). 

► Another perspective on the difference between these two programs is that ARO-CO provides 
assistance for multiple years of shallow losses while PLC provides assistance for multiple years 
of low prices, where low is defined as prices well below the reference price.  Both types of risk 
can cause significant financial stress.  Low prices below the reference price are more dramatic 
but cumulative losses over several consecutive years can also result in bankruptcy.  In short, 
ARC and PLC address different types of multiple year risk. 

 
Considerations Involving Time 
► ARC-CO and PLC payments, if any, for the 2014 crop year will be reasonably known by March 

2015.   Limited insight on 2015 crop year payments may exist.  Almost nothing will be known 
about payments for the 2016 through 2018 crop years.  This difference in information raises the 
question, should 2014 crop year payments be weighted more highly because more is known 
about them.  There is no right or wrong answer, but it is important to think about this question. 

► A huge amount of uncertainty exists in the crop program decision.  Diversification is a common 
strategy when managing uncertainty.  The 2014 farm bill allows producers to mix and match 
ARC-CO and PLC across FSA farms and program crops.  Thus, farmers with multiple FSA farms 
may want to consider diversifying their FSA farms across programs.  If diversification is desired, 
yield comparisons can be useful in making the diversification decision.  Everything else the 
same, ARC-CO is more attractive for FSA farms when county yield is high relative to the FSA’s 
farm yield and farm payment yield.  PLC is more attractive for FSA farms when farm payment 
yield is high relative to both the county and farm Olympic average yield.  For a more complete 
discussion of the role of yield in the crop program decision, see the article, “The Forgotten 
Variable:  Yield and the Choice of Crop Program Option.” 

► Although 2014 is only 1 of 5 crop years involved in the crop program decision, economics says 
to wait to make the choice.  By waiting, information will improve concerning 2014 payments. 

 
Considerations of Crops 
► Different programs will likely be favored by different crops.  A key reason is that Congress set the 

reference price relative to market prices at different levels across crops.  The range of the ratio of 
the reference price to the Olympic average price for the 2009-2013 crop years ranges from 68% 
and 70% for soybeans and corn, respectively, to 96% and 99% for peanuts and long grain rice, 
respectively (see Table 1).  These ratios imply that, because the 2009-2013 prices reflect market 
conditions during the time the 2014 farm bill was being written, Congress chose reference prices 
that it more likely that PLC would be chosen for long grain rice and peanuts than for soybeans 
and rice. 

 
Summary 
► The crop program choice encourages farmers to think strategically about their farms through 

2018. 



► A key strategic issue is the ability to withstand the different types of multiple years of losses, 
leading to the key strategic question, what is the appropriate type and level of downside 
protection from commodity programs as well as from insurance? 

 ►  Two key other questions are (1) ‘Should the reasonably well known 2014 payments be weighted 
more heavily than the more uncertain payments of the later years?” and (2) “Should program 
choice be diversified?”  Once these big picture questions are assessed, then the program 
calculators can help aid (not make) the crop program decision. 

► Last, this farm bill did not settle the question of what is the best policy for multiple year 
assistance, price or revenue and fixed vs. moving targets.  The next farm bill will continue this 
debate but with experiences that at present appear likely to be based on more normal, 
potentially low, income years.  Thus, both the information set and context of the next farm bill 
debate will differ from that of the 2014 farm bill debate, raising the potential for different 
outcomes. 

 
 
This publication is also available at http://ohioagmanager.osu.edu. 
 
 

Table 1. Comparison of price parameters for 2014 farm bill Title I crop programs, selected crops 
 

U.S. PLC Crop Crop 

Target Loan Reference Year Year Coverage Adjusted ARC Price Component 

Price Rate Price Price Price [2014 price assumed for 2015-18] 

Crop 2013 2014-18 2014-18 2009-13 2014 2014 2015 2016 2017 2018 

Barley $2.63  $1.95 $4.95 $5.45 $5.15 $4.69 $4.75 $4.75 $4.69 $4.43 

Corn $2.63  $1.95 $3.70 $5.29 $3.50 $4.55 $4.55 $4.12 $3.40 $3.18 

Oats $1.79  $1.39 $2.40 $3.25 $3.25 $2.80 $3.01 $2.94 $2.94 $2.80 

Peanuts $0.2475  $0.1775  $0.2675  $0.28 $0.22 $0.24 $0.24 $0.24 $0.23 $0.23 

Rice - long grain $10.50  $6.50 $14.00 $14.17 $12.70 $12.18 $12.18 $12.18 $12.18 $12.04 

Rice - median grain $10.50  $6.50 $14.00 $18.10 $19.50 $15.57 $15.68 $15.88 $16.48 $16.77 

Sorghum $2.63  $1.95 $3.95 $5.10 $3.45 $4.38 $4.38 $4.08 $3.49 $3.40 

Soybeans $6.00  $5.00 $8.40 $12.27 $10.00 $10.55 $10.55 $10.18 $9.46 $8.60 

Wheat $4.17  $2.94 $5.50 $6.60 $5.90 $5.68 $5.74 $5.74 $5.35 $5.07 

 
Notes:  The 2014 price is the midpoint of the price range reported in the November 2014 World 
Agricultural Supply and Demand Estimates (WASADE) 
(http://www.usda.gov/oce/commodity/wasde/).  The crop year price for 2009-13 is an Olympic 
average price for the 5 years.  The estimated coverage adjusted ARC price component for the 2015-
2018 crop years equals 86% times the Olympic average for the 5 preceding crop years, assuming 
the midpoint price estimate for the 2014 crop year is the estimated crop year price for 2015-2018. 
  



 
 

Making the Case for Looking at ARC-Individual (ARC-IC) 
Carl Zulauf, Professor, Ohio State University, and Gary Schnitkey, Professor, 

University of Illinois at Urbana-Champaign 
November 2014 

 
Agriculture Risk Coverage - Individual (ARC-IC) crop program option in the 2014 farm bill has, in 
general, received less attention than the other 2 options:  ACR-CO (ARC - County) and PLC (Price 
Loss Coverage).  ARC-IC is operationally more complex and thus harder to explain and understand, 
and pays on 65% instead of 85% of program base acres, as does ARC-CO and PLC.  However, this 
article argues that ARC-IC is worth considering if the FSA farm has one or more of the appropriate 
attributes, including yields 20% or more above the county, high yield variability, and/or fruits and 
vegetables will be grown over the 2014-2018 crop years. 
 
ARC-IC:  ARC-IC is a whole farm program option based on the average experience of covered 
program crops planted on the ARC-IC farm unit.  The ARC-IC farm unit is the sum of a producer’s 
share in all FSA farms he/she enrolls in ARC-IC in a state.  Payments are made when the average 
per acre actual revenue based on all program crops planted on the ARC-IC farm unit is less than 
86% of the average per acre ARC-IC farm unit’s benchmark revenue.  Coverage is limited to losses 
between 76% and 86% of the benchmark revenue.  Payment depend on covered program crops that 
are planted.  ARC-IC benchmark revenue per acre is the sum of the 5-year Olympic average 
revenue for each program crop weighted by the acres planted to the program crop in the crop year.  
The Olympic average revenue per acre for each crop is calculated individually (crop yield multiplied 
by the U.S. crop year price).  ARC-IC actual revenue per acre is the sum of the actual per acre 
revenue for each covered crop that was planted weighted by the acres planted to that covered crop 
in the crop year.  Actual revenue per acre for each crop is its yield multiplied by the U.S. crop year 
price.  Payment is made on 65% of the total base acres on the ARC-IC farm unit multiplied by the 
per acre payment.  ARC-CO and PLC are simpler operationally because they are for an individual 
covered crop on an individual FSA farm.  In many respects, ARC-IC can be viewed as a successor 
to the SURE (Supplemental Revenue Assistance) program in the 2008 farm bill. 
 
Situations in which ARC-IC should be considered: 
ARC-CO and PLC pay on 85% of program base acres while ARC-IC pays on 65% of base acres.  
Thus, for ARC-IC to be an option worth considering, some factor or factors have to compensate for 
ARC-IC’s fewer payment acres.  Three potential compensations are discussed below. 
(1) One potential compensation is the ARC-IC yield benchmark component is (much) higher than 

the ARC-CO yield benchmark component and the PLC farm payment yield.  If 1 program crop 
and the same percent payment rate for both ARC programs are assumed, the ARC-IC yield 
benchmark component needs to be more than 30% higher than the county yield benchmark 
component in order for ARC-IC to pay more than ARC-CO.  Other situations result in a different 
breakeven yield.  Using the Illinois Farm Business Farm Management (FBFM) farm and USDA 
Quick Stats county data sets to replicate ARC-CO and ARC-IC Olympic average yields for the 
2008-2012 crops, ARC-IC benchmark yield component exceeded ARC-CO benchmark yield 
component by at least 30% on 3% and 5% of FBFM farms with corn and soybeans, respectively 
(see Figure 1).  This simple analysis suggests a relatively small number of farms may find ARC-



IC of interest due to higher farm than county yields.  For further discussion of the importance of 
yield in the program choice decision see the article, “The Forgotten Variable:  Yield and the 
Choice of Crop Program Option.” 

(2) Another potential compensation is highly variable production from year to year on the ARC-IC 
farm unit.  The highly variable production makes the probability of payment at some time during 
the 2014 and 2018 crop years high and no premium is paid.  ARC-IC is most beneficial in this 
situation when 1 crop is grown each year and 1 FSA farm is involved.  If more than 1 crop is 
grown each year and/or more than 1 FSA farm makes up the ARC-IC farm unit, ARC-IC will 
average across crops and/or FSA farms, reducing the probability a payment is made. 

(3) A third compensation factor is planting fruits and vegetables (other than mung beans and pulse 
crops) or wild rice on a FSA farm.  The 2014 farm bill modified the limit on planting these crops 
on program base acres.  Payment acres are the historical program acres on which payments are 
received:  65% for ARC-IC and 85% for ARC-CO and PLC.  Non-payment acres are the 
remaining program acres:  35% for ARC-IC and 15% for ARC-CO and PLC.  Payments are 
reduced if these non-program crops are planted on more than the non-payment acres.  Thus, 
ARC-IC increases the opportunity to plant fruits and vegetables (other than mung beans and 
pulse crops) or wild rice without giving up crop program payments.  Note, this provision does not 
alter the program acres on an FSA farm. 

 
Summary Observations:   
● The appropriate crop program choice is about the production attributes of an individual FSA farm 

as well as the more discussed crop(s) grown on the farm.  ARC-IC is designed for the production 
attributes of the farm. 

● More operators than commonly thought may find it worthwhile to consider ARC-IC. 
● Situations in which ARC-IC is an option to consider include when an FSA farm has (1) yields 

20% or more above the county yield, (2) high production variability, and/or (3) fruits and 
vegetables will be grown over the 2014-2018 crop years 

● When variability of production is the key compensation, ARC-IC will likely be most attractive if 
only 1 FSA farm in a state is elected into ARC-IC and only 1 crop is grown per year on the ARC-
IC farm unit.  If more than 1 FSA farm in a state is elected into ARC-IC or more than 1 crop is 
grown per year on the ARC-IC farm unit, ARC-IC pays on the average experience of all crops 
grown on all FSA farms that compose the ARC-IC farm unit.  Averaging usually reduces the 
probability of a payment when a risk occurs. 

● In summary, this article is not an argument for electing ARC-IC.  It is, however, an argument for 
not dismissing ARC-IC without thinking about the individual FSA farm. 

 
This publication is also available at http://ohioagmanager.osu.edu. 
 



 
 
 
 
 

 
 

The Forgotten Variable:  Yield and the Choice of Crop Program Option 
Carl Zulauf, Ohio State University, and Gary Schnitkey, Jonathan Coppess, and Nick Paulson, 

University of Illinois at Urbana-Champaign 
November 2014 

 
Price is the focus of almost all discussions about the one time irrevocable opportunity to choose 
among Agriculture Risk Coverage - county (ARC-CO), Agriculture Risk Coverage - individual (ARC-
IC), and Price Loss Coverage (PLC).  This article instead focuses on the forgotten variable ▬ yield.  
Yield can play an important role in the decision. 
 
Yield Types Impacting Crop Program Choice 
► Program Yield ▬ fixed yield on file with the Farm Service Agency (FSA) used to calculate PLC 

payments 
■ It is either (1) the updated program yield [90% of 2009-2012 FSA farm average yield], (2) 

current program yield [default yield], or (3) FSA update replacement yield [75% of 2008-2012 
average county yield]. 

► Yield component of ARC benchmark revenue ▬ 5-year Olympic average [removes low and high] 
yield per planted acre in county (ARC-CO) or yield per planted acre for ARC-IC farm unit 

► Yield per planted acre in county or farm ▬ component of crop year revenue for county (ARC-
CO) of ARC-IC farm unit and thus impacts payment by ARC-CO and ARC-IC, respectively. 

 
Yield Consideration I ▬ Updated Program Yield vs. County Average Yield 
► The higher the program yield relative to county average yield, everything else constant; the more 

attractive is PLC relative to ARC-CO. 
► Farm yield data for farms with a complete set of yield data for the 2009-2012 crop years in the 

Illinois Farm Business Farm Management (FBFM) program were used to replicate the updated 
program yield ▬ 90% of the simple average of farm yield from 2009 through 2012.  County yield 
data from the U.S. Department of Agriculture (USDA), National Agriculture Statistics Service 



(NASS) Quick Stats data base (http://www.nass.usda.gov/Quick_Stats/) were used to replicate the 
ARC-CO yield component for the 2014 crop year ▬ Olympic average of yields for 2009 through 
2013 for the county in which the FBFM farm was located.  For 11% of the FBFM farms with corn, 
the replicated program update yield exceeded the replicated ARC-CO yield component (see 
Figure 1).  The comparable number for soybeans was 29% of FBFM farms with soybeans.  
These results for FBFM farms suggest that the ARC-CO yield component will likely exceed the 
PLC program yield for most, but not all, Illinois farms.  Thus, everything else the same, the level 
of yield will likely favor ARC-CO for most farms in Illinois.  

 
Yield Consideration II ▬ Growth in Yield 
► Both ARC programs use a moving average of yield whereas PLC uses the fixed program yield. 
► There is no reason at present not to expect that, given normal weather, yields will continue their 

historical increase through 2018.  As a result, ARC’s yield component and thus benchmark 
revenue should increase on average through 2018. 

► Yield trends vary by crop (see Figure 2).  Thus, at the aggregate crop level, the method used to 
calculate ARC’s yield component has the most value for peanuts and corn and the least value 
for oats and sorghum. 

 
Yield Consideration III ▬ Farm Average Yield vs. County Average Yield 
► ARC-CO and ARC-IC pay on 85% and 65%, respectively, of program base acres.  Thus, for 

ARC-IC to be a competitive option some factor or factors have to compensate for ARC-IC’s 
fewer payment acres. 

► One potential compensation is an ARC-IC yield benchmark component that is (much) higher 
than the ARC-CO yield benchmark component and the PLC farm payment yield.  If 1 program 
crop and the same percent payment rate for both ARC programs are assumed, the ARC-IC yield 
benchmark component needs to be more than 30% higher than the county yield benchmark 
component in order for ARC-IC to pay more than ARC-CO.  Other situations result in a different 
breakeven yield.  Using the Illinois FBFM farm and USDA Quick Stats county data sets to 
replicate ARC-CO and ARC-IC Olympic average yields for the 2008-2012 crops, ARC-IC 
benchmark yield component exceeded ARC-CO benchmark yield component by at least 30% on 
3% and 5% of FBFM farms with corn and soybeans, respectively (see Figure 3).  This simple 
analysis suggests a relatively small number of farms may find ARC-IC of interest due to higher 
farm than county yields. 

► Other potential compensations are a FSA farm with highly variable production and the 
planting of fruits and vegetables on the FSA farm.  These compensations are discussed in 
more detail in the article, “2014 Farm Bill: Making the Case for Looking at ARC-Individual.” 

 
Yield Consideration IV ▬ Variability of Farm Yield to County Yield 
► County yield is usually less variable than individual farm yield because it is an average across 

the diverse array of agro climates, farm management styles, and production systems in a county. 
► However, the relevant variable for comparing ARC-CO and ARC-IC is the variation in the ratio of 

farm and county yield to the 5-year average yield used to calculate the ARC revenue benchmark.  
Average yield also varies, potentially offsetting some variation in farm and county yield.  

► Figure 4 presents for the 1977 through 2012 crops, the average absolute variation in yield for an 
FBFM farm and its associated county relative to the 5-year average for the FBFM farm and 
county.  Due to availability of data, the average is a simple average and not an Olympic average 
of yield.  However, the difference between these two averages is usually small.  For corn, on 
average, farm yield for a year was 18% different than the 5-year average for the farm for that 



year.  It may have been lower or higher, but the average difference was 18%.  In comparison, 
the average absolute difference for corn county yield was 16%, or 11% less variable than farm 
yield relative to the farm average.  Average absolute difference for soybean county yield was 
11%, or 26% less variable than the farm level variability.  These results suggest that on average 
yield variability is higher for corn than soybeans and for a farm than county.  However, the 
difference in variability between farm and county is not huge.  Thus, while higher yield variability 
at the farm level gives ARC-IC an advantage over ARC-CO, especially for corn; the advantage is 
not sizable in Illinois in general.  Moreover, if more than one crop is planted on the ARC-IC farm 
unit or if the producer has more than one FSA farm in a state enrolled in ARC-IC, revenue is 
averaged over all program crops planted on the entire ARC-IC farm unit, further dampening the 
difference between variability for the ARC-IC farm unit and the county. 

 
Summary Observations 
► Price has received most of the attention in discussions over which crop program option to 

choose.  However, yield is also a factor. 
► When examining ARC-IC, a consideration is whether yields on the ARC-IC farm unit are much 

higher than the associated county yields in order to compensate for ARC-IC’s 20% fewer 
payment acres.  A simple analysis suggests a relatively small number of farms may find ARC-IC 
of interest due to higher farm than county yields. 

► Diversification is a common strategy when managing uncertainty.  Thus, farmers with multiple 
FSA farms may want to consider diversifying their farms across programs.  If diversification is 
desired, yield comparisons can be useful in making the diversification decision.  Everything else 
the same, ARC-CO is more attractive for FSA farms when county yield is high relative to the 
FSA’s farm yield and farm payment yield.  PLC is more attractive for FSA farms when farm 
payment yield is high relative to both the county and farm Olympic average yield.   

► Remember future yield is not known with certainty.  It is not unreasonable to expect that yield will 
be below trend in at least one of the 2015-2018 crop years. 

► It is not clear that variability of yield relative to its 5-year Olympic average is all that much larger 
on average in Illinois for the farm than for the county.  This finding suggests consideration should 
be given to how to appropriately assess FSA farm yield variability relative to county yield 
variability. 

► In sum, the various yields that affect payments by a farm program option matter.  How much 
weight should be assigned to these different yields and to yield in general depends on the farmer 
and the farm.  But, to not think about yield is to potentially end up with a misguided farm program 
choice.  

 
The authors thank the Illinois Farm Business Farm Management (FBFM) program for the farm level 
data used in this analysis. 
 
This publication is also available at http://ohioagmanager.osu.edu. 
 
  



 

 
 
 
 

 
 

  



 

 
 
 
 

 
  



 
 
 

 Supplemental Coverage Option (SCO) and Decisions about 
Individual Crop Insurance and Crop Programs 
Carl Zulauf, Ohio State University, November 2014 

 
The Supplemental Coverage Option (SCO) provides farms the option to purchase county level 
insurance that covers part of the deductible under their individual crop insurance policy. 
► Individual insurance must be purchased to be eligible for SCO. 
► SCO is yield (revenue) insurance if underlying individual insurance is yield (revenue) insurance. 
► SCO is not available if either Agricultural Risk Coverage (ARC) version is elected. 
► SCO has a coverage window between 86% and underlying individual farm insurance coverage.  

For example, SCO has a coverage window of 75% to 86% if 75% individual insurance is bought. 
► SCO’s subsidy rate is 65%. 
 
SCO Decision:  The key question in regard to SCO is whether insurance coverage higher than the 
current individual insurance coverage is desired?  If yes, the question becomes, “Does buying SCO 
add coverage that is more cost effective than buying higher levels of individual insurance? 
► Compared with individual farm insurance, county insurance rarely provides as good of insurance 
protection.  Farm and county yield (revenue) rarely change the same.  Farm loss may be higher or 
lower than county loss. Thus, county insurance usually underpays or overpays relative to individual 
farm loss.  Economists call this difference, a county-farm insurance basis risk. 
► By law the U.S. crop insurance program must be actuarially fair in the sense that expected 
insurance payments must equal the premium, where premium includes the farm-paid premium and 
public premium subsidy.  Actuarial fairness implies differences in subsidy levels should translate into 
differences in net insurance payments, at least over a sufficiently long period and across all farms.  
Table 1 compares subsidy levels for SCO and the commonly-purchased enterprise insurance.  SCO 
has a subsidy advantage only at 85% individual insurance (65% vs. 53% subsidy) and thus should 
have a 12 percentage point payment advantage.  However, due to the county-farm insurance basis 
risk (see previous bullet), it is not clear that even at 85% coverage SCO offers more effective 
insurance coverage than 85% enterprise insurance.  
 
Summary Observation:  A key question is if enterprise insurance is available at higher individual 
insurance coverage levels?  In many U.S. counties, 75% is the highest enterprise coverage 
available.  For these counties, SCO provides an option for higher coverage.  If 85% enterprise 
insurance is available, the key question is whether SCO or higher individual coverage is preferred? 
 
SCO may also be a consideration if a farm’s cash flow is constrained.  County insurance is usually 
cheaper than individual insurance because county yield is an average across the diverse agro 
climates, farm management styles, and production systems in a county and thus usually less 
variable than individual farm yield. 
 
This publication is also available at http://ohioagmanager.osu.edu. 
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Payment Limits and Adjusted Gross Income Eligibility 

Carl Zulauf, Ohio State University, and Jonathan Coppess, Gary Schnitkey, and Nick Paulson, 
University of Illinois at Urbana-Champaign 

November 2014 
 
Payment limits may be a bigger issue than in the past because Agriculture Risk Coverage-county 
(ARC-CO), Agriculture Risk Coverage-individual (ARC-IC), and Price Loss Coverage (PLC) are risk 
programs that can make large payments when a risk occurs.  Moreover, the years of large payment 
are not known in advance and the payments may be needed to help with the low revenue resulting 
from the occurrence of a risk.  Payments limits are a technical and legal issue, and this article only 
serves as a starting point.  Any decision on the number of entities receiving payments should be 
made with due diligence, including careful consideration of the business and legal implications, and 
should be discussed with both FSA and a lawyer who is an expert on payments limits.  Also 
addressed in this article is the Adjusted Gross Income (AGI) eligibility criterion.   
 
Title 1 Crop Payment Limits 
► Starting with the 2014 crop year, for all covered program crops except peanuts, applicable 

payments directly or indirectly attributed to a person or legal entity under Title I for any crop year 
are limited to $125,000. 
● Peanuts has a separate $125,000 payment limit for the corresponding payments to a person 

or legal entity. 
● “Covered crops” include corn, grain sorghum, barley, oats, wheat, soybeans, other oilseeds, 

pulses, long and medium grain rice, and peanuts, but, starting with the 2014 program year, 
not upland cotton. 

● This limit covers payments for Agriculture Risk Coverage – County (ARC-CO), Agriculture 
Risk Coverage – Individual (ARC-IC), and Price Loss Coverage (PLC), as well as marketing 
loan gains and loan deficiency payments.  Benefits derived from forfeiting to the Commodity 
Credit Corporation (CCC) the quantity of a crop pledged as collateral for a nonrecourse loan 
are not included in the limit. 

● Generally speaking, payment limit for a person and a spouse is $125,000 each, provided 
both are actively engaged in the farming operation. 

► The Secretary of Agriculture is charged with writing new regulations, subject to comments, 
defining the phrase ‘‘significant contribution of active personal management’ for the purpose of 
identifying members of entities who will be eligible to receive various program payments. 
● Factors the Secretary must consider include (1) size, nature, and management requirements 

of each type of farming operation; (2) changing nature of active personal management due to 



advancements in farming operations; and (3) degree to which potential regulations adversely 
impact the long-term viability of the farming operation. 

● Regulations created under this directive do not apply to individuals or entities comprised 
solely of family members as defined by the Food Security Act of 1985. 

● Regulations created under this directive can apply no earlier than the 2015 program year. 
● The actively engaged eligibility requirement applies only to ARC, PLC, and CTAP (cotton 

transition assistance program.)  Other programs payments will not be affected by this 
mandated review. 

 
Adjusted Gross Income (AGI) Eligibility 
► Starting with the 2014 crop, fiscal, or program year, whichever applies; a person or other legal 

entity cannot receive benefits, including those listed below, if the person or other legal entity has 
a previous 3-year average adjusted gross income (excluding the most recent complete year) that 
exceeds $900,000.: 

(1) ARC-CO, ARC-IC,and PLC payments; 
(2) Supplemental Agricultural Disaster Assistance Program payments to producers of 

livestock, honeybees, farm raised fish, and tree crops; 
(3) marketing loan gains and loan deficiency payments; 
(4) Noninsured Disaster Assistance Payments (NAP); and 
(5) starting with fiscal year 2015, a payment or benefit from conservation (Title II) programs. 

● The AGI eligibility criterion does not prevent a person or legal entity that exceeds the 
applicable 3-year average AGI from getting a nonrecourse loan, but such individuals and 
legal entities are not eligible for marketing loan gains. 

● Adjusted gross income is defined in statutes and regulations. 
 
Assessment of Potential Role of Payment Limits: 
In contrast to recent years, the potential to exceed payment limits is a consideration due to low 
prices or revenues.  As of October 2014, payments were possible by programs for some programs 
and some of these payments were potentially large (see the article, “ARC-CO and PLC Payment 
Indicator for 2014 Crop Year: October 2014 WASDE U.S. Yield and Price.” available at 
http://www.farmdoc.illinois.edu/. 
 
A common argument heard by the authors for electing PLC is that downside price protection is larger 
for PLC than ARC.  Therefore, we will explore this argument by estimating maximum possible 
payments per program acre by ARC-CO and PLC.  Be aware that maximum possible payments per 
program acre are not estimates of expected payments in 2014.   
 
Maximum possible payment per program acre 

by ARC-CO =  (10% times ARC-CO revenue benchmark), and 
by PLC = [(reference price minus loan rate) times (U.S. crop payment yield)]. 

For ARC-CO, the 10% factor is the range of losses covered by ARC-CO:  from 76% to 86%.  ARC-
CO’s maximum possible payment per program acre will likely vary by year because its revenue 
benchmark as the price and yield components used to calculate the revenue benchmark change.  In 
contrast, PLC’s maximum possible payment per program acre does not vary because both the 
reference price and loan rate were fixed by Congress in the 2014 farm bill. Note that for the sake of 
brevity, ARC-IC is not included in this discussion. 
 



ARC-CO’s maximum possible payment per program acre are calculated using the U.S. yields and 
midpoint prices reported in the August 2014 World Agricultural Supply and Demand Estimates 
(WASDE) from the Office of the Chief Economist, U.S. Department of Agriculture.  Again, maximum 
possible payment per program acre is not an estimate of expected payments in 2014. 
 
Because the focus of this discussion is on payment limits, the estimated maximum possible payment 
per program acre are expressed as the number of program acres needed to reach the $125,000 
payment limit.  This calculation takes into account that ARC-CO and PLC pay on 85% of program 
acres.  Specifically, number of acres is calculated as [$125,000 divided by (maximum possible 
payment per program acre times 85%)]. 
 
For all the program crops examined in this article, it takes far more acres to reach the payment limit 
under ARC-CO than under PLC when considering the maximum possible payment per acre that 
each program could make.  To illustrate, for corn, it takes 1,853 acres under ARC-CO but only 642 
acres under PLC to attain $125,000 if the maximum possible payment per acre is made by the 
program.  A key reason for this difference is the 10% cap on payments by ARC-CO. 
 
Note that this comparison assumes no marketing loan gains and loan deficiency payments as well 
as participation in only ARC-CO or PLC, not both.  If a producer participates in multiple programs 
(ARC-CO, ARC-IC, and PLC, for example), the $125,000 limit applies to the combined payments 
from all programs. 
 
Summary Observations 
► Payment limits remain an intensely controversial farm policy issue. 
► From a farm management and ownership perspective, decisions regarding the creation of crop 

program payment entities needs to be made with due diligence and careful consideration of 
business and legal implications.  It is not a decision that should be made quickly or lightly and 
should include discussions with FSA and experts in the legal dimensions of payment limits. 

► Payment limits could be a risk management consideration under the 2014 farm bill because any 
program that makes payments on yield, price, and revenue declines can make large payments. 

► Because ARC-CO has a 10-percentage-point limit on its payment range (76% to 86%), 
maximum possible payment per program acre is notably smaller for ARC-CO than for PLC. 

► A common argument heard by the authors for electing PLC is that downside price protection is 
larger for PLC than ARC.  However, if the FSA farm owner is evaluating program choice from a 
price bearish perspective, consideration of payment limits is a useful addition to the evaluation in 
these situations because payments per acre could be very large. 

► Last, from a broader policy perspective, supporters of payment limits have historically focused on 
tighter payment limits.  This comparison suggests a potentially more important path is to focus 
on limiting a program’s per acre payment by adjusting different payment parameters.   

 
 
This publication is also available at http://ohioagmanager.osu.edu 
 
 



 
 


