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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 



 
 
 
 

 
 


