m THE UNIYERSITY OF GEORGIA -
CoLLEGE oF AGRICULTURAL & 200 8 F m B I I
ENVIRONMENTAL SCIENCES a r I

Education and Implications for Georgia

ACRE- Average Crop Revenue Election

Don Shurley?, Nathan Smith?, and Wes Harris?
1Department of Agricultural and Applied Economics
2 Center For Agribusiness and Economic Development
The University of Georgia

AGECON-FB08-04 Revised March 2009

The farm bill “safety net” under the 2002 Farm Bill consisted of Direct Payments (DP), Countercyclical
Payments (CCP) and the Marketing Loan. The Loan program provides a minimum price for the crop
(Loan Rate) and LDP or Loan Gain when the Loan Repayment Rate is less than the Loan Rate.

The Food, Conservation, and Energy Act of 2008 (the 2008 Farm Bill) allows producers a one-time
opportunity to select an alternative safety net for their farm. Rather than the DCP (Direct and
Countercyclical Payment) Program, producers may elect ACRE (Average Crop Revenue Election).

Overview of DCP and ACRE

Under the DCP program, the producer may plant any and all crops in the mix he/she desires (with
exception of restrictions on fruits and vegetables). There are no acreage controls. This began with the
1996 Farm Bill “Freedom to Farm”. In DCP, DP and CCP are on Payment Acres and based on historical
average yield. These payments are not based on actual plantings and production. All production is,
however, eligible for Loan benefits. LDP/Loan Gain are the only payment on actual production.

ACRE is an entirely new concept and an alternative to the DCP Program. Specifically, under ACRE:

e ACRE Payments will be received on acres actually planted to “covered commodities and
peanuts”. “Covered commaodities” include corn, cotton, grain sorghum, oats, soybeans, wheat,
and minor oilseeds (canola, sunflowers, etc.). Total acres enrolled in ACRE cannot be more than
the total Base acres on the farm. Total acres planted may exceed Base Acres. If total acreage
planted to covered commodities and peanuts exceeds Base acres, the producer may select the
guantity of acres by crop to enroll in ACRE. This selection can change each year as needed.

o Direct Payments will still be made on Payment Acres as under DCP but at 80% of the DP Rate.

e All acres and production of covered commodities and peanuts are still eligible for Marketing Loan
but at 70% of the Loan Rate.

The Average Crop Revenue Election (ACRE) Payment is similar to the Countercyclical Payment (CCP)
except that payments are also tied to yield whereas CCP is tied only to price (MYA). Payment is received
when revenue, not price, falls below a specified amount.

The ACRE election applies to the farm, not to individual crops on a farm. All covered commodities and
peanuts on a farm must be either all in DCP or all in ACRE. ACRE Payments are made on an individual
crop basis if eligible based on revenue tests.

Election of the ACRE Alternative

Producers will make a one-time irrevocable election to enroll in ACRE or continue to receive payments
under the DCP program. The election will be for all covered crops and peanuts on a farm and the
election may be made for 2009-2012 crops, 2010-2012, 2011-2012, or 2012 only.
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For producers having multiple farms, the ACRE decision may be made on a farm by farm basis. Some
farms may remain in DCP while others may be enrolled in ACRE.

USDA will provide guidelines and notice of deadlines to make each of the 4 enrollment options. The
enroliment deadline for 2009-2012 election is June 1, 2009. Farms already enrolled in DCP may switch
to ACRE if done so by the deadline. All producers on a farm must make the election and the election
applies to all producers on a farm-- the choice is for all crops on the farm and all producers on the farm
for the time period selected. Failure to make an election as required will default to the farm remaining in
the DCP program.

Eligibility Tests for ACRE Payments
Average Crop Revenue Election (ACRE) Payments are made when 2 conditions or tests are met:

o |If the Actual State Revenue for the crop is less than the ACRE Program Guarantee, AND

e |f the Actual Farm Revenue for the crop is less than the ACRE Benchmark Revenue for the crop.
To be eligible for an ACRE Payment, the farm revenue condition for the crop must be met but Payment is
received only if the state condition for the crop is also met.

ACRE State Program Guarantee. The Program Guarantee is 90% of the state “Olympic” average (OA)
yield per planted acre for the most recent 5-years (excluding the high and low years), multiplied by the US
average price received (MYA price) for the previous 2 crop years.

Actual State Revenue. For the crop and year, the Actual State Revenue will be the actual state yield per
planted acre for the year multiplied by the actual market year average price (MYA) for the crop for the
year or 70% of the Loan Rate, whichever is higher.

ACRE Farm Benchmark Revenue. For each crop on the farm, a Benchmark Revenue will be established
each year. The Benchmark Revenue will be the “Olympic” average farm yield per planted acre for the
previous 5 years (excluding the high and low years), multiplied by the US average price received (MYA
price) for the previous 2 crop years plus the per acre crop insurance premium paid that year for the crop.

Actual Farm Revenue. The Actual Farm Revenue for a crop will be the farm’s actual yield per planted
acre for the year multiplied by the US market year average price (MYA) for the crop for the year or 70% of
the Loan Rate, whichever is higher.

Table 1 is a non-irrigated cotton example based on preliminary USDA yield and price data applicable for
ACRE in 2009. The preliminary 5-year Georgia OA Yield (dropping the high and low years and averaging
the remaining 3) is 721 Ibs/acre (based on 2003-2007 data). The preliminary 2-year US MYA price is
estimated 54.2 cents/Ib. The State Guarantee would be $351.70/ac (90% of the yield times the price).

Assume the farm has a 5-year OA non-irrigated cotton yield of 726 Ibs/acre planted. Multiplying this yield
times the MYA price and adding the crop insurance paid for 2009 gives a Farm Benchmark Revenue for
2009 of $410.49 per acre.

Table 1. Non-Irrigated Cotton, 2009 Example of ACRE Guarantee and Farm Benchmark Revenue

Previous 5 Years
2004 2005 2006 2007 2008 2009
Prelim. 5-Yr State OA Yield/Planted Acre 640 791 695 709 N/A 721
Preliminary 2-Yr MYA Price .593 490 .542
ACRE Guarantee (90% Yield x Price) $351.70
Example 5-Yr Farm OA Yield/Planted Acre 670 778 700 700 800 726
2-Yr MYA Price .542
Crop Insurance Premium Paid $17.00
ACRE Farm Benchmark Revenue $410.49
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Eligibility. An ACRE Payment will be received if Actual Farm Revenue is less than the Farm Benchmark
Revenue and if Actual State Revenue is less than the State Guarantee.

Changes in the ACRE Program Guarantee. The State Program Guarantee for a given year cannot
increase or decrease more than 10% from the previous year’s Guarantee. This along with the OA
calculation, prevents coverage offered by ACRE from being impacted by wide swings in price and yield.

ACRE Payments
When available, ACRE Payments are received on 83.3% (2009-2011) or 85% (2012) of the eligible
planted acres of the crop. Total planted acres of all crops enrolled in ACRE cannot exceed the total Base
acres on the farm.

When both State and Farm tests for revenue loss are met, an ACRE payment will be made. Table 2
illustrates further the example using the State Guarantee and Farm Benchmark Guarantee from Table 1.
In this example in Table 2, Actual State Revenue is less than the State Guarantee and Actual Farm
Revenue is less than the Farm Benchmark Revenue. Both revenue tests are met.

The ACRE Payment is:
The lesser of
the State Guarantee minus the Actual State Revenue or 25% of the State Guarantee,
Multiplied by the ratio of the farms OA Yield and the state OA vyield.

In this example, the Actual State Revenue is $341.90 per acre-- $9.80 less than the Guarantee. The farm
OA Yield from the previous 5 years is 726 Ibs compared to the state OA Yield of 721 (Table 1) or a ratio
of 1.007 (100.7%). The ACRE Payment will be $9.87 per acre ($9.80 x 1.007). This payment would be
received on 83.3% of 2009 eligible planted acres.

Table 2. Non-Irrigated Cotton, 2009 Hypothetical Example of Actual Revenues and ACRE Payment

Actual Guarantee or Test Met
Benchmark
Actual State Yield Per Acre Planted 650
Higher of MYA Price or 70% of Loan Rate .526
State Revenue $341.90 $351.70 Yes
Actual Farm Yield Per Acre Planted 690
Higher of MYA Price or 70% of Loan Rate .526
Farm Revenue $362.94 $410.49 Yes
Lesser of (State Guarantee — Actual) or 25% of Guarantee $9.80
Ratio of Farm OA Yield to State OA Yield 1.007
ACRE Payment Per Acre $9.87

Timing of Payments. ACRE Payments will be made as soon as possible but not earlier than October 1
after the completion of the crop marketing year. There are no partial or advance payments.

Acres and Yields

Total acres planted to all crops enrolled in ACRE may not exceed the total Base of all crops on the farm.
Total acres planted of a crop may exceed the acres enrolled in ACRE. Actual Farm Revenue for a crop is
based on the farms Actual Yield for that crop. In the case where total acres planted of a crop exceed the
acres of that crop in ACRE, FSA will determine how Actual Yield will be calculated.

The Farm Benchmark Revenue is based on a 5-year moving average of the farms actual yields for the
crop. If the farm lacks a 5-year history of yield, FSA will determine how to implement this provision.
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In states where at least 25% of a crop is irrigated or not irrigated, a Program Guarantee yield for both
irrigated and non-irrigated is established. In Georgia, this will be the case for corn, cotton, grain sorghum,
and peanuts. In such instances where separate state OA yields are established, separate farm OA
irrigated and non-irrigated yields must also be determined and separate Benchmark Revenue
determined.

Making The Decision

e Under the DCP program, DCP (Direct and Countercyclical Payments) are received on Payment
Acres. Payment Acres are 83.3% of Base Acres (2009-2011) for DP and 85% of Base Acres for
CCP (2008-2012) and DP (2008 and 1012). All acreage and production is eligible for Loan.

e Under ACRE, DP is made on Payment Acres at 80% of the DP Rate. ACRE Payments are
received on 83.3% of planted acres (2009-2011) and 85% (2012). All acres and production is
eligible for Loan at 70% of the Loan Rate.

The producer(s) on a farm must make a one-time irrevocable election to continue with DCP or select
ACRE. Which safety-net will be best for the farm will depend on Base acres, expected acres to be
planted over the period, expected yields and prices, and how actual farm yields relate to state yields.

In the 2009 example illustrated, an ACRE payment of $9.87 would be received on 83.3% of cotton acres
planted and enrolled in ACRE. The farm would receive Direct Payments (DP) of 5.34 cents/lb (80% of
the 6.67 cents DP rate) on 83.3% of Payment Acres, and eligible for the Marketing Loan at 36.4 cents per
pound (70% of the 52 cents/Ib Loan Rate) with LDP and Loan Gain calculated at that 70% rate.

Payment Limitations

In general, for producers participating in the ACRE program, the payment limit on Direct Payments in total
for all crops excluding peanuts is $32,000 ($40,000 reduced by 20%) per person or legal entity per crop
year. The payment limit on peanuts is a separate $32,000 per person or legal entity.

In general, for producers participating in the ACRE program, the payment limit on ACRE Payments in
total for all crops excluding peanuts is $73,000 ($65,000 + $8,000 reduction in DP) per person or legal
entity per crop year. The payment limit on peanuts is a separate $73,000 per person or legal entity.

For producers with multiple farms—some in ACRE and some in DCP, the lower $32,000 limit on DP will
apply. The limit on combined total ACRE and CCP will be $73,000 (excluding peanuts).

Definitions, conditions, and specific technical regulations regarding payment limitations are best
addressed by the Farm Service Agency.
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