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Abstract

Authorized by the 2008 Farm Act, the Average Crop Revenue Election (ACRE) program
isthefirst revenue-based, income-support program that calculates payments using recent
market prices and a producer’s actual plantings. The payments are triggered when a
farm’s revenue and State revenue (price multiplied by yield per planted acre) fall below
acalculated guarantee for a crop. By contrast, other income-support programs are based
on legidated rates and support levels, computed using a farn's base acres and payment
yields. Had the ACRE program been available during crop years 1996-2008, this report
shows that farmers would have benefited more from participating in 2002 Farm Act
programs than in the hypothetical ACRE program. The report further suggests that, for
2009-12, producers of corn, soybeans, wheat, and rice are likely to benefit more from the
ACRE program than from the price-based, income-support programs. Initial enrollment
data suggest that factors aside from expected market prices and yields entered into the
enrollment decision such as producer risk preferences and initial learning and negotiation
costs. Data indicate that about 8 percent of farms with almost 13 percent of digible base
acres elected to participate in ACRE, which is less than might be expected given price-
and yield-based analysis alone.

Keywords: Average Revenue Crop Election, ACRE, 2008 Farm Act, farm hill,
commodity programs, risk management, income support, ERS, USDA
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Summary

Authorized by the 2008 Farm Act, the Average Crop Revenue Election (ACRE)
program isthe first Federal agricultural income-support method to be based on
agricultural revenues and planted acres. Income-support programs continued
from the 2002 Farm Act, such as direct and counter-cyclical payments, are
based on legidated rates and a farm’s base acres. ACRE is arevenue guarantee
program that farmers can select as an alternative to counter-cyclical payments.
Producers had until August 14, 2009, to eect to participate in ACRE for 20009.

What Is the Issue?

U.S. farmers eligible for the ACRE program face several unknowns because
the program requires farmers to make assumptions about farm and State
yields and commodity prices before deciding whether to participate in the
program. Some may prefer payment certainty by remaining in a program
with which they feel comfortable.

What Did the Study Find?

Initial enrollment data as of October 2009 indicate that about 8 percent of
farms with almost 13 percent of digible base acres eected to participate in
ACRE, which isless than might be expected given price- and yield-based anal-
ysis. However, enrolled producers must incur initial learning and negotiation
costs and must forgo 20 percent of direct payments. These costs may be larger
than the expected ACRE benefits for some producersin 2009 and beyond. As
expected, ACRE enrollment isin regions that typically grow whest, corn, and
soybeans. The three crops comprise 96 percent of crops planted on ACRE-
enrolled acreage. Remaining producers of digible crops who did not elect to
enroll in ACRE can ill enrall in any of the next 3 years (until 2012), but those
who do enroll must remain in the program through 2012.

ERS researchers applied ACRE requirements to program-eligible crops from
1996 to 2008 and analyzed whether farmers would have benefited more from
participating in ACRE or in the 1996 and 2002 Farm Act programs during
that time. They found that total payments under the 1996 and 2002 Farm
Act programs exceeded estimated total ACRE program payments every

year except 1996 and 1997. While most producers would have been better
off participating in 1996 and 2002 Farm Act programs than in the ACRE
program in 1996-2008, this may not be the case in crop years 2009-12. The
prices used to calculate the initial ACRE revenue guarantees include the
historically high commodity prices of 2007 and 2008. Thus, Government
payments are likely to be higher for many farmers electing ACRE than for
those who retain the 2002 Farm Act set of payments.

By participating in ACRE, an agricultural producer forgoes counter-cyclical
payments and is subject to a 20-percent reduction in direct paymentsand a
30-percent reduction in marketing loan rates. Despite these tradeoffs, many

U.S. farmers may find ACRE attractive, particularly farmers who are producing
crops—such as corn, wheat, and soybeans—for which market pricesare
projected to be high relative to historical levels. Producers of those crops are
unlikely to be digible for counter-cyclical payments and marketing loan benefits.
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Agricultural producers must consider two less quantifiable costs when deciding
whether to eect to participatein ACRE: (1) the learning costs associated

with the new revenue-based program, and (2) the negotiation costs due to the
requirement that all producers/landowners in the farm operation must agree

to participate. These factors will differ across producers and could discourage
participation in ACRE.

ACRE payments are crop-specific and are based on planted acres of all farm-
program-€ligible crops on a participating farm. Eligible crops include wheat,
corn, barley, grain sorghum, oats, upland cotton, long-grain and medium-
grain rice, peanuts, pulse crops, and soybeans and other oilseeds. Payments
are based on a“moving” 2-year average of market prices and on 5-year
Olympic averages of yidlds. ACRE payments are triggered when both the
farm and State revenues fall below benchmark levels. (An Olympic average is
a5-year average that “drops’ the highest and lowest values.)

Two ACRE program generalities are evident. First, farms with yields that
are positively correlated with State yields are more likely to receive ACRE
payments given the dual-payment criterion. Second, the revenue guarantee
(called the State ACRE Guarantee, or SAG) will follow relatively current
market prices, high and low. As pricesrise (fall), the SAG will increase
(decrease), although by no more than 10 percent from one year to the next,
regardless of changesin commodity prices or yields.

Given the relatively high initial SAG and projected crop prices, producers

of wheat, corn, soybeans, and rice could qualify for payments under ACRE
if they experience even asmall decline in price or yield, which could offset
most of the forgone direct payments. However, for farms that expect to
receive counter-cyclical payments and marketing-loan benefits (upland cotton
and peanut producers, for example), ACRE payments are unlikely to offset
both the forgone payments and marketing loan benefits.

How Was the Study Conducted?

ERS researchers applied ACRE reguirements to program-éligible crops from
1996 to 2008 and analyzed whether farmers would have benefited more
from participating in the ACRE program or in the 1996 and 2002 Farm

Act programs during that time. The researchers then projected their find-
ingsinto crop years 2009-12. The historical costs were estimated for ACRE,
assuming State-level historical production. The analysis was based on an
indepth review of the 2008 Farm Act rules and regulations for ACRE. Data
on planted acreage, production, prices, and enrollment from USDA'’s National
Agricultural Statistics Service and Farm Service Agency were used to Smu-
late farm-level and aggregate impacts of ACRE.
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Introduction

Introduced in the 2008 Farm Act, the Average Crop Revenue Election (ACRE)
Program is anew commaodity program for crop producers that focuses on
revenue risk by incorporating current State and farm revenuesinto the payment
structure. The program, administered by USDA’'s Farm Service Agency (FSA),
reduces the risk of revenue deficiencies for participating producers by providing
variable income-support payments by crop to producers based on national

prices and State- and farm-level yields! Once enrolled, direct payments and 1A producer is an owner, operator,
marketing loan rates are reduced by 20 and 30 percent, respectively, in landlord, tenant, or sharecropper who
exchange for potential ACRE benefits. The ACRE program is available begin- sharesin therisk of producing acrop and
ning with the 2009 crop year as an alternative to the counter-cyclical payment Isentitied to sharein the crop avalable

for marketing from the farm, or would
(CCP) program for those producers who choose to eect ACRE and then annu- have shared had the crop been produced.

ally enroll in the program.

Primary ACRE enrollment factorsto be considered by an agricultural
producer include:

* price expectations

* yidld expectations

» State- and farm-level yidld correlation

« cash flow changes associated with reduced 2002 Farm Act program

payments? 2In this report we use the phrase
“2002 Farm Act programs” to refer to
» producer risk preferences the set of commodity programs (direct
payments, counter-cyclical payments
« initial learning and negotiation costs associated with eecting ACRE. and marketing loan benefits) that were

available under the 2002 Farm Act and
continue in the 2008 Farm Act.
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Catalysts for a Commodity Program
That Addresses Revenue Risk

The Food, Conservation, and Energy Act of 2008 became law in June

2008 and governs agriculture, conservation, nutrition, and rural develop-
ment programs through 2012. Within the 2008 Farm Act, Title | commodity
programs provide the primary source of income support for program crop
producers. Title | commodity programs and Title X11 crop insurance repre-
sent about 22 percent of projected Farm Act spending (fig. 1).

Prior to the 2008 Farm Act, the U.S. agricultural sector experienced a period
of high income in 2002-07 when the 2002 Farm Act was in force.3 Farm net
cash income exceeded pre-2002 records each year from 2003 onward,
reaching arecord high of more than $90 billion in 2008. High income was
primarily driven by high commodity prices during this period (fig. 2).

Commaodity program payments also contributed to producer income.
However, at price levels well above fixed target prices, the capability of the
2002 Farm Act commodity programs (based on statutory prices) to address
risk fell due to decreased frequency and size of payments. Decoupled
programs such as direct payments (DP) provided a consistent level of income
support in excess of $5 billion per year to eligible producers. In contrast,
price-based marketing-loan benefits and counter-cyclical payments fluctu-
ated with prices and were important revenue sources in 2003-06, especially
for upland cotton, peanuts, and corn (fig. 3). The importance of marketing
loan benefits and counter-cyclical payments began to diverge after 2006 for
different crops, as grain and oilseed pricesincreased more relative to fixed
target prices and loan rates than did upland cotton and peanut prices. In
2007, farmers with historic base acres or who were producing upland cotton
or peanuts were the primary recipients of price-based commodity payments

Figure 1

Farm programs account for about 22 percent of Farm Act
budget allocations FY 2008-17

Other—1%

Commodities

Crop insurance

Nutrition Conservation

Source: USDA, Economic Research Service using Congressional Budget Office estimates.

2

Factors Influencing ACRE Program Enrollment / ERR-84

Economic Research Service/USDA

3The Farm Security and Rural
Investment Act of 2002 legidated
commodity programs from 2002 to 2007.



Figure 2

Crop cash income and key expenses, 2002-09
Billion dollars

200 1

Crop sales

150

Net cash income
100

50 Fertilizer/seed/lime

Government payments
1 1

0 1 1 1 1 1 1
2002 2003 2004 2005 2006 2007 2008 2009

2009 forecast.
Source: USDA, Economic Research Service, Farm Income and Cost Data.

Figure 3
Commodity program payments, 2002-09
Billion dollars
20 A
I Marketing loan benefits
[ counter-cyclical payments
15 - Ml Direct payments

2002 2003 2004 2005 2006 2007 2008 2009
2009 forecast.

Source: USDA, Economic Research Service, Farm Income Data, 2009.

such as counter-cyclical payments and marketing-loan benefits. Those
payments amounted to approximately one-third of all commaodity program
payments.

As price-based commadity support payments decreased for many producers
(particularly of grains and oilseeds), producers input costs also were
increasing. Key inputs such as fuel, fertilizer, and seed followed commodity
price trends (fig. 2). The 2008 fertilizer costs alone were double the 2002
costs. From 2002 to 2008, commodity prices were volatile. Thus, when the
2002 Farm Act was to end in 2007, crop producers faced relatively large,
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volatile crop revenues and input costs with small Government payments.
Price-based income-support programs designed to serve as income “safety
nets’ were not providing payments that were correlated with farm revenue,
or the payments were small relative to operating costs.

The ACRE program’sinclusion in the 2008 Farm Act occurred in an agri-
economic environment of volatile, high prices and rising costs. In 2006,
USDA held a series of farm-bill discussions to solicit opinions of producers
and other industry stakeholders about the future of farm policy.* Some
participants saw the strong financial situation as an opportunity to shift
farm-bill spending away from commodity programs to focus on conserva-
tion, nutrition, and energy programs. Most farm groups on the other hand,
argued that the commodity programsin the 2002 Act worked well and
should not be changed significantly. The National Corn Growers
Association (NCGA) was a primary commodity group arguing for major
changes, citing that payouts from marketing-loan benefits and counter-
cyclical payments did not correlate with farm revenue changes. The NCGA
argued for payments based on revenue changes.

USDA announced a set of farm-bill proposalsin January 2007 based on the
discussions. The USDA proposals called for making U.S. agricultural
commodity programs more market oriented and more compatible with World
Trade Organization (WTQO) commitments by switching support to decoupled
direct payments and eliminating the fruit and vegetable planting restrictions on
base acres. While the ACRE program has evolved from original proposals for a
counter-cyclical revenue ass stance program, the legidative outcomein the
2008 Farm Act isthefirst U.S. revenue-based farm payment program. The
ACRE program is not a substitute for current crop revenue insurance products,
but is an addition to existing agricultural income-support programs.®

4
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4USDA farm-bill forum comments
from producers and other stakeholders
can be found at http://www.usda.gov/
wps/portal/usdafarmbill ?contentidonly
=true& contentid=2006/03/0106.xml/.
(Accessed January 2009).

SFor further discussion of how
the ACRE program was created, see
Zulauf, Carl R., Michael R. Dicks,
and Jeffrey D. Vitae. 2008. “ACRE
(Average Crop Revenue Election)
Farm Program: Provisions, Policy
Background, and Farm Decision
Analysis” Choices, Vol. 23, No. 3 (3rd
Quarter 2008):29-35.



Opportunity Costs and Payment Scenarios

Agricultural producers had the opportunity to elect to participate in ACRE
beginning in August 2009. Participantsin the ACRE program are digible for
State-based revenue coverage that reflects recent yields and recent national
prices for designated program crops (see appendix A for additional program
details).8 ACRE payments can be triggered by a decrease in national prices or
reported State yidds (fig. 4). Enrolled producers will receive ACRE payments
when both State-level and farm-level payment triggers are met (see box,
“ACRE Definitions,” p. 29). The participation decision depends on the amount
and variability of expected ACRE payments compared with 2002 Farm Act
programs, as well as the producer’s risk tolerance.’

The ACRE program’s 20-percent reduction in guaranteed income through
direct payments reduces the incentive for producers with high-valued base
acresto participate in ACRE. Direct payments for producers with rice base
acres, for example, are almost $100 per base acre (fig. 5). These producers
will incur amuch higher financial penalty for eecting to participatein ACRE
than producers with oats base, who receive average direct payments of $1 per
base acre, or for producers with pulse (dry peas, lentils, chickpeas) base, who
get no direct payments. Figure 6 indicates that direct payments are highest
along the Mississippi River, along the Gulf Coast, and in central California.
Producersin these regions are less likely to elect to participate in ACRE.

Figure 4
ACRE Payment Determination Process

SEligible crops include wheat, corn,
barley, grain sorghum, oats, upland
cotton, long-grain and medium-grain
rice, peanuts, and pulse crops (dry pess,
lentils, small and large chickpesas), and
soybeans and other oil seeds (sunflower
seed, canola, rapeseed, safflower,
mustard seed, flaxseed, crambe, and
sesame seed). These commodities
are generally referred to as “covered
commodities and peanuts’ within the
farm bill legislation.

7Some producers may choose to
enroll in ACRE even though expected
ACRE payments may be |ess than 2002
Farm Act program payments because
the ACRE program has the potential
for reducing revenue variability. Other
producers may have a preference for
payment certainty (direct payments)
and for staying in a program with
which they feel comfortable.

This schematic illustrates how ACRE payments are determined on an annual basis for each program crop. In this example, we will
follow the process for corn on an enrolled farm for 1 crop year. To receive ACRE payments, both the State-level process and the
farm-level process must trigger payments as indicated by a “Yes” result across both processes within the schematic.

Corn ACRE Payment Determination

State-level process

Farm-level process

Establish corn actual State
revenue [State yield per planted
acre x (greater of: 12-month
national average corn price or
reduced loan rate)]

Establish corn actual farm
revenue [Reported commodity
farm yield x (greater of: 12-month
national average corn price or
reduced loan rate)]

Established corn l l
State ACRE

Established corn
farm ACRE

benchmark revenue
[(5-year Olympic
average farm yield x
2-year national
average price) + crop
insurance premium]

Is actual farm
revenue < farm
ACRE guarantee
revenue?

Corn ACRE payment made to producer(s) [lesser
of: (SAG-actual State revenue) or (0.25 * SAG)] x
0.833 (0.85 for 2012) x farm productivity ratio

Guarantee (SAG)
[0.9 x (State 5-year
Olympic average yield
per planted acre x

2-year national /
average price)]

Is actual State
revenue < State
ACRE Guarantee?

Corn ACRE payments
NOT made to any
producers in State

Corn ACRE payments
NOT made to this
producer

See box, “ACRE Definitions,” in appendix A.
Source: USDA, Economic Research Service analysis.
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Figure 5

Value per base acre of direct and counter-cyclical payments,
2008 Farm Actl

Upland cotton

Corn

Wheat
Sorghum
Soybeans
Ml Direct payment

Barley [ W Maximum counter-cyclical payment

Sunflower

0 20 40 60 80 100 120 140 160 180 200

Dollars per base acre
1Assumes national average payment yields for direct and counter-cyclical payments.
Maximum counter-cyclical payments assume 2009 target prices.
Source: USDA, Economic Research Service analysis using data from USDA, Farm Service Agency.

Rice, cotton, and peanuts with high-valued base acres are typically produced
in these regions.

Marketing loan rates are reduced by 30 percent for ACRE participants. This
reduction virtually eliminates any expected marketing-loan gains or loan-
deficiency payments for any crop. However, the loan program will continue
to assst ACRE participants who need funds for cash flow or tax management
reasons, but want to delay selling their commodity.

Market prices for the mgjor crops (corn, whesat, soybeans, rice, and upland
cotton) were relatively high over the last several years and are projected to
remain at these levels over the next 10 years (USDA, Office of the Chief
Economigt, 2009). High market pricesin 2007/08 and 2008/09 mean that the
2009/10 ACRE guarantee price iswell above target prices and marketing loan
rates for many maor ACRE-€ligible commodities (table 1). With effective
target prices of $2.35 for corn, $5.56 for soybeans, $3.65 for wheat,? and $8.15
for rice, prices would need to decline significantly from these projected
2009/10 levelsto trigger counter-cyclical payments (CCPs) for corn, soybeans,
wheat, and rice (fig. 7). Producers with upland cotton and peanut base acres
would expect to receive counter-cyclical payments and possibly marketing loan
benefits, which would reduce their incentive to enroll in ACRE.

6
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is $3.40 per bushel in 2009.



Figure 6
Projected direct payments per base acre under the 2008 Farm Act

Dollars per base acre

0-15

16-25
W 26-35
B 36-50
B -5

Source: USDA, Economic Research Service analysis of data from USDA, Farm Service Agency.

Table 1
Preliminary ACRE guarantee prices compared with projected prices and other program support prices
2009/10 Acre guarantee Effective 2009 2009 marketing
projected price price estimate target pricel loan rate

Corn (bu) $3.50 $4.13 $2.35 $1.95
Grain sorghum (bu) $3.00 $3.64 $2.22 $1.95
Barley (feed) (bu) $2.80 $4.09 $2.00 $1.85
Soybeans (bu) $9.40 $10.05 $5.36 $5.00
Wheat (bu) $5.20 $6.63 $3.40 $2.75
Long-grain rice (cwt) $12.50 $13.70 $8.15 $6.50
Medium- and short-grain rice (cw.) $20.00 $19.15 $8.15 $6.50
Upland cotton (Ib) $0.54 $0.54 $0.65 $0.52
Peanuts (Ib) $0.21 $0.22 $0.23 $0.18

Note: Bu = bushel; cwt = hundredweight; Ib = pound.
1Target price minus direct payment rate.

Sources: USDA, Farm Service Agency, Preliminary and Final Average Crop Revenue Election (ACRE) Guarantee Prices for 2009 Compared
With 2009/10 Price Forecasts, August 31, 2009 update (http://www.fsa.usda.gov/Internet/FSA_File/acre_prices_values_update.xls). Accessed
September 10, 2009.
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Figure 7
Historical and forecast average U.S. prices, selected crops, 1990-2018

Dollars/bushel, dollars/cwt (rice) Dollars per pound (upland cotton)
18+ . r0.8
Upland cotton Rice
167 0.7
147 0.6
12
r0.5
10+
Soybeans 0.4
8,
6] Wheat 0.3
4 . . S Y4
I Corn
0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T O

1990 92 94 96 98 2000 02 04 06 08 10 12 14 16 18
2009-18 forecast.

Source: USDA, National Agricultural Statistics Service, and USDA, Office of the
Chief Economist (2009).

Other important costs and benefits that will be considered in the net expected
ACRE benefit calculations include learning and negotiation costs and benefits
from reduced revenue risk exposure. The ACRE program is new, and learning
costs will be incurred when developing a sound understanding of program
details and State and farm yield dynamics. Farmers may not have an apprecia-
tion of how their farm revenues are related to State-level revenues.

All landowners and operators on the farm must agree to elect ACRE.
Negotiation costs will increase as the percentage of rented land, the
complexity of lease arrangements, and the value of base acreage increases.
Direct payments have been found to increase land values, and some
landowners with high-value base acreage may be reluctant to accept the
20-percent reduction in direct payments.

An important benefit that potentially offsets the learning and negotiation
costsis the reduction in revenue risk resulting in ACRE enrollment. Thereis
value associated with annual reduction in revenue risk, even if net expected
ACRE payments are less than expected 2002 Farm Act payments. These
costs and benefits are difficult to quantify and are not included in the anal-
ysis. However, they are likely to be significant factors in a producer’ s deci-
sion to elect to participate in ACRE or not, and the weight given to each will
vary across producer risk preferences.
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Complex Program Results in a Variety
of Payment Outcomes

ACRE is acomplex support program that can result in avariety of payment
outcomes depending on producer, State, and market characteristics. This
section uses two scenarios with key price and yield expectations to illustrate
ACRE payment outcomes and to expand upon the associated monetary-based
opportunity costs of enrollment for two selected commodities (corn and
upland cotton) at the farm level .9

Each scenario estimates the net monetary benefit from participating in
ACRE. Net benefits include estimated 2002 Farm Act program payment
tradeoffs. The ACRE program is a counter-cyclical payment substitute; there-
fore, CCPs are forfeited. The CCP tradeoff value is based on 100 percent of
the effective target price since the decision not to enroll in ACRE preserves
2002 Farm Act program benefits. ACRE participants will continue to receive
80 percent of direct payments. ACRE participants eligibility for marketing-
loan benefits also continues; however, the loan repayment ratest® must be less
than 70 percent of the marketing loan rate for marketing loan benefits
(MLBs) to trigger. Marketing loan gains and loan deficiency payments for a
producer enrolled in ACRE would equal the margin between the loan repay-
ment rates and the reduced marketing loan rates. The marketing loan program
would continue to benefit ACRE participants with some short-term credit at
favorable interest rates. Non-ACRE producers will continue to receive MLBs
when market prices are less than the marketing loan rate.

Scenario A: Given the nature of agricultural production and the positive
correlation in yields across farmersin aregion, it is common that a State

may experience yield shocks with substantial differences between actual and
expected yield. For example, in 1998, corn yield per planted acre in Georgia
was 37 percent below the national yield. In 2001, it was 57 percent greater
than the national average yield per planted acre. Depending on the State's
position within the national and global supply, State-level yield shocks may or
may not have large impacts on national market prices.

In this scenario, we assume the State-level weather-related yield shocks do
not impact national (global) market prices for the various respective crops.
For corn, this assumption is unlikely to be the case for the Corn Belt States,
lowa and Illinoisin particular, but is certainly possible for States in periph-
eral corn-producing regions (Cooper, 2009a). For U.S. cotton-growing
regions, the relatively low price-yield relationships suggest that State-level
cotton yield shocks will have arélatively low impact on prices. With stable
commodity prices, ACRE payments are likely to be triggered by low yields if
both State and farm revenues fall below guarantee levels.

Positive correlation between farm and State average yieldsis critical to ACRE
payment outcomes. Coble estimates that, nationally, corn farm-level revenue
has a correlation coefficient of almost 0.5 with State-level revenue (Coble,
2009). The correlation coefficients for wheat and soybeans are around 0.4,
whereas the cotton correlation coefficient is 0.34.11 As correlation decreases,
the likelihood that the State and farm will both trigger ACRE paymentsin a
particular year is lower.
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chastic, and are used solely to illustrate
ACRE payment outcomes with certain
agricultural expectations. They do not
take into consideration guarantees
calculated separately for irrigated and
nonirrigated land.

10Rate at which farmers are allowed
to repay their loans when market prices
are below the commodity loan rate.
This lower repayment rate is based on
the posted county prices (PCPs) for
wheat, feed grains, or oilseeds; on the
adjusted world price for rice or upland
cotton; and on the national posted price
for peanuts. Any accrued interest on the
loan iswaived.

UThefigures are inferred from
revenue simulations based on State-
and farm-level yield and price vari-
ability in 1980-2009.



A State-level yield shock scenario for both corn and upland cotton produc-
tion within the State for 2009-12 with the yield shock occurring in 2010 and
2011 isillustrated in table 2 (see appendix B for full 2009-12 details). In this
scenario, both crops trigger ACRE payments at the State level in 2010 and
2011 when yield shocks are incurred. The SAG in 2012 declines because the
2010 and 2011 yield declines are incorporated into the SAG calculation. The
resulting decline in the SAG, however, is limited by the 10-percent constraint
on the change in the SAG in any year. The 2012 corn and upland cotton SAGs
are $701 ($696 unconstrained) and $447 ($437 unconstrained), respectively.

Farmer A receives corn ACRE paymentsin 2011 and upland cotton payments
in 2010-11. In 2010, Farmer A's corn yields are not as low as State yields. The
farm-level payment criterion is not triggered, and Farmer A does not receive
an ACRE corn payment for 2010. In 2012, Farmer A's actual corn revenue
and cotton revenue are both below the farm ACRE benchmark revenue level;
however, ACRE payments are not triggered at the State level.

ACRE payments triggered at the State level, but not at the farm level, are not
expected to be common. The SAG is 90 percent of the ACRE guarantee price
multiplied by the ACRE benchmark State yield. By contrast, the farm-level

Table 2
Scenario A: State-level yield shocks in 2010 and 20111
Yield shocks Corn Upland cotton
2010 2011 2012 2010 2011 2012
State assumptions
ACRE price $5.35 $5.40 $5.23 $0.60 $0.59 $0.58
Actual yield/planted acre 105 98 172 500 600 964
Actual State revenue $561.75 $529.20 $899.56 $300.00 $354.00 $559.12
ACRE guarantee price $5.28 $5.33 $5.38 $0.59 $0.61 $0.60
Benchmark State yield/planted acre 163 163 144 920 904 817
State ACRE Guarantee (SAG)? $772.26 $779.58 $701.10 $490.59 $496.30 $446.67
ACRE payment rate $193.07 $194.90 $.00 $122.65 $124.07 $.00
Farm assumptions
Planted acreage 100 100 100 100 100 100
Actual farm yield/planted acre 171 150 172 850 950 960
ACRE price $5.35 $5.40 $5.23 $0.60 $0.59 $0.58
Actual farm revenue/planted acre $914.85 $810.00 $899.56 $510.00 $560.50 $556.80
ACRE guarantee price $5.28 $5.33 $5.38 $0.59 $0.61 $0.60
Benchmark farm yield/ planted acre 162 165 165 929 913 946
Crop insurance premium/acre 30 30 30 24 24 24
Farm ACRE benchmark $886.35 $908.64 $916.89 $574.31 $580.91 $586.77
revenue/planted acre
Does this producer receive
an ACRE payment? No Yes No Yes Yes No
Total farm ACRE payment $.00 $16,467.90 $.00 $10,314.26 $10,437.80 $.00
ACRE participation tradeoffs
Direct payment tradeoff $604.76 $604.76 $617.10 $722.29 $722.29 $737.04
Counter-cyclical payment tradeoff $.00 $.00 $.00 $3,211.73  $3,912.98 $4,614.23
Net ACRE participation monetary benefit® $(604.76) $15,863.14  $(617.10) $6,380.24 $5,802.53  $(5,351.27)

1Calculated values may differ from those shown in the table due to rounding error.

2SAG is limited to 90 percent of the prior year's SAG. Spotential marketing loan benefits are not incorporated into net ACRE benefits.

Source: USDA, Economic Research Service calculations.
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benchmark revenue is 100 percent of the ACRE guarantee price multiplied
by the farm benchmark yield. Moreover, the farmer-paid premium for crop
insurance is added into the farm’s benchmark revenue. The differencesin the
calculation of the farm and State revenue targets imply the State-level ACRE
payment trigger is more difficult to meet than the farm-level trigger. Farm-
level loss could be greater than the State-level loss, illustrating the need for
the producer to consider crop insurance.

The ACRE enrollment tradeoff is net positive from 2009-12 for both crops,
assuming there are no LDPs for the price-yield value in scenario A. Here lies
an interesting nuance. Building on the 90- versus 100-percent discussion
above, when corn and upland cotton ACRE payments are triggered in 2010
and again in 2011 for upland cotton, the farm-level revenue lossis smaller
than State-level revenue loss. Nonetheless, the ACRE payment rate is based
on the State-level revenue loss adjusted for the farm productivity ratio.1?
Therefore, Farmer A's 2010 corn ACRE payment is substantial relative to
Farmer A's revenue loss because the farm's reported yield loss was not as
severe as the State's yield loss. The relative size of the upland cotton ACRE
payments compared to revenue loss in 2010 and 2011 is similar. However,
the loss of upland cotton CCPs that would have been paid during 2009-12
must be subtracted from the ACRE payment to evaluate the net benefit.

Scenario B: This scenario illustrates the impacts on ACRE payments

if national average market prices decrease in the event that agricultural
production exceeds global demand. As market prices decrease, the likeli-
hood of receiving commodity counter-cyclical and loan deficiency payments
increases. These program payments are based on differences between fixed
support prices and market prices. Asin scenario A, farmers would need to
consider tradeoffs when participating in ACRE rather than in 2002 Farm Act
income-support programs. Expected tradeoffs would vary across commaodi-
ties. For example, the difference between current market prices and counter-
cyclical payment target pricesis much larger for corn than for cotton.

A State-level scenario where national prices are falling for both corn and
upland cotton for 2009-12 is shown in table 3 (see appendix C for full
2009-12 details). In this example, ACRE payments for corn are triggered
in 2011-12 as the corn price decreases and actual State revenue falls below
the State ACRE Guarantee for those years. Upland cotton producersin this
scenario are also digible for ACRE paymentsin 2011 and 2012.

Farmer B in this example planted 100 acres of both corn and upland cotton.
Farmer B generally has acorn yied per planted acre similar to the State
average and an upland cotton yield per planted acre above the State average.

In the case of corn, both State- and farm-level triggers are met and ACRE
payments are made to Farmer B in 2011-12. The corn ACRE payments
exceed the direct and counter-cyclical payment tradeoff in 2011 only,
resulting in a negative net benefit from the ACRE program.13

For upland cotton, Farmer B's actual farm revenue is less than benchmark

revenue in 2011-12. When the upland cotton price is assumed to drop
$0.06/1b from 2010 to 2011, Farmer B receives a cotton ACRE payment,
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percent of the SAG.

13Counter-cyclical payments would
be zero in thisinstance.



as both the State- and farm-level triggers are activated in 2011. Farmer B

receives a cotton ACRE payment again in 2012.

Asthe upland cotton market price decreases, Farmer B begins to trade of f
actual cotton CCPs for potential benefits from ACRE enrollment. The 2011

upland cotton ACRE participation tradeoff is negative for 2009-12, even with

a positive ACRE payment. The CCP becomes significantly larger asthe
national average upland cotton price falls from $0.62 to $0.47, all other
factors being equal * Any time the upland cotton market price is below

$0.52, the reduced marketing-loan benefits also enter the tradeoff calculation.

Together, scenarios A and B provide ACRE payment applications incor-
porating varying market price and yield issues that influence both ACRE
enrollment and budgetary outcomes. Scenario A illustrates both that (1)

it is possible for ACRE payments to be triggered at the State-level, but an
individual farmer may not receive ACRE payments when other farmersin
the State are receiving ACRE payments; and (2) it is possible for ACRE
payments to be triggered at the farm level, without ACRE payments being

made to the farmer. Scenario B with “falling prices’ introduces an interesting

Table 3
Scenario B: Falling market price scenario?l

14T he maximum CCP rate for upland
cotton is $0.1258 per pound.

Falling prices Corn Upland cotton
2010 2011 2012 2010 2011 2012
State assumptions
ACRE price $4.50 $4.00 $3.75 $0.58 $0.52 $0.47
Actual State yield/planted acre 168 172 170 964 975 982
Actual State revenue $756.00 $688.00 $637.50 $559.12 $507.00 $461.54
ACRE guarantee price $5.15 $4.78 $4.25 $0.59 $0.60 $0.54
Benchmark State yield/ planted acre 163 165 167 943 962 970
State ACRE guarantee (SAG)? $753.96 $709.09 $640.05 $503.73 $519.48 $471.26
ACRE payment rate $.00 $21.09 $2.55 $.00 $12.48 $9.72
Farm assumptions
Planted acreage 100 100 100 100 100 100
Actual farm yield/planted acre 164 170 169 1,000 1,020 1,010
ACRE price $4.50 $4.00 $3.75 $0.58 $0.48 $0.47
Actual farm revenue/planted acre $738.00 $680.00 $633.75 $580.00 $489.60 $474.70
ACRE guarantee price $5.15 $4.78 $4.25 $0.59 $0.58 $0.51
Benchmark farm yield/ planted acre 164 165 168 938 968 987
Crop insurance premium/acre 30 30 30 24 24 24
Farm ACRE benchmark
revenue/planted acre $872.91 $816.82 $742.10 $579.49 $585.18 $527.23
Does this producer receive
an ACRE payment? No Yes Yes No Yes Yes
Total farm ACRE payment $.00 $1,754.24 $217.04 $.00 $1,045.59 $840.57
ACRE participation tradeoffs
Direct payment tradeoff $604.76 $604.76 $617.10 $722.29 $722.29 $737.04
CCP tradeoff $.00 $.00 $.00 $7,419.23  $8,821.73 $8,821.73
Net ACRE participation monetary benefit?  $604.76 $1,149.48  ($400.06) $(8,141.52) $(8,498.43)  $(8,718.20)

1Calculated values may differ from those shown in the table due to rounding error.

2SAG is limited to 90 percent of the prior year's SAG. Spotential marketing loan benefits are not incorporated into net ACRE benefits.

Source: USDA, Economic Research Service calculations.
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tradeoff dynamic in the enrollment decision when market prices are less than
the effective target price. At this price point, relatively large CCPs are likely
difficult to offset with expected ACRE payments.

In general, farms with yields that are positively correlated with State yields
are more likely to receive ACRE payments, all other factors being equal. The
dynamic nature of the State ACRE Guarantee means that, in the long run,
the revenue guarantee will follow both high and low prices. The 10-percent
restriction on the year-to-year revenue guarantee variation ensures that the
revenue guarantee adjustment is moderated relative to large price changes.
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A Historical Perspective

ACRE payments are highly related to market prices and current production.
Asitisdifficult to predict the future, it is difficult to predict ACRE payment
outcomes. To gain perspective regarding potential ACRE payment outcomes,
itisuseful to look at historical production and price patterns and hypothetical
ACRE outcomes (all other factors remaining the same).

Using 1996 as the starting year, figure 8 provides maximum hypothetical
ACRE payments for five magor program crops, assuming State-level historical
production and U.S. price patterns.1® From this perspective, ACRE payments
generally would have trended upward following an immediate price or yield
shock, but then leveled. These maximum-payment outcomes assume all
planted acres across the country were enrolled and all enrolled acres received
an ACRE payment when payments were triggered at the State level. Hence,
thisanalysis likely provides an upper bound on ACRE payments over the
time span. Payments would have exceeded $5 billion ayear in crop years
1998 and 1999 when commaodity prices declined, with corn and soybeans
accounting for over half of the payments. Producers would also have received
80 percent of the decoupled production flexibility contract payments
(replaced by direct payments) each year. ACRE would have paid over $1
billion for upland cotton in crop years 1999 and 2001.

Assuming ACRE payments asiillustrated in figure 8, would producers have
been better off with ACRE or with the mix of programsin place during 1996-
2008? To answer this question we compare estimated ACRE costs, including
80 percent of production flexibility contract payments and direct payments,
with actual program expenditures (fig. 9).1° Total 1996 and 2002 Farm Act
program payments exceeded estimated total ACRE program paymentsin

Figure 8

Hypothetical ACRE payments assuming historical production
and price patterns?
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1Based on actual commodity prices and State-level yields, 1991-2008

Source: USDA, Economic Research Service analysis using data from USDA, National
Agricultural Statistics Service.
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15This analysis assumes that annual
production levels under ACRE would
have been the same as under the
1996 and 2002 Farm Act commodity
programs and incorporates the SAG
10-percent change limits.

16The ACRE program cost esti-
mates do not include any marketing
loan benefits. With ACRE, marketing
loan rates are reduced by 30 percent.
Marketing loan benefits would have
been triggered for upland cottonin
2001, for example, when market prices
fell below $0.30 per pound.



Figure 9

Actual program costs compared with estimated ACRE costs,
1996-2008!
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1Crops analyzed were: corn, wheat, soybeans, rice, and upland cotton.

2Includes direct and counter-cyclical payments, market loss assistance payments,
and marketing loan benefits.

3Assumes 100-percent participation in ACRE and 80 percent of direct payments.

Source: USDA, Economic Research Service analysis using data from USDA, Farm Service Agency.

every year except for 1996 and 1997. While some individual producers may
have received higher payments with ACRE in thistime period, most would
not have, due to relatively high price-based marketing-loan benefits and
counter-cyclical payments.

The starting year for the SAG can have a large impact on payment outcomes
with ACRE. Therefore, starting years either at the top or the bottom of a
price trend are likely to yield different payout results. Figure 10 illustrates
that using 1996 as the starting year resultsin different payment outcomes for
years 1996 through 2000 than would have occurred had the program begun
to operate earlier (e.g., 1985). This difference is due to restrictions within the
ACRE program that limit changes in the ACRE guarantee to no more than
10 percent from year to year. In lowa, for example, if ACRE had begunin
1996, the State ACRE Guarantee would have been $312 per acre. However,

if the program had begun operating in 1985, the lowa corn revenue guarantee
in 1996/97 would have been $292 due to the 10-percent cap on the increase
from the 1995/96 lowa corn guarantee of $265/planted acre.

The 10-percent cap would have continued to limit the State ACRE Guarantee
through 2000/01. Thus, if the price decline that started in 1996 repeats itself
beginning in 2009, the high starting price that results from the high pricesin
2007 and 2008 will increase expected ACRE payments for some time into the
future. ACRE program costs would have been $1.3 billion (over 25 percent)
higher had the program begun in 1996 compared to beginning in 1985.
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Figure 10

Estimated ACRE payouts: For corn, “starting year” matters?!
Billion dollars
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1Based on actual corn prices and State-level yields, 1991-2008.
Source: USDA, Economic Research Service calculations.
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The Enroliment Decision in 2009
and Beyond

With the introduction of the ACRE program, farmers must now choose
between continued enrollment in the 2002 Farm Act farm income-support
programs or enrolling in the ACRE program. Either choice has its own set of
benefits and tradeoffs. As the previous scenarios and discussion illustrate, the
decision to elect to participate in ACRE depends on awide range of factors,
including market expectations and producer risk preferences, and varies with
commodity mix in production.

The ACRE program is revenue-based—payments are equally based on prices
and yields. However, given recent historical price trends, the price component
of the program will likely have alarge influence on enrollment decisions.
Prices for most program commodities were at or near historical highsin 2008
and 2009 (seefig. 7, p. 8). While prices are projected to decline somewhat for
the next several years, they are projected to remain at historically high levels.
The ACRE guarantee price for the 2009/10 crop will be calculated using the
2007/08 and 2008/09 prices.

Table 1 presents a comparison of the ACRE guarantee price with projected
prices for 2009-10, as well as the marketing loan rate and effective counter-
cyclical target price. The price projections indicate that prices for all of the
commodities will be lower than the average for the 2 prior years. If we assume
that 2009 yields per planted acre are smilar to the 2004-08 Olympic (5-year)
average, the price relationships indicate that many producers will strongly
consder eection of ACRE. Price projections for corn, grain sorghum, barley,
oats, and wheat are over 10 percent lower than the ACRE price guarantee,
creating a high probability of ACRE paymentsin 2009/10. Price projections
for soybeans and upland cotton are almost 10 percent lower than the 2-year
average. Upland cotton producers will find ACRE less attractive due to the
low price projection for upland cotton ($0.54/Ib.), which is near the marketing
loan rate and below the effective counter-cydlical target price. Upland cotton
producers will likely receive higher payments from 2002 Farm Act programs.

The Farm-Level Decision

There is ahigh probability of ACRE paymentsin 2009/10 based on the
USDA price projections (Cooper, 2009b). We illustrate some factors that will
influence participation by producers of various commaoditiesin four regions:

1. A Corn Belt corn/soybean farm (Iowa)

2. A Northern Plains wheat farm (South Dakota)
3. A Southeastern cotton/corn farm (Georgia)

4. A Deltarice/soybean farm (Mississippi)

For these examples, we base our typical farms on representative-crop acreage
and base-acreage data for the selected regions, using the Agricultural Resource
Management Survey, conducted by the Economic Research Service and the
National Agricultural Statistics Service, USDA. To estimate ACRE payments,
we assume that individual Farm ACRE Benchmark Revenue per planted acre is
equal to the State ACRE Guarantee per planted acre for the respective States.
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The case for atypical lowafarmisillustrated in table 4. We assume that
the farm has 585 base acres, but plants 710 acres total. If the farmer elects
to participate in ACRE, he or she must forgo $2,478 in direct payments
each year. A farmer eecting ACRE in 2009 would need $9,900 of ACRE
payments over 4 years to offset the forgone direct payments.

We assume that the farm and State face across-the-board crop revenue short-
falls ranging from O to 20 percent for each commodity and have the same
level of revenue (i.e, the same yield and price). With a 5-percent revenue
reduction, the farm will receive $755 ($10.07/acre on planted wheat acres) in
wheat ACRE payments.

If revenue declines by 10 percent, ACRE payments would also be available
for planted corn and soybean acres. However, ACRE payment acres cannot
exceed the farm's historical base acres. When planted acres equal historical
base acres, the ACRE payment acres equal 83.3 percent of the planted acres
(85 percent in 2012). In this example, base acres are less than 83.3 percent of

the planted acres (710 planted acres x 0.833 = 591.4 > 585 base acres).1’ "Farmerswould need to designate
acreage for ACRE payments by September

Based on these considerations, the lowa producer would likely chooseto desig- 30 of eechyear of participation.

nate all planted soybean acres as potential payment acres and designate the

Table 4

ACRE 2009/10 payouts for a typical lowa corn/soybean farm

Corn Soybeans Wheat 2009 payments?

Acres planted 350 285 75

2009 expected vyield per planted acre 173 51 44

2009 price expectation $3.50 $9.40 $5.20

Olympic average yield per planted acre 166 50 41

ACRE 2-year price guarantee $4.13 $10.05 $6.63

ACRE revenue guarantee (per acre) $616 $455 $242

ACRE revenue guarantee (total farm) $194,127 $129,665 $18,125

Expected market revenue (per acre) $606 $479 $229

Expected market revenue:

0-percent revenue shortfall $211,925 $136,629 $18,125 $0
ACRE payment per planted acre $0.00 $0.00 $0.00

5-percent revenue shortfall $201,329 $129,798 $17,219 $755
ACRE payment per planted acre $0.00 $0.00 $10.07

10-percent revenue shortfall $190,733 $122,966 $16,312 $9,865
ACRE payment per planted acre $8.08 $19.58 $20.13

15-percent revenue shortfall $180,136 $116,135 $15,406 $24,995
ACRE payment per planted acre $33.30 $39.55 $30.20

20-percentrevenue shortfall $169,540 $109,303 $14,500 $40,202
ACRE payment per planted acre $58.52 $59.51 $40.26

Base acres 335 240 10 585

Direct and counter-cyclical payment yield 116 36 36

Traditional program benefits:
Direct payments $9,064 $3,167 $158 $12,388
Expected counter-cyclical payments $0 $0 $0 $0
Expected marketing loan benefits $0 $0 $0 $0

Note: ACRE payments can only be received on 585 base acres.
1Farm would also be eligible to receive 80 percent of direct payments with ACRE.

Source: USDA, Economic Research Service calculations based on Agricultural Resource Management Survey (ARMS) data.
ARMS is produced by USDA'’s National Agricultural Statistics Service and ERS.

18

Factors Influencing ACRE Program Enrollment / ERR-84
Economic Research Service/USDA



remaining base acres as potential corn or wheat payment acres. In thisexample,
the farmer has 285 planted acres of soybeans and will receive ACRE payments
on 237.4 acres (285 planted acres x 0.833) of soybeans. The 237.4 payment
acres are subtracted from the total base acres within the farm unit to determine
remaining corn or wheat ACRE payment acres (485 base acres — 237.4 soybean
payment acres = 247.6 acresremaining). At lower levels of revenue reductions (5
percent), the producer would maximize payments by giving up paymentson 6.4
acres of corn plantings. If a 10-percent revenue shortfall occurred, the producer
would receive ACRE payments of $9,865, offsetting almost the entire 4 years of
forgone direct payments.

If the revenue shortfall increasesto 15 percent, the producer would maximize
payments by forgoing payments on wheat plantings, since ACRE payments
per planted acre would be larger for corn.

Our typical wheat farm can expect ACRE payments with average yields

(no reduction in expected revenue) in 2009 (table 5). While wheat, corn,

and sorghum prices are projected to be relatively high in 2009/10, they

are more than 10 percent lower than the 2007/08-2008/09 average. This
producer could expect ACRE payments with average yields. Expected ACRE
payments would offset 4 years of forgone direct payments with no reduction
in expected revenue in 1 of 4 years. ACRE payments per acre of wheat and

Table 5
ACRE payouts for a typical South Dakota wheat farm
Corn Soybeans Wheat Sorghum Barley 2009 payments?

Acres planted 22 15 678 69 18

2009 expected vyield per planted acre 113 36 42 29 28

2009 price expectation $3.50 $9.40 $5.20 $3.00 $2.80

Olympic average yield per planted acre 110.2 34 40.5 29 28

ACRE 2-year price guarantee $4.13 $10.05 $6.63 $3.64 $4.09

ACRE revenue guarantee (per acre) $409 $308 $242 $95 $103

ACRE revenue guarantee (total farm) $9,001 $4,613 $163,848 $6,555 $1,855

Expected market revenue (per acre) $396 $338 $218 $87 $78

Expected market revenue:

0-percent revenue shortfall $8,701 $5,076 $148,075 $6,003 $1,411 $14,218
ACRE payment per planted acre $11.34 $0.00 $19.38 $6.67 $20.55

5-percent revenue shortfall $8,266 $4,822 $140,671 $5,703 $1,341 $21,057
ACRE payment per planted acre $27.82 $0.00 $28.47 $10.29 $23.81

10-percent revenue shortfall $7,831 $4,568 $133,268 $5,403 $1,270 $27,932
ACRE payment per planted acre $44.29 $2.47 $37.57 $13.91 $27.08

15-percent revenue shortfall $7,396 $4,315 $125,864 $5,103 $1,200 $34,982
ACRE payment per planted acre $60.76 $16.57 $46.67 $17.54 $30.34

20-percent revenue shortfall $6,961 $4,061 $118,460 $4,802 $1,129 $42,032
ACRE payment per planted acre $77.23 $30.66 $55.76 $21.16 $33.61

Base acres 22 29 628 65 60 804

Direct and counter-cyclical payment yield 63 28.6 24.4 42.2 32.7

Traditional program benefits:
Direct payments $323 $304 $10,467 $800 $392 $12,286
Expected counter-cyclical payments $0 $0 $0 $0 $0 $0
Expected marketing loan benefits $0 $0 $0 $0 $0 $0

1Farm would also be eligible to receive 80 percent of direct payments with ACRE.

Source: USDA, Economic Research Service calculations based on Agricultural Resource Management Survey
(ARMS) data. ARMS is produced by USDA’s National Agricultural Statistics Service and ERS.
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feed barley planted are greater than for the other commaodities until revenue
losses approach 10 percent. At 10-percent revenue losses for each planted
commodity, corn ACRE payments per acre are higher.

Our third farm is a Southeastern cotton/corn farm (table 6). Almost 85 percent
of thisfarm's base acres are cotton base. The farm has shifted the mgority of
its acreage to corn in recent years. With cotton prices projected to be $0.54 per
pound, which is about the average for the 2 prior years, the farmer can expect to
receive ACRE payments with a 15-percent revenue shortfall. However, cotton
base has a high value per acre, given direct payment rates and potential counter-
cyclical payments. A 1-year declinein cotton revenue of almost 15 percent
would be required to offset 4 years of forgone direct payments for this farm.
The potential counter-cyclical payment loss for cotton base and cotton
marketing-loan benefits make it unlikely that this farm would eect to partici-
pate in the ACRE program. Electing to enroll cotton acresin the ACRE
program would require giving up potential counter-cyclical payments of
$46,688 per year. Thus, even though this farm could likely receive ACRE
payments for corn on over half of its planted acreage, the ACRE payments are

not likely to offset forgone cotton direct and counter-cyclical payments. This 18Each producer’s mix of base acres and
example points out that farms expecting to receive counter-cyclical payments or program yields, coupled with expectations
marketing-loan benefits during 2009-2012 (upland cotton and peanuts) are less of ACRE payments, will likely influence

hisor her ultimate decision.

likely to find ACRE an attractive option.18

Table 6
ACRE payouts for a typical Georgia cotton/corn farm
Corn Soybeans Wheat Cotton 2009 paymentst

Acres planted 490 25 13 380

2009 expected vyield per planted acre 111 29 31 812

2009 price expectation $3.50 $9.40 $5.20 $0.54

Olympic average yield per planted acre 108.9 27.7 25.8 802

ACRE 2-year price guarantee $4.13 $10.05 $6.63 $0.54

ACRE revenue guarantee (per acre) $404 $251 $154 $391

ACRE revenue guarantee (total farm) $198,103 $6,264 $2,001 $148,662

Expected market revenue (per acre) $389 $273 $161 $438

Expected market revenue:

0-percent revenue shortfall $190,365 $6,815 $2,096 $166,622 $6,446
ACRE payment per planted acre $13.15 $0.00 $0.00 $0.00

5-percent revenue shortfall $180,847 $6,474 $1,991 $158,291 $14,383
ACRE payment per planted acre $29.34 $0.00 $0.67 $0.00

10-percent revenue shortfall $171,329 $6,134 $1,886 $149,960 $22,507
ACRE payment per planted acre $45.52 $4.34 $7.39 $0.00

15-percent revenue shortfall $161,810 $5,793 $1,781 $141,629 $36,686
ACRE payment per planted acre $61.70 $15.69 $14.10 $15.42

20-percent revenue shortfall $152,292 $5,452 $1,676 $133,298 $51,905
ACRE payment per planted acre $77.88 $27.04 $20.82 $33.68

Base acres 0 0 138 770 908

Direct and counter-cyclical payment yield 62.5 15 35.2 688

Traditional program benefits:
Direct payments $0 $0 $2,104 $29,434 $31,538
Expected counter-cyclical payments $0 $0 $0 $46,688 $46,688
Expected marketing loan benefits $0 $0 $0 $0 $0

1Farm would also be eligible to receive 80 percent of direct payments with ACRE.

Source: USDA, Economic Research Service calculations based on Agricultural Resource Management Survey (ARMS) data.
ARMS is produced by USDA'’s National Agricultural Statistics Service and ERS.

20

Factors Influencing ACRE Program Enrollment / ERR-84
Economic Research Service/USDA



Our fourth farm (table 7) is arice/soybean farm in the Delta Region
(Mississippi). Rice comprises about two-thirds of the farm’s base with the
remainder as soybean and wheat base. Potential ACRE payments will need to
be high for this farm to offset the forgone direct payments. Rice base acres
have the highest direct payments per base acre (Young et al.). ACRE
payments would need to exceed $44,000 to offset the forgone direct

payments.1® However, as with other commodities, long-grain rice prices were 19This farm would have direct
high in 2007 and 2008, which resulted in a high ACRE guarantee price. payments and potential ACRE
Long-grain rice prices in 2009 are projected by USDA to be around 8 percent payments that would exceed allowable

; . payment limitsif only one individual
lower than the ACRE guarantee price. To offset total forgone direct payments operator isinvolved with the farm oper-

over 4 years, this farm would need at least 1 year when some combination of ation. If multiple operators are involved
commodity revenueis over 12 percent lower than expected revenue in 2009. in the farm operation, payment limits
will beless of an issue.

Our wheat farm could expect ACRE payments to offset forgone direct
payments over the 2009-12 crop years with no decline in expected revenue
this year, whereas the corn/soybean and rice farms would require 1-year
declines of 10 and 15 percent, respectively. ACRE payments (primarily from
corn) for our cotton farm would likely offset forgone direct payments with

a 10-percent decline in revenue in any one year, but these producers would
find ACRE less attractive (depending on the share of cotton base acres on the

Table 7
ACRE 2009/10 payouts for a typical Mississippi rice/soybean farm
Rice Soybeans Wheat 2009 payments?

Acres planted 578 303 70

2009 expected vyield per planted acre 71 39 52

2009 price expectation $12.50 $9.40 $5.20

Olympic average yield per planted acre 69 37 49

ACRE 2-year price guarantee $13.70 $10.05 $6.63

ACRE revenue guarantee (per acre) $854 $338 $292

ACRE revenue guarantee (total farm) $493,883 $102,500 $20,467

Expected market revenue (per acre) $888 $367 $270

Expected market revenue:

0-percent revenue shortfall $512,975 $111,080 $18,928 $1,282
ACRE payment per planted acre $0.00 $0.00 $18.31

5-percent revenue shortfall $487,326 $105,526 $17,982 $7,532
ACRE payment per planted acre $9.45 $0.00 $29.57

10-percent revenue shortfall $461,678 $99,972 $17,035 $31,792
ACRE payment per planted acre $46.41 $6.95 $40.84

15-percent revenue shortfall $436,029 $94,418 $16,089 $58,572
ACRE payment per planted acre $83.38 $22.22 $52.10

20-percent revenue shortfall $410,380 $88,864 $15,142 $85,352
ACRE payment per planted acre $120.34 $37.49 $63.36

Base acres 627 208 94 930

Direct and counter-cyclical payment yield 42 20 34

Traditional program benefits:
Direct payments $51,385 $1,517 $1,403 $54,304
Expected counter-cyclical payments $0 $0 $0 $0
Expected marketing loan benefits $0 $0 $0 $0

1Farm would also be eligible to receive 80 percent of direct payments with ACRE.

Source: USDA, Economic Research Service calculations based on Agricultural Resource Management Survey (ARMS) data.
ARMS is produced by USDA'’s National Agricultural Statistics Service and ERS.
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farm) due to the significant counter-cyclical payments and marketing-loan
benefits that they would forgo.

A less quantifiable feature of ACRE isthe potential for stabilizing effects on
farm revenue even at higher market prices. Producers who value the revenue-
stabilizing features of ACRE will likely elect ACRE eveniif it is not clear that
expected payments would offset potential lossesin direct payments. Given
the high probability of State-level ACRE payments being triggered, these
farmers are likely to elect ACRE. Zulauf (2009) estimates that, when State-
level revenue declines by 10 percent or more, afarm-level trigger will be met
on more than 80 percent of farmsin Illinais.

Based on our four typical farms, expected revenue decisions, and using the
framework adopted here, it is likely that many farmerswill view ACRE asan
attractive alternative to 2002 Farm Act programs. High market pricesin 2007
and 2008 resulted in relatively high ACRE price guarantees used to calcu-
late ACRE payouts. Many corn, wheat, and soybean producers can expect
ACRE to offset mogt, if not all, of the forgone 20 percent of direct payments
(Cooper, 2009b). In addition, it is unlikely that counter-cyclical payments or
marketing-loan benefits will be triggered for these commodities during 2009-
12. Even if payments under the 2002 Farm Act price-based programs are trig-
gered, the price declines would likely result in substantial ACRE payments. If
we assume that prices decline sufficiently to trigger the maximum reductions
in the ACRE guarantee (10 percent) every year until 2012, the ACRE guar-
antee prices would remain well above effective target price levels for corn,
soybeans, wheat, and rice. However, for farms that expect to receive counter-
cyclical payments and marketing-loan benefits in 2009 (upland cotton and
peanut producers), ACRE payments are unlikely to offset forgone payments
for these programs.

2009 Average Crop Revenue Election
Program Enrollment

Producers had until August 14, 2009, to eect to participate in ACRE for 2009
crops. USDA released initial ACRE enrollment data in October 2009 (USDA,
FSA, 2009). These data indicate that 128,620 farms (or 7.7 percent of FSA
farms with base acreage enrolled in either the direct and counter-cyclical
payments program or the ACRE program) elected to participate in ACRE

in 2009. Farms eecting ACRE are larger than average and represent 32.5
million base acres, or 12.8 percent of total enrolled base acreage. Enrollment
is concentrated in regions that typically grow wheat, corn, and soybeans (fig.
11). On farmsthat elected to participate in ACRE, 40 percent of their base
acres are corn, 23 percent are soybeans, and 28 percent are wheat.

The highest shares of base acres enrolled are in the wheat-producing States of
Washington (43 percent) and Oklahoma (33 percent). Lower wheat prices and
below-average yields in 2009 will trigger high ACRE payments for wheat in
those States. (ACRE paymentsin those two States are projected to be capped
at 25 percent of the State ACRE Guarantee,) Farm enrollment is much lower
in regions where upland cotton, rice, and peanuts are grown, due to relatively
high direct payments per base acre and greater likelihood of counter-cyclical
payments and marketing loan benefits. As aresult, almost three-fourths of
the upland cotton base acres and two-thirds of the rice base acres on farms
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Figure 11
ACRE participation begins, 2009-10

S

ACRE vs DCP? Percent of total base
by base acreage? acreage enrolled in ACRE
=10 million <%
total acres T 1-5%
ACRE B 5 - 15%
[ bep Bl >15%

1DCP = direct and counter-cyclical payments.
2Excludes States with less than 2 million base acres.

Source: USDA, Economic Research Service calculations based on data from USDA, Farm Service Agency,
and USDA, National Agricultural Statistics Service.

that elected ACRE are located in Oklahoma where wheat plantings predomi-
nated. Farmers in Oklahoma who elected ACRE planted only 2,300 acres of
upland cotton in 2009 even though there are 19,600 upland cotton base acres
on farms that elected to participate in ACRE in Oklahoma. The strong likeli-
hood of wheat ACRE payments for crop year 2009 encouraged some farmers
to forgo 20 percent of their direct payments and all of their counter-cyclical
payments for upland cotton and rice in return for ACRE payments.

Crop plantings on enrolled acreage are predominantly corn, soybeans, and
whest, which is consistent with ACRE payment and tradeoff expectations (fig.

12).20 Barley and sunflowers are the next largest plantings on ACRE farms. 20Crop plantings are defined as
The mgority of corn plantings (65 percent) and soybean plantings (69 percent) planted and considered planted for
that were on farms enrolled in ACRE arein Illinois, lowa, Nebraska, South payment purposes and reflected in the
Dakota, and North Dakota. Plantings of wheat enrolled in ACRE are concen- data compiled by FSA.

trated in Oklahoma, Washington, South Dakota, Montana, and North Dakota,
accounting for 74 percent, with the largest being Oklahoma (32 percent).
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We estimate the maximum potential payouts for ACRE to provide a perspec-
tive on program costs. In order to approximate potential maximum ACRE
payments, we combine State-level enrollment data with August 2009 National
Agricultural Statistics Service estimates of State-level yields and USDA's
August 2009 projections of national prices for 2009 corn, soybeans, and
wheat. For smplicity we assume that:

» all regions experience identical percentage revenue reductions

» when a State-level trigger is met, all farm-level plantingsin the State
are triggered

* no adjustment is made for farms that planted more land than they have base

* no adjustment in payout is made to reflect payment differentialsin States
with irrigated and nonirrigated payments

* payment rates are not capped at 25 percent of the program guarantee

» most importantly, payout is not reduced to reflect the 20-percent reduction in
direct payments.

With this set of simplifying and conservative assumptions, we are overesti-
mating likely ACRE payments. Under these assumptions, ACRE payments
would be about $440 million (table 8). Wheat is estimated to receive almost
70 percent of the total payments. However, for scenarios with further
revenue reductions (through either lower prices or yields than currently
forecast), corn payments would increase significantly.

Overall, actual enrollment is somewhat lower than might have been expected
based on the preceding analysis of revenue-based benefits associated with
ACRE participation (pp. 22-24). However, as noted previoudy there are a
number of factors that could have limited farmer participation, including:

* ACRE isanew and complicated program. Some producers may lack a
full understanding of the program details needed to assess the variables

Figure 12
Majority of crop plantings remain outside of ACRE program, 2009-10

All planted acreage, ACRE-eligible crops ACRE participants’ planted acreage
(Million acres)

Other
1.3

Soyb
ACRE el

participants—32.4
million acres

Corn
14

87%

ACRE nonparticipants—223.9 million acres 4

Source: USDA, Economic Research Service calculations using data from USDA, Farm Service Agency and
USDA, National Agricultural Statistics Service.
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that cause both State- and farm-level triggersfor afarm to be digible for a
payment (see box, “ACRE Dfinitions,” p. 29).

* It takes time to learn how the new ACRE program will affect indi-
vidual farm operations relative to State-level triggers. Many farmers are
not accustomed to thinking about how their revenue per planted acre
compares to State-level revenue per planted acre. They are more familiar
with actual revenue and national-level prices and harvested yields.

* All landowners and operators must agree to participate. If one landowner
or operator associated with a farm operation was unwilling to elect
ACRE, the farm was not dligible.

» Detailed records are needed to verify production of all ACRE-€dligible
crops on the farm for the previous 5 years or an ACRE county yield may
be used. The ACRE county yield is 95 percent of the county average
yield, which may have been significantly lower than the average yield for
the farm.

* Electing to participate in ACRE isan irreversible decision. Once afarmis
enrolled in ACRE, it must remain in the program through 2012.

» ACRE may be attractive for some crops, but not for all crops (see discus-
sion of arepresentative Southeastern cotton/corn farm, table 6, p. 20).

* Direct payments on ACRE farms are reduced 20 percent and the marketing
assstance loan rates for crops produced on ACRE farms are reduced 30
percent. They are no longer eligible for counter-cyclical payments, afact
that likely limited participation by upland cotton producers.

» ACRE payments are not paid until the end of the marketing year. This
timing of the receipt of payments could affect cash flow and producers
ability to pay billsin the short run.

* Producers may not have valued the risk management benefits of ACRE
highly.

« Finally, producers who have not yet enrolled in ACRE will have an option
to elect ACRE in a subsequent year. Some may have decided to see how
the program performs this year before committing.

Table 8
Aggregate costs for ACRE program for three crops, 20091

Revenue reductions from base case
Base case 5-percent reduction 10-percent reduction

Million dollars

Corn 67.0 239.1 530.9
Soybeans 41.3 1135 2175
Wheat 331.3 389.1 451.1

Total 439.6 741.7 1,199.5

1Assumes planted acreage enrolled in ACRE and that all regions experience identical
percentage-yield reductions.

Source: USDA, Economic Research Service calculations using data from USDA, Farm Service
Agency, and USDA, National Agricultural Statistics Service.
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Conclusion

The ACRE program interacts with many variables at both the State and farm
levels. Thus, the farmer’s decision to enroll is a complicated one, and the
overall budgetary implications of the program are difficult to predict.

Initial 2009 enrollment data indicate that about 8 percent of farms with almost
13 percent of eigible base acres elected to participate in ACRE. Thisinitial
number isless than expected given price- and yield-based analysis indicating
that other costs to producers, namely initial learning and negotiation costs, may
be large relative to expected ACRE payments.

The choice to enrall involves afarmer’s best estimate of the market and local-
ized trends. The ACRE program will be mogt attractive to producers whose
crop yidds are strongly correlated with State yields and to producers of crops
with market prices not likely to fall below the marketing-loan rate. Corn, whest,
soybeans, and rice are the most likely crops to match those specifications.

Animportant difference between the ACRE program and 2002 Farm Act
commodity programsis that ACRE payments can occur at much higher
market prices than counter-cyclical payments and marketing-loan benefits.
The change in prices or yield from previous years, not the absolute level, is
the relevant factor for determining ACRE payments.

The ACRE program has potential for substantial paymentsin years of alarge
revenue decline. Unlike programs with legidated rates, the ACRE revenue
target is not fixed, but rather is based on a moving average of national prices
and State- and farm-level yields. These moving averages adjust ACRE
payments with current market prices and yields, which both provides some
insulation from persistent large payments due to declines in revenue in subse-
guent years and reflects changes in farm productivity.

26
Factors Influencing ACRE Program Enrollment / ERR-84
Economic Research Service/USDA



References

Coble, Keith. Farm-level and State-level revenue correlations, personal
communication, March 19, 2009.

Cooper, J. 2009a. Economic Aspects of Revenue-Based Commodity Support,
U.S. Department of Agriculture, Economic Research Service, ERR-72,
April 2009. Available at: www.ers.usda.gov/publications/err72/.

Cooper, J. 2009b. Payments Under the Average Crop Revenue Election
Program— mplications for Gover nment Costs and Producer Preferences,
selected paper, 2009 AAEA & ACCI Joint Annual Meeting, Milwaukee,
WI, Jduly 26-28, 2009.

U.S. Department of Agriculture, Farm Service Agency, USDA Enrolls 255
Million Base Acresin DCP & ACRE on 1.7 Million Farms, News Release
No. 0519.09, October 20, 2009. Available at: http://www.fsa.usda.gov/
FSA/newsRe eases?area=newsroom& subject=landing& topic=ner& newst
ype=newsrel & type=detail & item=nr_20091020 rel_0519.html/.

U.S. Department of Agriculture, Farm Service Agency, Preliminary and
Final Average Crop Revenue Election (ACRE) Guarantee Prices for
2009 Compared With 2009/10 Price Forecasts, August 31, 2009 update.
Available at: http://www.fsausda.gov/Internet/FSA_File/acre prices
values_update.xls/. Accessed September 2009.

U.S. Department of Agriculture, farm bill forum producers and stakeholder
comments. Available at: http://www.usda.gov/wps/portal /usdafarmbill?co
ntentidonly=true& contentid=2006/03/0106.xml/. Accessed January 2009.

U.S. Department of Agriculture, Office of the Chief Economist. USDA
Agricultural Baseline Projections to 2018, Staff Report OCE-2009-1,
February 2009.

U.S. Department of Agriculture, USDA 2007 Farm Bill Proposals, January
2007.

Young, Edwin, David Skully, Paul Westcott, and Linwood Hoffman. Economic
Analysis of Base Acre and Payment Yield Designations Under the 2002
U.S. FarmAct, U.S. Department of Agriculture, Economic Research
Service, ERR-12, September 2005. Available at: www.ers.usda.gov/
publications/err12/.

Zulauf, Carl R., Michael R. Dicks, and Jeffrey D. Vitale. “ACRE (Average
Crop Revenue Election) Farm Program: Provisions, Policy Background,
and Farm Decision Analysis,” Choices, Vol. 23, No. 3 (3rd Quarter 2008):
29-35.

Zulauf, Carl. Farm-level and State-level ACRE triggers, personal communication,
April 2, 2009.

27

Factors Influencing ACRE Program Enrollment / ERR-84
Economic Research Service/USDA



Appendix A—Program Details

Participants in the ACRE program are dligible for State-based revenue coverage
that reflects recent yields and recent national prices for desgnated program
crops. ACRE payments can be triggered by a decrease in national prices

or reported State yields (see fig. 4). Enrolled producers will receive ACRE
payments when both State-level and farm-level payment triggers are met (see
box, “ACRE Definitions,” p. 29).

Payment Calculations

Appendix table 1 provides a 1-year/1-crop hypothetical ACRE payment
calculation. We assume the producer planted 100 acres of corn and has a 0.96
farm productivity ratio. On this hypothetical farm, planted acres = total till-
able acres = base acres and the corn actual State revenue is below the corn
State ACRE Guarantee. The ACRE guarantee price and benchmark State
and farm yields are assumptions used to illustrate program operation. Due

to relatively low prices and yields, the corn producer’s actual farm revenue

is also less than the farm ACRE benchmark revenue. The combined State
and farm revenue outcomes trigger a corn ACRE payment for the producer.
In this example, the 2010 corn ACRE payment is $2,879 ($28.79 per planted
acre). (For amore comprehensive discussion using a multi-crop, multi-year
ACRE scenario analysis that explores different price and yield outcomes, see
“Opportunity Costs and Payment Scenarios’ chapter, pp. 5-13.)

The 1-year/1-crop example illustrates the intersection between the ACRE
program and crop insurance. Producer-paid crop insurance premiums are a

Appendix table 1
Hypothetical ACRE payment calculation for 2010 corn?

State calculations Farm calculations
State ACRE Guarantee (SAG) Farm benchmark revenue

ACRE guarantee price $5.18 ACRE guarantee price $5.18
Benchmark State yield/planted acre 166 Benchmark farm yield/planted acre 159

Crop insurance premium/acre $30
State ACRE guarantee $774 Farm ACRE benchmark revenue $854

State actual revenue Farm actual revenue

ACRE price $4.50 ACRE price $4.50
Actual State yield/planted acre 164 Actual farm yield/planted acre 150
Actual State revenue $738 Actual farm revenue $675
1. Is actual State revenue < State ACRE guarantee? Yes 2.1s actual farm revenue < farm ACRE benchmark revenue? Yes

= Producer IS eligible for 2010 corn ACRE payments.

ACRE payment calculation

ACRE payment rate/acre ACRE payment
1: SAG minus actual $36 ACRE payment rate/acre $36
2: 25 percent SAG $193 Payment acreage (100 x 0.833) 83.3
Rate = lesser of 1 or 2 $36 Farm productivity ratio 0.96
Total ACRE payment to producer $2,879

1Calculated values may differ from those shown in the table due to rounding error.
Source: USDA, Economic Research Service calculations.
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ACRE Definitions

ACRE payments are made to producers if a producer meets specific criteria at the State and farm level. Payment
criteriaand payment amounts are determined and calculated for each digible commodity. Yield references within the
ACRE program are per planted acre as reported, rather than per harvested acre. Calculationsinclude:

State-level payment criterion

The Actual State Revenue must fall below the State ACRE Guarantee (SAG). These components are calculated
asfollows:

Actual State revenue = State yield per planted acre x ACRE price
State ACRE Guarantee = 90 percent x (benchmark State yield x ACRE guarantee price)

—Thebenchmark State yield equals the State Olympic average! yield per planted acre for
the 5 previous crop years.

—The ACRE guarantee price equals the average national price for the 2 previous crop
years

—The ACRE price is determined by USDA's Farm Service Agency, using National
Agricultural Statistics Service prices and equals greater of:

* the national average commodity market price received by producers during
the 12-month marketing year; or

* the reduced marketing assistance commaodity loan rate.
Farm-level payment criterion

The actual farm revenue must fall below the farm ACRE benchmark revenue. The components are calculated as
follows:

Actual farm revenue equals the reported commodity farmyield x ACRE price

Farm ACRE benchmark revenue equals (the 5-year Olympic averagefarm yield x ACRE guarantee
price) + crop insurance premium (for the current year)

When both the State- and farm-level payment criteria are met, ACRE payments are calculated as discussed in
the beginning of this chapter. The ACRE payment rate equals the difference between the State ACRE Guarantee
and actual State revenue or 25 percent of the State ACRE Guarantee, whichever is less. This number is then
multiplied by 83.3 percent (or 85 percent for 2012 crop year) and the farm productivity ratio.

Farm productivity ratio = Farm 5-year Olympic average crop yield per planted acre divided by the
ACRE benchmark State yield

ACRE payment rate = [lesser of: (SAG-actual State revenue) or (0.25*SAG)] x 0.833 (0.85 for
2012) x farm productivity ratio

15.year Olympic average” refers to the average yield over the previous 5 years, omitting the highest and lowest yields.
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component of farm ACRE benchmark revenue. Inclusion of the crop insur-
ance premium in the farm ACRE benchmark revenue calculation increases the
likelihood of farm-level payments when the State-leve criterion is met. This
provison will have a greater impact in high-risk production areas (and for high-
risk crops) because crop insurance premiums are larger for those locales and
crops. High-risk production areas are geographic areas where crop yields vary
more from year to year than in other parts of the United States, primarily due
to unpredictable weather conditions such asin the Plains States.

Key Payment Details

Cap on State ACRE Guarantee fluctuations: The State ACRE Guarantee
(SAG) for acrop year cannot change by more than 10 percent from the
previous crop year SAG. For example, the 2010 SAG in appendix table 1

is $774. Given the 10-percent variation restriction, the 2011 SAG will fall
between $851 and $697, regardless of alarger change in prices or yields.
Since the ACRE program starts with the 2009 crop year, this provision first
applies for the 2010 crop year.

Irrigated land considerations: Separate SAGs will be calculated for irri-
gated and nonirrigated planted acreage within the State if each irrigated and
nonirrigated planted acreage accounts for 25 percent or more of the State's
digible planted crop acreage. For example, if there is a 60/40 split across
irrigated and nonirrigated planted corn acreage in the State, separate irrigated
and nonirrigated SAGs will be calculated for the State.

Payment acreage restrictions: ACRE payments are calculated using planted
acres for each commaodity. However, payment acreage is limited to afarm’s
base acreage for all eigible commodities on the farm. Payments are limited
to 83.3 percent of planted acresin 2009-11 and 85 percent of planted acresin
2012. If 83.3 percent (85 percent in 2012) of total acres planted to all eigible
commodities on afarm exceed the farm’s total base acreage, producers must
designate which planted acres will be considered for paymentsin accordance
with Farm Service Agency (FSA) reporting deadlines.

For example, a corn producer has enrolled an FSA farm composed of
150 total base acres (100 corn base acres and 50 oat base acres) in the
ACRE program. USDA's Farm Service Agency maintains farm records
based on smaller administrative units (“ FSA farms’) consisting of their
respective owners and operators. (See box, “Enrolling a“ Farm Service
Agency (FSA) Farm” in ACRE.") If the producer plants 180 acres or
more to corn, up to 150 acres (180 x 0.833 = 150) on the farm can be
designated for potential corn ACRE payments.

Payment limitations: Enrolled producers are subject to ACRE-specific
payment limitations consisting of an ACRE and direct-payment limita-

tion that appliesto total payments received by each enrolled person. ACRE
payments are limited to $65,000 per person plus the 20-percent reduction in
direct payments, which varies by base acreage. Direct payments are limited
to $40,000 per person minus the 20-percent reduction in direct payments.
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Enrolling a “Farm Service Agency (FSA)
Farm” in ACRE

Many agricultural producers farm combinations of owned and rented land.
Together, the combinations comprise the total “farm operation.” Land is
frequently rented from multiple landowners. If all ownership combinations were
combined into asingle unit, it would be difficult administratively to track program
parameters such as base acres and program yields for the farm and for the
landowner over time. Thus USDA's Farm Service Agency maintains farm records
based on smaller administrative units (farms) consisting of varying groups of
owners and operators. Participation in USDA commodity programs appliesto the
unit of owners, operators, landlords, tenants, or sharecroppers.

A farmer may operate on a number of “FSA farms” For example, Farmer Jones
farms 380 acres of land on three FSA farms:

e Farm A consists of 75 acres of land leased by Farmer Jones but owned by
brothers Bill and Jm Smith.

» Farm B consists of 50 acres owned by Farmer Jones, 25 acres leased from Mrs.
Applebee, and 30 acres leased from John Applebee, Mrs. Applebeg's son.

 Farm C consists of 200 acres of land owned by Farmer Jones.

Each farm must be enrolled separately with FSA. When electing and annually
enrolling in the ACRE program, farm operators such as Farmer Jones may treat
each farm separately, enrolling one farm but not necessarily the other farms. All
owners, operators, landlords, tenants, and sharecroppers must agree in writing
to elect to participate in ACRE. Thus, it is likely that some farmers will not
enroll their entire farm operation in ACRE. Farmers who elect ACRE are able to
diversify their farm program portfolio by enrolling only a portion of their FSA
farmsin ACRE.

The ACRE program differs from other commodity programsin five key areas
(see box, “2002 Farm Act Commodity Programs Continue in 2009-12, p. 33,
for details on those programs).

1) The ACRE program gives eligible farmers a choice of commodity
programs, but producers who enroll will need to weigh costs and
benefits across options. Enrolled producers are eigible for ACRE
payments, direct payments, and marketing-loan benefits. As a condi-
tion for participation in ACRE, direct payments are reduced by 20
percent and marketing loan rates for commaodities eligible for ACRE
payments are reduced by 30 percent. After electing ACRE, thefarmis
no longer eligible to receive counter-cyclical payments. Producers who
elect not to participate in ACRE remain digible for 2002 Farm Act
commodity programs. The ACRE program will tend to complement
producers crop insurance selections (Zulauf, Dicks, and Vitale, 2008).
ACRE enrollment tradeoffs, particularly for marketing-loan benefits,
will vary greatly among commodities, assuming USDA long-term
price projections. Important producer-specific ACRE election costs,
including learning costs associated with a new program option and
negotiation costs between landowners and operators, will also carry
weight in the ACRE dection decision and could limit participation.
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2) ACRE enrollment is optional. The producer may enroll in ACRE in
any year from 2009-12, but once a farmer elects to participate in the
overall ACRE program, the farm remainsin the program through
2012, the ending year of the 2008 Farm Act. USDA extended the
initial (2009) ACRE €éection and enrollment window from June 1 to
August 14 to give producers more time to make an informed decision
between remaining in the 2002 Farm Act programs or participating in
ACRE for crop years 2009 through 2012.1 If land isrented, all land- 1USDA released ACRE enrol Iment
owners and operators must agree to elect ACRE. To be digible for data for 2009 on October 20, 2009. See
ACRE payments, producers elect ACRE once, then annually enroll the pp. 22-25 for adiscussion.
farm in the program (see box, “Enrolling a‘ Farm Service Agency
(FSA) Farm' in ACRE” for clarification).

3) ACRE payments are based on a moving average of market reve-
nues (national prices and yields) instead of fixed target prices.
State- and farm-level ACRE benchmark revenues for various commod-
ities are moving averages based on national market prices and reported
State and farm yields. Payments are made when benchmark revenues
fall below actual revenues. If thereisasignificant period of falling
(rising) prices, the State ACRE Guarantee will adjust downward
(upward). In addition, the likelihood of an ACRE payment will adjust
accordingly.

4) ACRE has a dual-payment trigger—both State- and farm-Ilevel
declines are required for an ACRE payment. ACRE payments
are based on State- and farm-level benchmark revenues for each
commodity. The ACRE program provides benefits only if BOTH the
State and the producer experience a revenue loss where actual revenues
fall below benchmark revenues, by commaodity and by farm. ACRE
payments are triggered at the State level when the actual State revenue
has fallen below 90 percent of the moving yield and price average.
When the State-level payment criterion is met, it is likely that the
ACRE actual farm revenue for the commodity also will fall below the
farm ACRE benchmark revenue, and thereby meet the farm-level crite-
rion for revenue loss.

5) ACRE payments are based on planted, not base, acres. Payments
from counter-cyclical and direct payment programs use historical
base acres. ACRE payments are based on 83.3 percent (85 percent in
2012) of planted acres of acommodity. Total ACRE payment acres
cannot exceed total base acres on the farm. If ACRE payment acres
exceed base acres, the farmer must designate the plantings igible for
payments each year by September 30.
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2002 Farm Act Commodity Programs

Continue in 2009-12

Direct payments are made based on historical acreages (base acres) and
yields (program yields). Direct payment rates, which vary from commodity to
commodity, play arole in the calculation of other commodity program payments.
Direct payments are similar to the production flexibility contract (PFC) payments
that were made available in 1996-2001 for wheat, feed grains, rice, and upland
cotton. The 2002 Farm Act replaced PFC payments with direct payments and
added oilseeds to the list of digible crops. The 2008 Farm Act leaves direct
payment rates unchanged, but reduces eligible direct payment acres from 85
percent of base acresto 83.3 percent for crop years 2009-11.

The nonrecourse marketing assistance loan program provides commodity-
secured loans to producers for a specified period of time (typically 9 months),
after which producers must either repay the loan and accrued interest (if market
prices are above the loan rate) or transfer ownership of the commodity pledged
as collateral to the Commaodity Credit Corporation as full settlement of the loan,
without penalty. Alternatively, at any time during the loan period, if the loan
repayment rate (posted county price or prevailing world market price) is below
the loan rate plus interest, the farmer may repay the loan at that lower rate, thus
obtaining a marketing loan gain.

Instead of taking out a commaodity loan, eligible farmers may choose to receive
marketing loan benefits through loan deficiency payments (LDP) when market
prices are lower than commaodity loan rates. The LDP option allows the producer
to receive the benefits of the marketing loan program without having to take
out and subsequently repay a commodity loan. The LDP rate is the amount by
which the loan rate exceeds the loan repayment rate and, thus, is equivalent to the
marketing loan gain that could be obtained for commodities under loan.

The 2008 Farm Act continues commodity loan programs for wheat, corn, grain
sorghum, barley, oats, long- and medium-grain rice, soybeans, other oilseeds,
upland cotton, extra-long staple cotton, peanuts, wool, mohair, honey, small and
large chickpeas, lentils, and dry peas. The loan rates, specified in the legidation,
are unchanged for crop year 2008, but will increase for wheat, barley, oats, other
oilseeds, and wool for crop years 2010-12. L oan rates for dry peas and lentils will
be lowered for crop years 2009-12.

Counter-cyclical payments (CCPs) were established under the 2002 Farm Act
and were initially available for wheat, corn, grain sorghum, barley, oats, rice,
upland cotton, soybeans, other oilseeds, and peanuts. The 2008 Act continues
CCPsfor these crops and adds dry peas, lentils, and chickpeas. The 2008 Act does
not change the target prices through crop year 2009 for any commodity except
upland cotton. For upland cotton, the target price is lowered to 71.25 cents per
pound for crop years 2008-12. Target prices increase for wheat, grain sorghum,
barley, oats, soybeans, and other oilseeds for crop years 2010-12. The amount of
historical production to which the CCP rate is applied will remain at 85 percent
for crop years 2008-12.

For additional program details, see Farm and Commodity Policy Briefing Room,
Program Provisions at:
www.ers.usda.gov/Briefing/FarmPolicy/ProgramProvisions.htm/.
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Appendix B
Scenario A: State-level yield shocks (national average market prices unaffected)?!

State-level scenario A:
State-level yield corn shocks

State-level scenario A:
State-level yield cotton shocks

in 2010 and 2011 in 2010 and 2011
State assumptions Formula 2009 2010 2011 2012 2009 2010 2011 2012
Actual State revenue (per acre):
(actual avg. mkt price
per bu/lb or loan rate,
ACRE price whichever is higher) $5.30 $5.35 $5.40 $5.23 $0.62 $0.60 $0.59 $0.58
Actual national average
price per bu/lb $5.30 $5.35 $5.40 $5.23 $0.62 $0.60 $0.59 $0.58
(70 percent marketing
Reduced loan rate assistance loan rate) $1.37 $1.37 $1.37 $1.37 $0.36 $0.36 $0.36 $0.36
Actual yield/planted acre (bu/lb per planted acre) 165 105 98 172 900 500 600 964
(=price*yield/planted
Actual State revenue (bu/lb per planted acre) $874.50 $561.75 $529.20 $899.56 $558.00 $300.00 $354.00 $559.12
State ACRE guarantee (SAG) (per acre:
ACRE guarantee price (2-yr moving national
average price-based
on the prior 2 years) $4.88 $5.28 $5.33 $5.38 $0.57 $0.59 $0.61 $0.60
Guarantee yield/acre (5-yr Olympic average) 164 163 163 144 947 920 904 817
(=price*yield/planted
State ACRE Guarantee? acre*.9) $719.55 $772.26 $779.58 $701.10 $483.68 $490.59 $496.30 $446.67
ACRE Payment Trigger #1:
Is actual State revenue less than State ACRE guarantee? No Yes Yes No No Yes Yes No
Corn ACRE payment rate
1: SAG minus actual $0 $211 $250 $0 $0 $191 $142 $0
2: 25 percent SAG $179.89 $193.07 $194.90 $175.28 $120.92 $122.65 $124.07 $111.67
Rate= lesser of 1 or 2 (per acre rate) $0  $193.07 $194.90 $0 $0 $122.65 $124.07 $0

Farm-level scenario A:
State-level corn yield shocks
in 2010 and 2011

Farm-level scenario A:
State-level upland cotton yield
shocks in 2010 and 2011

Farm assumptions Formula 2009 2010 2011 2012 2009 2010 2011 2012
Actual farm revenue (per acre):
Planted acreage 100 100 100 100 100 100 100 100
Actual FARM yield/planted acre 165 171 150 172 945 850 950 960
ACRE price $5.30 $5.35  $5.40  $5.23  $0.62  $0.60  $0.59  $0.58
Actual farm revenue
(per acre) $872.75 $914.85 $810.00 $899.56 $585.90 $510.00 $560.50 $556.80
Farm ACRE benchmark revenue (per acre):
ACRE guarantee price (2-yr moving national
average price-based
on the prior 2 years) $4.88 $5.28 $5.33 $5.38 $0.57 $0.59 $0.61 $0.60
Benchmark farm yield/acre (5-yr Olympic average) 164 162 165 165 938 929 913 946
Crop insurance premium 30 30 30 30 24 24 24 24
Farm ACRE benchmark
revenue $827.90 $886.35 $908.64 $916.89 $556.05 $574.31 $580.91 $586.77
ACRE Payment Trigger #2:
Is actual farm revenue less than farm ACRE benchmark
revenue?: No No Yes Yes No Yes Yes Yes
Does this producer receive an ACRE payment? No No Yes No No Yes Yes No
—Continued
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Appendix B

Scenario A: State-level yield shocks (national average market prices unaffected)>—Continued

Farm-level scenario A:
State-level corn yield shocks

Farm-level scenario A:
State-level upland cotton yield

in 2010 and 2011 in 2010 and 2011
Farm assumptions Formula 2009 2010 2011 2012 2009 2010 2011 2012
Corn ACRE payment Cotton ACRE payment
ACRE payment rate $0  $193.07 $194.90 $0 $0 $122.65 $124.07 $0
Payment acreage 83.3 83.3 83.3 85 83.3 83.3 83.3 85
Farm productivity ratio 0.998 0.998 1.014 1.146 0.990 1.010 1.010 1.157
Farm ACRE payment $0 $0 $16,467.90 $0 $0 $10,314.26 $10,437.80 $0

Corn ACRE participation tradeoffs

Cotton ACRE participation tradeoffs

Direct payments (DPs)

Marginal DP rate $0.060 $0.060 $0.060 $0.060 $0.013 $0.013 $0.013 $0.013
DP payment acres 83.3 83.3 83.3 85 83.3 83.3 83.3 85
DP yield 121 121 121 121 650 650 650 650
Marginal DP tradeoff $604.76  $604.76 $604.76 $617.10 $722.29 $722.29 $722.29 $737.04
Counter-cyclical payments (CCPs)
(Target rate-DP
rate-national avg.
CCP rate market price) $0 $0 $0 $0 $0.0258 $0.0458 $0.0558 $0.0658
CCP base acres X .85 85 85 85 85 85 85 85 85
CCP yields 156 156 156 156 825 825 825 825
Total CCPs $0 $0 $0 $0 1,809.23 $3,211.73 $3,912.98 $4,614.23
Marketing loan benefits (MLBs)
At the assumed price levels, it is unlikely that marketing loan benefits will be available for corn. The
likelihood of marketing loan benefits for cotton is less clear. If marketing loan benefits are available
for either crop, the maximum loan rate for enrolled producers is $1.37 for corn and $0.3634 for
cotton.
Net ACRE monetary benefit $(604.76) $(604.76) $15,863.14 $(617.10) $(2,531.52) $6,380.24 $5,802.53 $(5,361.27)

1Calculated values may differ from those shown in the table due to rounding error.
2SAG is limited to 90 percent of the prior year's SAG.

Source: USDA, Economic Research Service calculations.
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Appendix C
Scenario B: Falling market price scenario?!

State-level scenario B:
Expect falling corn prices

State-level scenario B:
Expect falling cotton prices

State assumptions Formula 2009 2010 2011 2012 2009 2010 2011 2012
Actual State revenue (per acre):
(actual avg. mkt price
per bu/lb or loan rate,
ACRE price whichever is higher) $5.05 $4.50 $4.00 $3.75 $0.62 $0.58 $0.52 $0.47
Actual national average
price per bu/lb $5.05 $4.50 $4.00 $3.75 $0.62 $0.58 $0.52 $0.47
(70 percent marketing
Reduced loan rate assistance loan rate) $1.37 $1.37 $1.37 $1.37 $0.36 $0.36 $0.36 $0.36
Actual yield/planted acre (bu/lb per planted acre) 165 168 172 170 970 964 975 978
(=price*yield/planted
Actual State revenue (bu/lb per planted acre) $833.25 $756.00 $688.00 $637.50 $601.40 $559.12 $507.00 $461.54
State ACRE guarantee (SAG) (per acre:
ACRE guarantee price (2-yr moving national
average price-based
on the prior 2 years) $4.88 $5.15 $4.78 $4.25 $0.58 $0.59 $0.60 $0.54
Guarantee yield/acre (5-yr Olympic average) 164 163 165 167 947 943 962 970
(=price*yield/planted
State ACRE Guarantee? acre*.9) $719.55 $753.96 $709.09 $640.05 $493.48 $503.03 $519.48 $471.26
ACRE Payment Trigger #1:
Is actual State revenue less than State ACRE guarantee? No No Yes Yes No No Yes Yes
Corn ACRE payment rate
1: SAG minus actual $0 $0  $21.09 $2.55 $0 $0  $12.48 $9.72
2: 25 percent SAG $179.89 $188.49 $177.27 $160.01 $123.37 $125.76 $129.87 $117.81
Rate= lesser of 1 or 2 (per acre rate) $0 $0  $21.09 $2.55 $0 $0  $12.48 $9.72

Farm-level scenario B:
Expect falling corn prices

Farm-level scenario B:
Expect falling cotton prices

Farm assumptions Formula 2009 2010 2011 2012 2009 2010 2011 2012
Actual farm revenue (per acre):
Planted acreage 100 100 100 100 100 100 100 100
Actual FARM yield/planted acre 178 164 170 169 989 1,000 1,020 1,010
ACRE price $5.05 $450  $4.00 $3.75  $0.62  $0.58  $0.52  $0.47
Actual farm revenue
(per acre) $898.90 $738.00 $680.00 $633.75 $613.18 $580.00 $530.40 $474.70
Farm ACRE benchmark revenue (per acre):
ACRE guarantee price (2-yr moving national
average price-based
on the prior 2 years) $4.88 $5.15 $4.78 $4.25 $0.58 $0.59 $0.58 $0.51
Benchmark farm yield/acre (5-yr Olympic average) 164 164 165 168 938 938 968 987
Crop insurance premium 30 30 30 30 24 24 24 24
Farm ACRE benchmark
revenue $827.90 $872.91 $816.82 $742.10 $566.83 $579.49 $585.18 $527.23
ACRE Payment Trigger #2:
Is actual farm revenue less than farm ACRE benchmark
revenue?: No Yes Yes Yes No No Yes Yes
Does this producer receive an ACRE payment? No No Yes Yes No No Yes Yes
—Continued
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Appendix C

Scenario B: Falling market price scenario’—Continued

State-level scenario B:
Expect falling corn prices

State-level scenario B:
Expect falling cotton prices

Farm assumptions Formula 2009 2010 2011 2012 2009 2010 2011 2012
Corn ACRE payment Cotton ACRE payment

ACRE payment rate $0 $0 $21.09 $2.55 $0 $0 $12.48 $9.72

Payment acreage 83.3 83.3 83.3 85 83.3 83.3 83.3 85

Farm Productivity ratio 0.998 1.006 0.999 1.001 0.990 0.994 1.006 1.018

Farm ACRE payment $0 $0 $1,754.24 $217.04 $0 $0 $1,045.59 $840.57

Marginal DP rate

DP payment acres

DP yield

Marginal DP tradeoff

CCP rate

CCP base acres X .85
CCP yields

Total CCPs

Net ACRE monetary benefit

(Target rate-DP
rate-national avg.
market price)

Corn ACRE participation tradeoffs

Cotton ACRE participation tradeoffs

Direct payments (DPs)

$0.060  $0.060 $0.060  $0.060 $0.013 $0.013 $0.013

83.3 83.3 83.3 85 83.3 83.3 83.3

121 121 121 121 650 650 650

$604.76 $604.76  $604.76 $617.10 $722.29 $722.29 $722.29
Counter-cyclical payments (CCPs)

$0 $0 $0 $0 $0.0258 $0.1058 $0.1258

85 85 85 85 85 85 85

156 156 156 156 825 825 825

$0 $0 $0 $0 $1,809.23 $7,419.23 $8,821.73

Marketing loan benefits (MLBs)

$0.013
85

650
$737.04

$0.1258
85

825
$8,821.73

At the assumed price levels, it is unlikely that marketing loan benefits will be available for corn.
The likelihood of marketing loan benefits for cotton is less clear. If marketing loan benefits are
available for either crop, the maximum loan rate for enrolled producers is $1.37 for corn and

$0.3634 for cotton.
$(604.76) $(604.76)  $1,149.48

$(400.06) $(2,531.52) $(8,141.52) $(8,498.43) $(8,718.20)

1Calculated values may differ from those shown in the table due to rounding error.
2SAG is limited to 90 percent of the prior year's SAG.

Source: USDA, Economic Research Service calculations.
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