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Payments for the 2015 Agricultural Risk Coverage at the county level (ARC-CO) program will be made this
fall, providing much-needed funds for many farms with short cash flows. At this point, not all data needed to
calculate ARC-CO payments are known with certainty; however, reasonable estimates of payments can be
made at this time. In this article, ARC-CO payments are shown for corn and soybeans in lllinois counties.
Maps showing corn and soybean level of payments across the United States also are provided. As
indicated in the final commentary section, farmers and land owners should not expect as large of ARC-CO
payments for 2016, unless 2016 revenues are below 2015 revenues.

ARC-CO Background

ARC-CO is one of three choices that farmers and landowners had for receiving commaodity title payments
under the 2014 Farm Bill. These choices were one-time decisions, made for each program crop on a Farm
Service Agency (FSA) farm, with the decisions being unchangeable for the length of the 2014 Farm Bill,
scheduled to end with the 2018 production year. For corn and soybeans, over 90% of the base acre were
enrolled in ARC-CO (farmdoc daily June 16, 2015).

ARC-CO is a county revenue program that makes payments when county revenue is below a benchmark
guarantee (see farmdoc daily February 20, 2014, for a description of ARC_CO payments). To estimate
2015 payments, information on these three items are needed:

e Market Year Average (MYA) prices. ARC-CO uses national, MYA prices in the calculation of
revenue. The marketing year for corn and soybeans begins in September and ends in August, so
the end of the marketing year has not been reached; however, the range of possible 2015 MYA
prices is fairly narrow. In its May report, World Agricultural Supply and Demand Estimates
(WASDE) report puts the MYA price mid-points at $3.60 per bushel for corn and $8.85 per bushel
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for soybeans. It is very likely that the final MYA price will be within $.10 of these midpoints. If a bias
exists, the mid-point price may be too low should price increases persist for the last six weeks of the
summer.

e County yields. FSA will release their estimates of county yields this fall before making ARC-CO
payments. In this article, county yields released by the National Agricultural Statistical Service
(NASS) will be used to estimate 2015 ARC-CO payments. NASS yields will not be the same as
FSA yields. Where NASS data exists, FSA yields generally will be below the NASS vyield. Where
NASS data does not exist, 2015 ARC-CO estimates are not made.

e Federal Budget Sequester amount. Last year, commodity payments under the 2014 Farm Bill were
reduced 6.8% due to sequester requirement contained in Congressional budgeting processes. A
sequester likely will occur for 2015 payments. In this article, a sequester reduction is not included in
payment estimates.

Figure 1. Output of ARC-CO PLC Payments Tool for Corn
in McDonough County, lllinois

Input Agricultural Risk Coverage (ARC) - County Price Loss
Coverage (FLL)
County MYA Benchmark ARC ARC

Year Yield Price’ Yield® Price’ Guarantee® Payment® Payment®

2008 188 3.55

2010 141 5.18

2011 167 6.22

2012 138 6.89

2013 187 4.46 S/acre S/acre

2014 211 3.70 165 5.29 751 0.00 0

2015 * 176 3.60 165 5.29 751 7420 11

2016 182 3.35 177 479 729 7206 40

2017 183 3.55 182 3985 618 0.00 17

2018 185 3.75 184 3.70 585 0.00 0
Five-Year Average 29.25 14

Nationalloan rate equals: 195 Reference price equals: 370
2015 ARC and PLC payments

* A star next tothe yiedd meansthis 5a NASS yield. Theyield FSA uses in calculating 2015 payments
Avill be close tothis yield. The FSA yield likely will be below this NASS yield.

2015 MYA price currently are based on estimates. These prices will be known at the end of the
marketing year (end of August for corn and soybeans).

2014 payments were reduced 6.8% for sequester. Thisreduction s not included for 2015 payments.

2014 ARC and PLC payments:
2014 ARC-CO and PLC payments are estimated on a per base acre basis Payments are adjusted to
account for the fact that payments are made on 85% of base acres.
2014 payments are adjusted for a6.8% sequester. The 2014 payment s mutiplied by .932 (1-.068).
NaN for 2014 yields meanthat Farm Service Agency has not released county yield data

Market year average price which isa national price for a marketing year.
Equais Olympic average of five-previous yields. Clympic averages eliminate high and low observations.
Equals Olympic average of five-previous prices, price cannot beless than reference price.

Equals benchmark yield x benchmark price x .85.

w

Equals 85 x minimum of {ARC guarantee - county yield x MYA price) or {10% of benchmark yield x benchmark
price), when county revenue is fess than ARC guarantes, zero otherwise.

s Equals [reference price - higher of MYA price or nationa! loan rate) x PLC paymentyield x .85, fd d

Payments shown in the following maps were estimated using the same procedures as used in the ARC-CO
PLC Payment Estimator, a Microsoft Excel spreadsheet available for download in the FAST section of
farmdoc (click here for download). Default values for each county and crop will produce the values
contained in the maps. Figure 1 shows output from the tool for corn in McDonough County, Illinois. The
estimated 2016 ARC-CO payment is $74.20 per base acre, as shown on the 2015 line of the output.
Footnotes in the table detail ARC-CO payment calculation. Note that the 2016 guarantee will be lower than
the 2015 guarantee. The reduction in the 2016 guarantee occurs because it is based on a 5 year Olympic
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moving average of county yield and U.S. crop year prices. In particular, the higher price year of 2010 was in
the guarantee calculation for the 2015 but not the 2016 crop year. This will have the impact of reducing
2016 ARC-CO payments unless either prices or yields are lower than 2015 levels. The 2016 estimate of
$72.06 per acre is based on a lower MYA price of $3.35, the current midpoint of the 2016 WASDE range.

2015 Estimated Payments for Corn

Figure 2 provides 2015 ARC-CO payments estimates per base acre for corn. Many counties in northern
lllinois have projected payments in the $70 to $80 per acre range. Payments tend to decrease the further
south in lllinois, due to higher relative yields in the central and southern portions of the state. Most southern
lllinois counties have payments projected in the $50 to $60 per base acre. Three lllinois counties have
projected payments of $0: Monroe, Piatt, and Pope. County yields in these counties were well above
average.

Figure 2. Projected 2015 ARC-CO Payments, Corn

Some counties do not have
estimates becuase NASS county yields
were unavailable for those counties.

3 farmdoc daily May 27, 2016



Some counties in Figure 2 are left blank. In these counties, NASS did not provide a yield estimate that
matched FSA yield definitions for calculating ARC-CO payments. For example, Tazewell County -- the
irregularly shaped county in the middle of the state -- does not have a 2015 ARC-CO payment estimate. In
this county, NASS provides an “all” acre estimate while FSA makes payments on irrigated and non-irrigated
acres. As a result of yield definitions not matching, a 2015 payment estimate is not given. For the
remainder of counties in lllinois without ARC-CO payment estimates, NASS did not provide 2015 yield
estimates.

Figure 3 shows a color-coded map of 2015 ARC-CO estimated payments for corn across the United States.
Where irrigated and non-irrigated payments estimates exist, the irrigated ARC-CO payment estimated is
shown in Figure 3. Counties left blank do not have a NASS yield estimate. As can be seen in Figure 3,
many counties in the United States will receive 2015 payments. In general, counties with higher relative
yields will receive lower payments and vice versa.

Figure 3. Projected 2015 ARC-CO Payments for Corn

Some counties do not have estimates becuase NASS county yields were unavailable for those counties.

2015 Estimated Payments for Soybeans

For soybeans, 2015 ARC-CO payments are projected to be $50 to $60 per base acre in Illinois (see Figure
4). As with corn, payments generally decrease for central and southern counties, with a significant number
of lllinois counties having projected payments of $0 per base acre, due to their high yield for the 2015 crop
relative to the Olympic average yield for the 2010 through 2014 crop years.

Figure 5 shows a map of estimated 2015 soybean payments. Many counties are projected to receive
payments. Within the corn-belt, payments are made in most counties in a band beginning in eastern lowa,
crossing northern lllinois and southern Wisconsin, extending across northern and central Indiana, and
ending in Ohio. Many counties in northern lowa and southern Minnesota are projected to not receive
payments. ARC-CO is projected to make payments in most North Dakota counties as well.
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Figure 4. Projected 2015 ARC-CO Payments, Soybeans
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Figure 5. Projected 2015 ARC-CO Payments for Soybeans
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ARC-CO payments for both corn and soybeans are negatively correlated with yields, with counties with
higher yields receiving lower ARC-CO payments. Those counties with higher yields also had higher
revenues from crop sales. In this sense, ARC-CO targets payments to areas with lower revenue compared
to revenue from the county during the five most recent crop years.

Commentary

ARC-CO payments for 2015 will be a significant positive cash flow on many grain farms as net farm
incomes are projected to be low in 2016 (farmdoc daily April 26, 2016). However, these payments will not
completely offset the lower prices and the remaining, stubbornly high costs that contribute to negative cash
flows. Unless prices increase in the near future, an urgent need to cut cash flows now and through 2017 will
exist.

Farmers and landowners should not expect the same level of ARC-CO payments for the 2016 production
year, which will be received in the fall of 2017, unless prices go to lower levels than are currently being
experienced. Moreover, even lower payments should be expected for the 2017 and 2018 productions
years. ARC-CO design causes its support to decline over time if low prices continue indefinitely. As a
result, ARC-CO provides a bridge for making adjustments and lowering costs. ARC-CO will not provide
continuing support year-after-year.
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