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The 2014 Farm Bill introduced two new crop insurance programs — the Supplemental Coverage Option
(SCO) and the Stacked Income Protection Plan (STAX) for upland cotton. Both were designed to provide
farmers with additional or supplemental protection beyond what was currently offered by existing crop
insurance programs.

Today’s article summarizes actual use of both programs for the initial year of availability in 2015 using
data from the Risk Management Agency’s (RMA) Summary of Business files. Usage data reflects the
design and eligibility rules associated with the SCO and STAX programs.

Background on SCO and STAX

SCO is intended to be available for a wide range of crops, with coverage eligibility potentially limited by
the farmer’s choice of commodity program. Specifically, program crops with base acreage enrolled in
either of the Agriculture Risk Coverage (ARC) programs are ineligible for SCO. Only crop base enrolled
in PLC can add the SCO coverage to supplement the underlying individual insurance plan being used by
the farmer. Use of SCO requires the farmer to purchase an underlying individual plan of insurance
through the yield protection (YP), revenue protection (RP), or revenue protection with the harvest price
exclusion (RP-HPE) plans.

SCO was initially made available in 2015 for barley, corn, cotton, rice, sorghum, soybeans, and wheat
(see county-level maps of availability by crop here), with planned expansion to more crops and regions in
future years. SCO provides supplemental county-based coverage to cover a portion of the farmer’s crop
insurance deductible, with the amount and type of coverage varying based the farmer’s choice of
underlying individual insurance plan. SCO premiums are subsidized at a rate of 65%. More information on
SCO can be found in the farmdoc daily articles from April 24, 2014 and February 27t, 2014 as well as in
the RMA fact sheet available here.

The STAX program can be purchased by cotton growers in conjunction with another crop insurance
policy (including the YP, RP, and RP-HPE individual plans as well as Area Risk Protection Insurance
policies), or it can be used on its own. STAX offers area revenue coverage with a maximum coverage
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band of 20% and a fixed trigger level of 90% of the area revenue guarantee. STAX premiums are
subsidized at a rate of 80%. More details on the STAX program are available in the RMA fact sheet
available here.

SCO and STAX Use in 2015

Table 1 summarizes the use of the SCO and STAX insurance programs in the 2015 crop year. Measures
of use for both programs are based on total liability, the number of policies earning premium, and the
number of insurance units earning premium. For most crops, SCO represents a very small amount of
liability, particularly when compared with the total liability associated with the RP, RP-HPE, and YP
programs. Corn and soybeans have a total of $19 million and $16 million in total SCO liability, but this
presents just 0.05% and 0.07% of total liability, respectively, for these crops. Barley, sorghum, and wheat
have slightly higher percentages of total liability covered under SCO, but all remain less than 1% of total
liability. Rice has the largest dollar amount of liability ($80 million) as well as the highest share of total
liability (5.35%) covered under SCO. There is $229 million in total liability in the STAX program, which
represents nearly 7.8% of total insurance liability for cotton insured under the STAX, YP, RP, and RP-
HPE programs.

Use measures based on percentage of total policies and insurance units earning premium are also
provided in table 1. The values illustrate the same general pattern across commodities. SCO use is
lowest in corn and soybeans, with slightly higher use for barley, sorghum, and wheat. The highest use is
for rice, with SCO representing over 16% of rice policies and insurance units. For cotton, SCO and STAX
represent more than 18.5% of policies and nearly 21.5% of insurance units.

Table 1. Measures of SCO and STAX Use in 2015 by Commodity

SCO/STAX Individual
Liability Plan Liability
($ million) ($ million)

SCO/STAX  SCO/STAX  SCO/STAX
% of Liability % of Policies % of Units

Commodity

Barley $1.1 $520 0.21% 0.42% 0.73%
Corn $19 $38,809 0.05% 0.27% 0.30%
Cotton (SCO) $0.5 $2,716 0.02%

Cotton (STAX) $229 $2,716 7.79% 18.56% 21.49%
Rice $80 $1,415 5.35% 16.95% 16.71%
Sorghum $6.1 $1,094 0.56% 1.73% 2.08%
Soybean $16 $23,466 0.07% 0.28% 0.36%
Wheat $70 $8,265 0.84% 4.31% 4.94%

Note: Computed from the Risk Management Agency’s Summary of Business for 2015

While the use measures reported in table 1 for SCO seem low, particularly for corn and soybeans, it is
important to keep in mind the relationship between SCO eligibility and the farm program choices made as
part of the 2014 Farm Bill, as well as how SCO coverage works in relationship to the underlying individual
insurance plan. Table 2 provides the average crop insurance coverage level (for all RP, RP-HPE, and YP
policies, weighted by net insured acres) and the enrollment rate in the PLC program for each commodity
based on data from the Farm Service Agency (FSA).

The very low levels of SCO use for corn and soybeans should not be surprising given that these crops
had very low enrollment rates in PLC, making the vast majority of corn and soybean acres planted each
year ineligible for the SCO program. Furthermore, the higher the coverage level on the individual plan
coupled with SCO the smaller the share of total liability that SCO could represent. Corn and soybeans
have the highest average coverage levels elected by producers, both being above 75%.

Wheat, barley, and sorghum all had much higher enrollment rates in PLC making a larger share of
planted acreage in those crops eligible for SCO coverage each year. The average insurance coverage
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levels for these crops is also lower, with wheat and barley just over 70% and sorghum under 68%. Both
of these factors imply higher potential use of SCO, which is reflected in the data in table 1.

Finally, nearly all rice base was enrolled in PLC, thus making nearly all rice acreage likely eligible for SCO
coverage. Rice farmers also have the lowest average insurance coverage level for the crops reported in
table 2 at just under 67%. Again, both of these factors would lead to higher potential use for the SCO
program which was shown for 2015.

Use numbers for the STAX program on cotton acreage exceed those on all other crops for SCO. This is
also not surprising given that cotton was not eligible for either the ARC or PLC programs. This, combined
with the fact that STAX use does not have an underlying insurance plan requirement, increases the both
the incentives and potential for use of the program by cotton growers.

Table 2. Average 2015 Crop Insurance Coverage Level and Base Acre
Enrollment in PLC by Commaodity

Average Crop Insurance % Base Acres Enrolled in PLC

Coverage Level Program
Commaodity
Barley 70.3% 74.8%
Corn 76.3% 6.6%
Cotton 67.0% n/a
Rice 66.9% 99.7%
Sorghum 67.6% 66.4%
Soybean 75.1% 3.1%
Wheat 70.7% 42.5%

Note: Average coverage level is for all RP, RP-HPE, and YP policies weighted by net acres.

Conclusions

The 2014 Farm Bill introduced two new crop insurance programs which were designed to provide
coverage to supplement that which was already provided by existing insurance programs. SCO can be
coupled with coverage under an individual plan of insurance (RP, RP-HPE, or YP) and provides
supplemental area-based coverage for a portion of the farmer’s deductible. The SCO program is
available for a range of crops, with eligibility limited by the farmer’s choice of commodity program (i.e.
PLC or ARC). The STAX program was created only for upland cotton producers, and provides area
revenue coverage either on its own or in conjunction with an underlying plan of insurance.

Both programs were made available for the first time in 2015, and data from the RMA shows that use
follows what would be expected based on the design and eligibility rules associated with the programs.
Use of SCO is lowest for corn and soybeans, likely due to their high enrollment rates in the ARC program
and relatively high average coverage levels elected by farmers under the existing individual plans of
insurance. SCO use was slightly higher for barley, sorghum, and wheat where a larger percentage of
base acres were enrolled in PLC and average individual insurance coverage rates are lower. SCO use is
greatest for rice where nearly all base acreage was enrolled in PLC and the average coverage rate is the
lowest among the crops examined. STAX use in cotton is greater than SCO use in all other crops,
reflecting the fact that there are no eligibility limitations associated with a commodity program for cotton
as well as the fact that STAX can be used alone or to supplement another insurance program.
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