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The 2012 crop insurance harvest prices will be $7.50 per bushel for corn and $15.39 per bushel for
soybeans (As of this writing, the Risk Management Agency has not officially released these prices).
These harvest prices are considerably above projected prices, with increases begin large by historical
standards. As illustrated below, Revenue Protection (RP) and Group Risk Income Plan with the Harvest
Price option (GRIP-HR) insurance policies will make large payments under low yield scenarios.

Harvest Prices Compared to Projected Prices

The $7.50 harvest price for corn is $1.32 above the $5.68 projected price, representing a 32 percent
increase. This 2012 harvest price increase is the third largest since 1975 (see Figure 1). The largest
increase occurred in 2010, when the $5.46 harvest price was 37% above the $3.99 projected price. The
second largest increase occurred in 1988, when the harvest price of $2.89 was 33% above the projected
price. The 2012 and 1988 increases are of similar magnitude.
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Figure 1. Harvest Price Percent Difference from Projected
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The $15.39 harvest price for soybeans is $2.84 above the $12.55 projected price, representing a 23%
increase. The 2012 harvest price increase is the sixth largest since 1975. Years with larger price
increases include 2003 (39% increase), 1983 (33% increase), 1976 (26% increase), 2010 (26%
increase), and 1988 (23% increase). The 2012 and 1988 increases are of similar magnitude.

Figure 2. Harvest Price Percent Difference from Projected
Price, Soybeans, 1975 -- 2012,
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Revenue Protection Payments

Because the harvest price is above the projected price, RP insurance payments will occur when the
harvest yield is below the guarantee yield, with the guarantee yield equaling the Trend Adjusted Actual
Production History (TA APH) yield times the coverage level. For corn, payment on shortfalls will be the
$7.50 harvest price times the yield shortfall. Take a farm with a 200 bushel TA APH yield and an 85%
coverage level, giving a guarantee yield of 170 bushel per acre (200 TA APH yield x .85). A 150 bushel
harvest yield results in a 20 bushel yield shortfall (170 guarantee yield — 150 bushel TA APH yield) and a
payment of $150 per acre (20 bushel yield shortfall x $7.50 price).
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Table 1 shows payments for corn given different guarantee and harvest yields. Payments will be large at
low yields, helping to offset revenue losses associated with low yields.

Table 1. 2012 Revenue Protection Insurance Paym ents for
Different Guarantee Yields and Harvest Yields, Corn.

Harvest TAAPH Yield x Coverage Level'
Yield a0 110 130 150 170
bufacre b per acre’
a0 450 GO0 a0 Q00 1020
a0 300 450 GO0 7a0 Q00
70 150 300 440 BOO a0
a0 0 1580 300 460 GO0
110 0 0 150 300 440
130 0 0 ] 150 300
150 0 0 ] 0 1580

" This is the guarartee vield

z Equals thevield shorfall fguarantee yield - harvest vield) ¥ §7 .50 harvest price.

Table 2 show payments for soybeans given different guarantee and harvest yields. Similar to corn,
payments will be large at low yields, helping to offset revenue losses associated with low yields.

Table 2. 2012 Revehue Protection Insurance Paym ents for
Different Guarantee Yields and Harvest Yields, Soyheans.

Harvest TAAPH Yield x Coverage Level
ield 25 30 el 40 45
hufacre % per acre
o 303 385 462 539 B16
15 154 231 308 G ia] 462
20 77 154 231 303 Jas
25 0 77 154 231 303
ad 0 0 i 154 231
Gia] 0 0 ] 77 154
40 0 0 ] 0 77

"Thiz iz the guarantee swield.

’E guals the vield shodfall (guarantee vield - harvest yield) x $15.39 harvest price.

Group Risk Income Plan with Harvest Revenue Option (GRIP-HR) Payments

County yields for 2012 are not available. Hence, GRIP-HR payments cannot be determined. Some feel
for the size of the GRIP-HR payments can be gained by simulating GRIP-HR payments at the Crop
Reporting District (CRD) level, using estimates of 2012 CRD yields, which have been preliminarily
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released by the US Department of Agriculture. Table 3 shows simulated payments at the CRD level for
both corn and soybeans at a 90% coverage level. These payments are at a 100% protection level. Lower
protection levels result in lower payments. For example the Northwest CRD simulated payment of $438
per acre at a 100% coverage level become $263 per acre at 60% coverage level ($263 = $438 x .60).
Note that county payments could vary substantially from the CRD estimates shown in Table 1, as county
yields will vary across the CRD.

Table 3. Simulated 2012 GRIP-HR P ayments ifthe
Insurance Plan Operated at the Crop Reporting District
Level at a 90% Coverage Level, 100% Protection Level,

lNlinois'~.

Crop

Reporting

Dhistrict Coarn =ovbeans

f peracre

Morthwest 438 0
Mortheast 405 0
Wast 31z a0
Central Sk 45
East BES 185
East Southeast 720 145
West Southwest 835 a4
southeast 55 187
Southest a40 a4

b Group Risk Income Plan with the Hareest Price (GRIP-HF i 3 county
product. Herein, GRIP-HR is simulated at the Crop Reporting District
(RO level hecause 2012 CRDvield estimates are available, Individual
counties will vary from these pavment projections.

= FPavments are simulated at the hiohest protection level of 100%. Lover
protection lewels wil result in lower payments A B0% level -- the lowest
available protection level -- wiould have payments B0% of the above.

Using simulated GRIP-HR payments as a guide, 2012 GRIP-HR payments will be large in some areas.
The range of estimated payments is from a low of $312 per acre for the West CRD up to a high of $865
per acre for the Southeast CRD.

Soybean GRIP-HR payments will be lower than for corn. Simulated payments range from a low of $0 per
acre for the Northwest and Northeast CRDs up to $187 per acre for the Southeast CRD.

Summary

Low yields across much of the lllinois will result in crop insurance payments. These payments will cover
revenue losses caused by low yields from the drought. With the release of harvest prices, more accurate
estimates of crop insurance payments can be obtained.

4 farmdoc daily November 1, 2012



