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The Margin Coverage Option (MCO) is an endorsement product introduced last fall and offered to
producers for their 2026 crop year (see farmdoc daily September 16, 2025). MCO covers operating
margin at a county level. The margin is a function of county yields and crop and input futures prices.
Projected prices for 2026 were set last fall both for crop and inputs. Harvest prices for inputs were
finalized at the end of April and are substantially above projected prices. That results in a cost shock to
margins, increasing the likelihood of payments. Harvest crop prices and yields remain uncertain. Higher
prices, excellent yields, or both could potentially offset the higher costs in the final margin calculation.

Recap of MCO

MCO is an area-based product that pays when county margins fall below a threshold. Thus, it provides
coverage if crop revenues decrease, input prices increase, or a combination of both.

It is an endorsement to traditional farm policies (Yield Protection (YP), Revenue Protection (RP), Revenue
Protection with Harvest Price Exclusion (RP-HPE) and Area Production History (APH)). Its coverage level
is 95% or 90% down to 86% of county margin. Given the coverage band overlap, it cannot be purchased
with ECO. Since SCO coverage band for crop year 2026 started at 86%, it could be used with SCO.

For corn and soybeans, the MCO projected price discovery period for crop and inputs is in the fall, from
August 15" to September 15, Based on projected input and crop prices, expected and trigger margins
are calculated.

Harvest (final) input prices are determined as the average of futures prices in April.

Harvest crop prices are determined during the October discovery period used for most spring-planted
crop insurance policies. They are the average of October for the November and December futures
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contracts for soybeans and corn, respectively. Actual county yields for 2026 crop year will be released in
June of 2027.

Based on harvest input and crop prices and actual yields, final margins are calculated, and if lower than
trigger margins, triggers a payment.

Therefore, MCO now depends on actual county yields and crop futures prices to trigger a payment or not.
Full details on how indemnities are calculated are available at https://www.margincoverageoption.com/
and were presented in farmdoc daily September 16, 2025.

2026 Projected vs. Harvest Input Prices

Harvest input prices were determined as the average of futures prices in April and are shown in Table 1.
Except for natural gas, all harvest inputs prices are higher than projected. Potash is an index based on
urea, DAP, natural gas, and diesel, and has also increased relative to projected prices. Urea and diesel
prices are significantly higher (65.3% and 79.8%, respectively).

Table 1. MCO Input Proje cted and Harvest (final) Prices

Fall Projected Prices (PP) Spring Harvest Prices (HP) HP /PP (%)
Urea ($/ton) $406.62 $672.31 65.3%
DAP ($/ton) $686.88 $755.00 9.9%
Potash ($/ton) $588.06 $769.30 30.8%
Diesel ($/gallon) $2.18 $3.92 79.8%
Natural Gas ($/MMBTU) $3.47 $2.68 -22.8%
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The overall increase relative to fall prices is substantial. Urea, diesel and potash had larger increases
compared to the average of the past five years, which were driven by relative cost increases in 2021 and
2022 (see farmdoc daily September 23, 2025). Except for natural gas, all prices are higher than the last
ten years average.

MCO total costs

Input quantities are based on counties’ Expected Yields set by RMA. They do not vary with final yields
and, thus, they are set for the 2026 crop year. The increase in input prices results in a higher cost, which
in turn reduces the calculated county margin and increases the likelihood of a payment.

The cost increase is not the same for corn and soybeans, as their input’s weights used in the cost
calculation are different. Using weights based on expected yields for McLean County, IL, the total
increase for non-irrigated corn and soybean is 42% and 33% respectively (see Table 2). Note that Urea is
not considered for soybeans, and natural gas is only considered in irrigated practices. Fertilizer prices
were converted to $/Ib for the total cost calculation by dividing each by 2000.

In dollar terms, this corresponds to an increase of $71.12 per acre for corn and $31.86 per acre for
soybeans. Relative to expected revenue, the increase is 6.2% for corn and 3.9% for soybeans, and
relative to expected margin, it is 7.3% for corn and 4.4% for soybeans.
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Table 2.MCO Final Costfor non-irrigated corn and soybeans, McLean County, IL

Corn Expected Yield (bu) 233.2
Input Input quantity Unit/ac ?;:‘Oi;(;e; ?;Zif;‘;j HP/ PP (%)
Urea(lbs) (ExpYx.53)/.46 268.69 $406.62 $672.31 65.3%
DAP(lbs) (ExpYx.35)/.46 177.43 $686.88 $755.00 9.%%
Potash(lbs)  (ExpY=x.25)/.6 97.17 $588.06 $769.30 30.8%
Diesel(gal) (ExpY=x.04)+2.5 11.83 $2.18 $3.92 79.8%
Corn Expected and HvstCosts $169.92 $241.04 41.9%
Natural Gas (MMBtu)is aninput forirrigated practice only.
Soybean Expected Yield (bu) 69.8
) . Proj. Prices HvstPrices
Input Input quantity Unit/ac ($/ton,ga['} ($/ton,ga{'} HP/ PP (%}
DAP(lbs) (ExpYx.73)/.46 110.77 $686.88 $755.00 9.%%
Potash(lbs) (ExpYx1.1)/.6 127.97 $588.06 $769.30 30.8%
Diesel(gal) (ExpYx.10)+2.5 9.48 $2.18 $3.92 79.8%
Soybean Expected and Hvst Costs %96.34 $128.20 33.1%

Natural Gas (MMBtu)is aninput forirrigated practice only. farmd
rmdocoany

Historically, these are high levels of total cost change, though they are lower than 2021 and 2022 levels,

as shown in Figure 1. In general, the relative cost change is going to be similar for counties with different
expected yields.

Figure 1. Total Cost Change
Harvest (final) Cost relative to Expected Cost. Based on MclLean County, IL input quantities
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MCO Payment Scenarios

While final costs are now known, MCO payments will still depend on final crop prices (determined in
October, the same as for COMBO products) and actual county yields (released in June of the following
year). For MCO, crop projected prices were set in the fall, and are $4.56 for corn and $10.73 for
soybeans (see farmdoc daily, September 16, 2025).
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MCO will pay if final margins are below the trigger margin. The trigger margin when MCO is paired with
RP, will change depending on crop harvest prices as RP offers the guarantee increase if the harvest price
is greater than the projected price.

For McLean County, IL, at current market conditions (December corn futures at $4.90/bu and November
soybean futures at $11.72/bu) final margins would have to decrease $57.13/ac and $37.65/ac for corn
and soybeans to trigger MCO-95%, respectively. Costs have increased $71.12/ac for corn and $31.86/ac
for soybeans. That puts MCO-95% for corn in the money at current futures price levels and trend yields.
Soybeans would need to have yields slightly below trend or prices would need to decline slightly from
current futures levels to trigger a payment. Figure 2 shows other combinations of prices and yields that
can also trigger payments for McLean County, IL.

Figure 2. MCO-95% Payment Scenarios ($/ac)
Expected Yields and input quantities based on McLean County, IL*

Corn Soybeans
Actual County Yields (bu) Actual County Yields (bu)

222 227 233 239 245 66 68 70 72 73
$6.15| $60.9  $30.2 $0.0 $0.0 $0.0 $12.25| $35.7  $11.2 $0.0 $0.0 $0.0
. %590/ $61.3 $31.8 $2.3 $0.0 $0.0 . $12.00] $356 $11.6 $0.0 $0.0 $0.0
é $5.65| 9617 $335  $52  $0.0  $0.0 § s11.72| $355 $121  $00  $00  $00
E $5.40| $62.2 $35.2 $8.2 $0.0 $0.0 E $11.45 $35.4 $12.5 $0.0 $0.0 $0.0
£ $5.15 $62.6 $36.8 $11.1 $0.0 $0.0 £ ¢11.20] $35.3 $12.9 $0.0 $0.0 $0.0
E $4.50| $63.0 $38.5 $14.0 $0.0 $0.0 E $10.95| $35.3 $13.4 $0.0 $0.0 $0.0
& g465 $634 $40.2 $16.9 $0.0 $0.0 £ $1070] $372 $15.8 $0.0 $0.0 $0.0
$4.40 $77.3 $55.3 $33.3 $11.3 $10.45 $53.7 $32.8 $14.0 $0.0 $0.0
$4.15 $72.1 $10_2o- $49.8 $31.4 $9.0 $0.0

*Approved yield assumed equal to expected county yield
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Discussion

MCO is a product that covers county-based margin shortfalls. Harvest, or final, prices for inputs were
determined in April, which for 2026 happened amid the Middle East conflict (see farmdoc daily, April 24,
2026).

MCO costs are an index based primarily on fertilizer and energy prices, which have been center to many
geopolitical disputes in recent years and, in particular, over the past 2 months. Because final input prices
are now known and are substantially above fall projected prices, part of the margin shock has already
occurred.

Even though costs have increased, they do not necessarily match farmers costs. This can be thought as
‘cost basis risk’, which is similar to the yield basis risk on the revenue side (see farmdoc daily, February
19, 2026). Farmers do not necessarily buy all fertilizer and diesel in the spring, and quantities utilized
likely differ from the indexed quantities. Furthermore, traded contracts might not reflect actual prices paid
due to basis and low trade volume in some cases. Therefore, MCO'’s cost index can vary from the costs
facing any individual farm.

Although MCO partially covers the cost increase, historical analysis back to 2016 shows that MCO’s cost
component would not have contributed to significantly to payments had MCO been available over the
past 10 years (see farmdoc daily September 23, 2025). Exceptions were other geopolitical disruptions,
such as the Russia-Ukraine conflict in 2021 and 2022. At current market conditions, the cost component
could be the driving factor in triggering MCO payments for 2026.
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Although costs are contributing to payments, what remains uncertain is whether harvest crop prices and
actual county yields will offset or reinforce this cost shock. Thus, it is still soon to predict if MCO will make
payments. Grain prices can react by October and offset portion of the margin decrease. Actual yields can
also interact with prices, and in some cases completely offset margin shortfalls and result in no payment.
Considerations on RMA’s Expected Yields are also relevant, particularly in lllinois (see farmdoc daily
January 27, 2026).

Higher input prices may also affect interest and use of MCO for the 2027 crop year. If the conflict persists
into the 2027 input-price discovery period (August 15 to September 15), MCO projected costs could be
set at elevated levels. Depending on if or how quickly input prices fall toward pre-conflict levels (see
farmdoc daily April 29, 2026), MCO may become less attractive because coverage would be based on
temporarily high projected costs.

MCO cannot be used with ECO. Both have the same subsidy levels but crop projected price discovery
periods are different. MCO focus on margins while ECO on revenues. Relative premiums also determine
their relative attractiveness. As we progress through the crop season, a future article will compare
payment rules for ECO and MCO, highlighting which cases ECO will outperform MCO and vice-versa.
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