Average Crop Revenue Election Program Description and an Example
by Cory G. Walters, University of Kentucky

Caution is warranted when reviewing this document.  Final rules and regulations have not been released at the time of this document.
In the 2008 Farm Bill the United States Department of Agriculture (USDA) released a new provision called Average Crop Revenue Election (ACRE) program.  Beginning with the 2009 crop year producers will have the choice, before or on June 1, whether or not to enroll in the ACRE program.  Selecting to participate is made for each farm number.  Participating in the ACRE program will result in dropping the current counter-cyclical payment program and not participating will result in continuing with the counter-cyclical program.  Participating in ACRE will result in reducing direct payments by 20 percent and marketing loan rates by 30 percent.  When a farm elects to participate in ACRE that farm will be required to have it over the life of the 2008 Farm Bill.  Additionally, any farm not involved in ACRE can elect to participate for the following crop year at any time over the life of the 2008 Farm Bill.
Table 1 provides the 2008 Farm Bill direct payment for both the counter-cyclical and ACRE program.
	Table 1, 2008 Farm Bill Direct Payments, Per Bushel

	
	Program

	
	Counter-Cyclical
	ACRE*

	Corn
	$0.28
	$0.224

	Soybeans
	$0.44
	$0.352

	Wheat
	$0.52
	$0.416

	* Calculated as 80 percent of counter-cyclical direct payments.



Table 2 provides 2008 Farm Bill loan rates for both the counter-cyclical and ACRE program.
	Table 2, 2008 Farm Bill National Loan Rates, Per Bushel

	
	Program

	
	Counter-Cyclical
	ACRE*

	Corn
	$1.95
	$1.365

	Soybeans
	$5.00
	$3.500

	Wheat
	$2.75
	$1.925

	* Calculated as 70 percent of counter-cyclical loan rates.







The new ACRE program guarantees state-based revenue.  This guarantee called the ACRE program guarantee and its calculation is provided in table 3.

	Table 3, Calculation of ACRE Program Guarantee

	Five-year ACRE benchmark state yield

	Multiplied by 

	Two-year ACRE program guarantee price

	Multiplied by 

	.9* 

	*ACRE program guarantee provides protection at 90 percent of average state revenue.



The five most recent state yields will be used to calculate the five-year ACRE benchmark state yield while dropping the high and low yield, called an Olympic average.  The two most recent crop year national average prices received by farmers will be used to calculate the two-year ACRE program guarantee price.  The ACRE program guarantee cannot fluctuate by more than 10 percent from the previous year’s ACRE program guarantee.  
For an ACRE payment to be available, state revenue must be LESS than ACRE program guarantee.  State revenue is calculated by taking actual commodity state yield per planted acre and multiplying it by ACRE national average market price, which is calculated by the USDA.
To receive a possible state revenue payment, producers must also have a farm level loss.  A farm level loss occurs if actual farm revenue is LESS than the ACRE benchmark farm revenue.  Actual farm revenue is calculated by taking actual commodity farm yield per planted acre and multiplying it by the ACRE national average market price.  ACRE’s benchmark farm revenue calculation is provided in table 4.  
	Table 4, Calculation of ACRE Benchmark Farm Revenue

	Five-year average farm crop yield per planted acre

	Multiplied by 

	Two-year ACRE program guarantee price

	Plus 

	Crop insurance premium per acre



An ACRE payment can be triggered by either a decrease in state yield and/or national average market price.  To be eligible for an ACRE payment producers need 1) ACRE actual state revenue to be LESS than ACRE program guarantee AND 2) ACRE actual farm yield to be LESS than ACRE benchmark farm revenue, table 5.



	Table 5, Requirements to be Eligible for an ACRE Payment

	· ACRE state revenue
	to be LESS than
	ACRE program guarantee

	AND
	
	

	· ACRE actual farm yield
	To be LESS than
	ACRE benchmark farm revenue



ACRE payments will be the lesser of 1) ACRE program guarantee minus actual state revenue or 2) 25 percent of ACRE program guarantee.  ACRE payments will be based upon 83.3 percent of acreage planted; however, acreage planted cannot exceed TOTAL base acres for ALL covered commodities.  Then the final payment will be adjusted by a farm-specific productivity ratio, table 6. 

	Table 6, ACRE Payment Calculations

	· Lesser of:
	ACRE program guarantee minus state revenue
	or
	25% of ACRE program guarantee

	Multiplied by
	
	
	

	· Planted crop acres times 83.3 percent but not to exceed TOTAL base acres
	
	
	

	Multiplied by
	
	
	

	· Farm-specific productivity ratio
	
	
	



Farm-specific productivity ratio is calculated as taking the five year Olympic farm crop yield per planted acre and dividing it by ACRE benchmark state yield.  A ratio greater than one provides a larger ACRE payment and a ratio less than one provides a smaller ACRE payment.  The timing of ACRE payments will be made beginning October 1 or as soon as possible after end of marketing year.

An Example
As shown ACRE payments will depend upon both state and farm level factors, leading to many different possible outcomes.  I will present one scenario for corn in Kentucky that is based upon both current price and yield information.  The outcome of this scenario will change as price and yield information is updated.  
Electing to participate in ACRE will reduce direct payments by 20 percent.  For the average Kentucky producer this will cost them around $5 per acre for Corn, $2 per acre for soybeans, and about $4 dollars per acre for wheat, Figure 1.  The cost will increase for producers with higher than average direct payment yields and decrease for producers with lower than average direct payment yields.



ACRE is available as an option for the 2009 crop year.  The corn and soybeans crop year starts September 1 and ends August 31.  For wheat the crop year starts June 1 and ends May 31.  To begin our example we need to determine the ACRE revenue guarantee or the five-year ACRE benchmark state yield and two-year ACRE program guarantee price.  Yield and price information for years after 2007 are available from the National Agricultural Statistics Service (NASS).  Because the 2008 crop year is not complete we need to predict the 2008 average Kentucky corn yield and 2008 U.S. national price.  Currently, the USDA predicts a corn yield in Kentucky of 133 bushels per acre with an average national price of $3.90 per bushel.  However, the price information is a month old.  To account for the current decrease in corn price the USDA price was reduced by ten percent to $3.51 per bushel.  For the 2009 corn price I used the current Dec 2009 futures price less 20 cents per bushel for basis, which results in an average 2009 price of $3.64 per bushel.  Note that the 2009 average price will come from the average of the 12 month crop year, not the 2009 Dec futures contract I am using to represent it.  The same logic was used to calculate soybean and wheat prices with appropriate basis for each crop.  Corn prices used in the example are provided in table 7. 
	Table 7, Example of Prices and Yields Used in Calculating ACRE Parameters for Corn

	
	Corn

	2009 futures price^
	$3.64*

	2008 USDA price^^
	$3.51**

	2008 USDA Kentucky state average yield^^^
	133

	*Used a -20 cent corn basis.  ** Indicates that prices were reduced by ten percent.  
^ Used December 2009 Chicago Board of Trade futures price.
^^ Found in Jan WASDE report.
^^^ Data found in November Crop Production report.  



Using both past and current corn price and yield information we can calculate the ACRE program guarantee, table 8.    
	Table 8, Example of Calculation of ACRE Program Guarantee and ACRE State Revenue for Corn

	Five-year ACRE benchmark state yield  = 137*

	Multiplied by 

	Two-year ACRE program guarantee price = $3.77*

	Multiplied by 

	.9

	Equals $464.22 per acre - ACRE program guarantee

	2009 actual commodity state yield = 124**

	Multiplied by

	2009 ACRE national average market price = $3.64

	Equals $451.36 per acre – ACRE state revenue

	*historical yields and prices were found in the National Agricultural Statistics Service (NASS) website.  
** Selected based upon no prior information.



In this example ACRE state revenue is LESS than ACRE program guarantee by $12.86 (464.22-451.36).  An ACRE payment would be made for corn at $12.86 per acre, however, this is not the final payment, it will be calculated in table 10.  Following the same steps used in the corn example for soybeans and wheat would result in ACRE payments of $14.07 per acre for soybeans, and $34.10 per acre for wheat.  Taking out the cost of enrolling in ACRE (i.e., 20 percent reduction in direct payments) would result in a payment of $7.62 per acre for corn, $11.80 per acre for soybeans, and $30.09 per acre for wheat.  These payments are conditional on whether the farm had a loss (table 5).  Table 9 provides the calculations to determine whether a farm level loss occurred.







	Table 9, Example of Calculations of ACRE Benchmark Farm Revenue and Actual Farm Revenue for Corn

	Five-year average farm crop yield per planted acre = 150

	Multiplied by 

	Two-year ACRE program guarantee price = $3.77

	Plus 

	Crop insurance premium per acre = 20

	Equals  $585.5 per acre – ACRE benchmark farm revenue

	2009 Farm yield per planted acre = 160

	Multiplied by

	2009 ACRE national average price = $3.64

	Equals = $582.4 - Actual farm revenue

	



Because actual farm revenue is LESS than ACRE benchmark farm revenue (582.4 is less than 585.5), the farm is eligible for the ACRE payment, and if no loss occurred at the farm level then the farm would not be eligible for the ACRE payment.  As seen from table 9, the farm level loss was triggered by a drop in price, even with an increase of ten bushels per acre over the five-year average farm crop yield.
ACRE payments are based upon the lesser of planted acres or total base acres.  Let’s assume the farm has 100 acres with 40 soybean base acres and 50 corn base acres.  This spring the producer decides to plant the 100 acres to corn (by planting 100 percent to corn he forgoes any other potential crops’ ACRE payment).  His/her potential ACRE payment will be multiplied by 90 because ACRE payments are not to exceed total base acres (40 soybean base + 50 corn base) even though 100 acres were planted.  The payment is also multiplied by 83.3 percent.  Finally, we need to adjust the payment by the farm-specific productivity ratio.  Assume the farm has an average yield of 150 bushels per acre.  With a Kentucky average yield of 131.1 bushels per acre the farm-specific productivity ratio would be 150/137 or 1.09. Working through all of the payments steps the farmer would receive a payment of $1,055.6 on the farm with 100 acres, Table 10.
	Table 10, Example of a Corn ACRE Payment^

	
	Gross
	Net*

	ACRE payment, per acre
	$12.86
	$7.62

	Base Acres
	90
	90

	Payment Cap**
	0.833
	0.833

	Farm-specific productivity ratio
	1.09
	1.09

	Total payment
	$1,055.60
	$625.48

	^ Producer will still receive 80 percent of direct payments in addition to the ACRE payment.
*Payment is reduced by cost of enrolling in ACRE program – for corn, $5.24 per acre or 20 percent of average direct payments.
** 83.3 percent of planted acres but not to exceed total base acres



Payment limitations exist in the ACRE program.  ACRE payments are limited $65,000 plus the 20 percent reduction in direct payments, per person.  Direct payments are limited to $40,000 minus the 20 percent reduction in direct payments.
Electing to participate in ACRE provides revenue protection, but costs participants 20 percent of their direct payments and 30 percent of their marketing loan rates.  ACRE revenue protection should be considered based upon yield variability at the state level and farm level as well as price variability at the national level.  After analyzing the ACRE program it is evident that during years when yields and/or prices significantly drop (noting that if only one component drops the other does not significantly increase) the ACRE program will probably outperform the current counter-cyclical program.  However, during periods when yields and prices remain steady the counter-cyclical program will outperform the optional ACRE program.
	The author welcomes any comments or suggestions that helps improve the understanding of the optional ACRE program and any potential information that is needed to help make the decision of whether or not to participate in ACRE easier.  Cory Walters can be reached by e-mail at: cgwalters@uky.edu.
Figure 1, Average Reduction in Direct Payments for Selecting ACRE in Kentucky
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