
Breaking Down the Basics of 2014 Farm Bill and Its Impact on Risk Management 

Information and experiences in this article were obtained while working with producers in North Central 

Kansas.  Please work with your risk management professional to determine the best Farm Bill program 

for you and your operation.  

Refresher of the Farm Bill Decisions 

1. General points 

a. No more direct payment programs. 

b. Program decision (ARC or PLC) will last the 5 year life of the farm bill and can’t be 

changed after enrolling in a program. 

c. If you don’t make a decision, your farm is automatically enrolled in PLC and the first year 

of payments is forfeited. 

2. Update Your Base Acres  

a. Base acres are the first numbers used to calculate ARC and PLC programs.   

b. Most people that have looked at their current base allocations are seeing higher levels 

of wheat than their current crop rotation. 

c. Some people have sunflowers, oat, barley or other crops as a base which is not currently 

in their crop rotation and could be a commodity unlikely to trigger a payment. 

2. Update your program yield  

a. Program yield is a powerful number in the PLC payment calculation and needs to be 

evaluated.  It is not used in the ARC calculation. 

b. Some producer yields are increasing by 50% versus previous CCP yield! 

c. There is no certainty that updating will be an option in the next farm bill. 

3. ARC – Area Risk Coverage 

a. Shallow loss program area (county) revenue program. 

b. Payment is capped at 10% of calculated revenue. 

c. Triggers at a calculated 86% county revenue loss and caps at 76%. (86-76=10%) 

d. Uses 5 year Olympic averages to establish revenue triggers that are updated every year. 

4. PLC – Price Loss Coverage 

a. Reference prices have been established for the life of the farm bill ($5.50 for wheat). 

b. Payment triggered if the marketing year average price is below the reference price. 

c. Payment amount increases as price decreases and is not capped. 

d. Uses producers program yield in the calculations. 

5. SCO – Supplemental Coverage Option 

a. Can only be added as an endorsement to your Multi-Peril Crop Insurance (MPCI) if you 

elect PLC as your program decision.  

b. Extends coverage, on a county yield basis, from your current MPCI level up to 86%. 

c. Mimics the MPCI coverage you have purchased. 

 



PLC vs. ARC 

There has been a debate since the passing of the Farm Bill, which is better, ARC or PLC?  As with many 

things there still is no clear answer.  Mainly, because every producer has an individual approach to risk 

management and weighs the common risks of farming differently.   

PLC is a great program for producers who are most concerned with the risk of low prices.  Look at the 

risk from the lens of low price and the advantage of a program that continues to pay more as prices 

continue to decline is great.  PLC addresses both high yield/low price and low yield/low price equally.  

PLC had been a less attractive program earlier this year with higher commodity prices.  Especially when 

confronted with one of the less desirable parts of the program, reference prices.  I am going to focus on 

wheat with a reference price of $5.50.  Table 1 displays PLC in purple.  PLC payments would start at 

$5.95 futures prices (assuming a marketing year average basis of -$0.45) and continue to increase as 

price goes down.  Another big advantage with PLC is the ability to add SCO as an endorsement to your 

existing Multi-Peril Crop Insurance (MPCI) plan. 

ARC is a great program for producers who want the best chance of a program payment.  It is a shallow 

loss program.  Being a shallow loss program, ARC is designed to start paying and deliver the maximum 

payment early in a revenue loss situation.  It caps the payment at 10% of the total revenue, but starts 

payment at 86% loss and ending at a 76% loss.  It utilizes Olympic averages for historical county yield 

and marketing year average price, which would recalculate a payment trigger each year, rather than a 

set trigger used in PLC.  Using those historical numbers has its advantages with our current price history.  

We have had numerous years of higher prices and when compared to PLC reference price and adjusting 

for the 86% trigger, ARC trigger price has a clear advantage.  The price advantage is greatest with beans 

and then corn.  The price advantage of ARC to PLC on wheat is not as great.   

  



Table 1 layers the wheat Farm Bill decisions ARC and PLC on top of each other to help us identify which 

program is most beneficial in different situations.  Assumptions made are a farmer with a 45 BPA APH 

with a program yield at 90% of APH equaling 40.5 BPA.   ARC triggers a payment much sooner and caps 

at $23.00 per base acre in this example.  PLC pays in a high yield/low price scenario and as price 

continues to decrease.  NOTE:  PLC does pay at all yield levels below the price point of $5.90, but ARC 

pays more on many cells at $23.00, which is why they are green. We are currently in a scenario that 

both PLC and ARC appear to be trending to a payment.  From this example, if the July 2015 KC wheat 

futures averaged $5.70 for the year with normal production, ARC would pay $9.00 and PLC would pay 

$8.61 per base acre or a difference of $0.39 per base acre.   

Table 1 (Prices = Futures prices, Payment displayed =  dollars per base acre, Republic County, KS) 

 

 

SCO and PLC+SCO vs ARC 

SCO is county based crop insurance coverage added as an endorsement to your MPCI. Being county 

based coverage, it will help with wide spread risks (drought, late frost) but not individual risks (poor 

performing variety, hail).  Unlike ARC and PLC, it is purchased annually but participation is not 



mandatory each year.  SCO extends coverage from your current MPCI policy level to 86% and mimics 

your existing MPCI policy using county yield numbers, rather than using your individual APH.  If your 

current MPCI policy is a 75% RP policy and SCO is added as an endorsement, you would get 11% RP of 

SCO coverage (75% up to 86%).  One very important difference, compared to ARC and PLC, is that SCO is 

applied to 100% of the planted acres rather than just base acres.  This creates a more complete risk 

management product in the sense that it covers what you are planting when you are planting it. 

Table 2 displays ARC vs PLC + SCO.  The same producer information is used with three changes.  First, 

there is a crop insurance policy of 75% revenue protection and enterprise units applied to both 

examples.  Second, base acres of wheat are assumed to be 50% of the planted acres.  This will provide 

real world apples to apples comparison as most farms will not have a 100% wheat base.  Again, the 

benefits of a program that covers 100% planted acres vs. just base acres.  Third, all policy costs are 

included in the calculations and we are now looking at the net difference between programs.  So dollars 

in each cell is the dollar amount that program will pay above the other program at that specific yield and 

price target.  The SCO policy cost is $3.18 per acre which is why there is a section of green in the top 

right hand part of the graph.  In that section, there is not a payment for ARC or PLC+SCO so no program 

cost is ARC’s advantage. (ARC is free, SCO costs $3.18). 

Table 2 (Prices = Futures prices, Payment displayed = dollars per planted acre, Republic County, KS) 

 



So, why the big switch from green to purple?  Biggest reason is the power of planted acres vs. just base 

acres.  When you apply a benefit to 100% planted acres vs. 50% it makes a big difference.  SCO gets your 

coverage, on a county basis, up to 86% on 100% planted acres.   

Conclusion 

The Farm Bill has presented producers with a number of new programs to decide on in the near future.  

Since the bill also ends all direct payment programs, producers must be aware of how this new program 

covers their risk.  One decision that needs to be made very shortly is SCO on wheat.  If you intend to 

do PLC + SCO on 2014-15 wheat acres this year you must add the endorsement to your MPCI policy 

before September 30th, 2014.  SCO can be canceled before Dec. 15th, 2014, at no charge and then after 

for 20% the premium of the policy.  The next most pressing issues will be base acre reallocation and 

updating program yields.  Then the rest of the program decisions and timelines should fall into place 

with spring planted crops.  Until then, don’t hesitate to call AgMark to help with your current risk 

management strategies and program information.   

Zeb Larson 

AgMark LLC, Crop Insurance Manager 

785-534-2583 

 

 


