August 28, 1998

The Honorable
- House Office Building
Washington, D. C. 20515

Dear -:

The Administration strongly urges the confereeS§:
appropriations bill to adopt sufficient emergency funding?

BPd help to many farmers facing severe income losses from
BREEs in [998, this letter proposes an income loss assistance program 4

Al cost an additional $1.3 billion in FY99 the Administration also

es to adopt.

Problems in U.S. Agriculture

&REAfter two years of robust strength, critical sectors of the farm economy are undergoing
the most severe stress of the decade. There are two fundamental causes for this weakness.
First, farmers and ranchers in many areas are suffering production losses due to disease,
drought, pests, flooding and excessive moisture. In some areas, such as the Northern Plains,
these losses have accumulated, after recurring over several successive years. |n other areas,
such as the Southern Plains and southern states, 1998-crop losses are mounting as a result of
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this year's record drought. The second cause of farm economy weakness is large U.S. crop

production and lackluster demand for U.S. agricultural exports due to large globalsproduction,
the Asian financial crisis, and the weakening of other currencies againstg
combination of large crops, rising stock levels, and weak demand is caff$¥
commodity prices and incomes to plummet. USDA foreca$ :
and low commodity prices will lower the net cash farm }

The Department’s most recent reports on theg
document the price deterioration. The collapse has b

ago and 45 percent from 1996. Farm-level corn price§t own nearly |5 percent

from a year earlier, and soybean prices fell nearly 298/99 season, USDA

projects that wheat, corn and soybean prices : REEEENt below the previous
five-year average. In July, cotton prices wepd; ¢ Yith a year ago, even

Record-large per capita
USDA forecasts that hog and :
five-year average. The dr pecially severe; USDA expects prices to
2 $&that fed cattle prices will average below last
below cash expenses. Poor pasture and range conditions
in the Sou . sEyducers to market cattle sooner than they would normally,
and low cattlé

supplies and ag

gused insect re-infestations and increased livestock and poultry death
nd flooding have adversely affected crop production in California and

nd unfavorable weather for several consecutive years.

August 12, the Department released its first field survey-based estimates for 1998-
crop production as of August |; these estimates provide partial measures of the devastating
effects of this year's weather. When USDA compared them to estimates of what farmers
would have produced had weather been average, reveals wet, cool weather in California and
the southern drought USDA estimates that these conditions have combined to reduce cotton
production by 2.9 million bales, a loss valued at $970 million. USDA estimates corn production
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losses are at 145 million bushels, a loss valued at $365 million. Other losses include 20 million
bushels of soybeans valued at $105 million, 32 million bushels of grain sorghum valyed at $70
million, 4.8 million tons of hay valued at $360 million, and 5 million hundredw.
valued at $40 million. USDA estimates that losses for these six commigeit ]

.Large portions of pasture throughout the south are i
feed losses. Ranchers have had to market cattle pre .
reducing returns from current sales and lowering futu i ds contract.
Irrigated crops are suffering, while irrigation costs are _ Heat and feed losses have
reduced milk production, and USDA has numerous r¢ try. An infestation of
insects is threatening crops in Georgia and Missis 1

The income losses farmers and ran eather are only part of
the escalating financial pressure building gff* AN 4 ed on the Department’s
current production and price forecastsgt IAEXpects gross income - defined
as production value plus governmegt fiymentsg? to fall $1.6 billion, 16 percent,

below the average of the previoysfyéars.
$1.3 billion, or 18 percent. For

HBISDA forecasts gross income down
Bcts gross income to drop $1.4 billion.

plemental Crop Insurance Benefit Program

Federal crop insurance does not adequately cover year-after-year disasters that create
farm cash-flow problems. Because of deductibles and other factors, insurance does not make a
farmer fully whole from a crop loss, thus the cumulative financial effect of repeated losses can
be painful, even for fully-insured farmers. USDA proposes a Supplemental Crop Insurance
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Benefit Program to address this immediate cash need in hard-hit areas. Under the program,
USDA would pay a supplemental benefit to insured farmers if he or she recerved demnltles in
3 of the last 5 years, 1993-1997, equal to 25 percent of the total inde '
those years. The payment, that USDA estimates would toml about $85f
made this fall. :

USDA estimates these payments to total $200 million
supplemental benefit based on 1993-97 losses and qua

In some areas, long-term flgg ) 992 the most severely affected
crop and pasture land has been merged Sihce 1993. The topography and soil of
the affected regions provide no aln 4hing that the land will return to

production @nly after the w i€ years from now.

farmers a
years. USDA
program at

or pasture land under standing water for several
[.5 million acres could be eligible for this multi-year

disaster reserve and capped the disaster reserve at 20 million bushels.

With 20 percent of the U.S. cattle inventory in Texas and Oklahoma alone, this year’s
drought is having a devastating effect on ranchers. To deal with forage and feed losses, USDA
proposes implementing a Livestock Feed Assistance Program, similar to the program USDA
operated during the previous 2 years, to cover 30 percent of the feed losses farmers and
ranchers incur; the program would cost $58 million annually.
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The Department is currently operating 3 additional livestock assistance programs that it
proposes to continue: |) the Livestock Indemnlty Program, to lndemnlfy ranche mfor abnormal

Relief Program. The Department has sufficient funds
incurred through April 1998; however, USDA estimat

the incomes of crop producers;
producers for 1998 crops will
et cash income tt

_‘ the previous 5-year average. USDA
A3 percentsb i€ S-year average.

Adjustment Program would cushion the severe drop in
R ram crops are suffering by providing payments equal to

ced yields, reduced prices, or both; conditions that in the past were
g deficiency payments, rising commodity loan benefits, and ad hoc

Under the proposed Income Loss Adjustment Program, USDA estimates that payments
equal to 30 percent of income losses would total about $490 miillion for wheat farmers, $395
million for cotton farmers, and $425 million for feed grain farmers. The payments would be
allocated to farmers who have production flexibility contracts as authorized by the 1996 Farm
Bill. Each farmer would receive a payment based on the level of his or her contracted payment



The Honorable -
Page 6
August 28, 1998

production. For example, each wheat farmer having a production flexibility contract would
receive $0.21 per bushel on payment production.

5. Other Needs

who have large debt loads are likely to have difficulty o8
to continue operatmg USDA exhausted FY98 fundlng Of:

SDA's personnel, causing
e FY99 budget was

provndlng emergency assistance. X3 ad &N
Department’s current capability¥o’ deli Yvices apdfassistance to farmers and ranchers.

esources for risk management education and outreach
the farming public. Therefore, the conferees should

'II be needed for effective exclusion, detection, control and eradication
estimates that FY99 costs for these activities could reach $50 million.

: ihal Y. the Forest Service has submitted a request for $44 million to deal with the fire
restoration and other natural disasters, particularly in the State of Florida.

Our Shared Responsibility

| am confident you and your colleagues share the President’s and my concern for
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American farmers and ranchers who are experiencing financial stress from natural disasters and

| encourage the conference commitgeeit
similar proposals and stand ready to work:¥

DAN GLICKMAN
Secretary



FY99 emergency funding estimates
in billion $

Supplemental crop insurance benefits
Crop and Pasture Flood compensation
Livestock disaster programs
Income loss adjustment program
Other needs -
Farm credit
FSA offices
Risk management education
plant and animal disease control
Forest Service

nhwe —



Supporting Materials for Administration Proposals

1.

Estimated Crop Production Losses by State and by
Commodity

Projected Loss in Crop Income in 1998
Supplemental Crop Insurance Benefits Program
Livgstock Disaster Assistance Programs
Crop and Pasture Land Compensation Program

Income Loss Adjustment Program
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Estimated Crop Production Losses

The value of losses to 6§ major crops--corn, cotton, rice,
sorghum, soybeans, and hay--as a result of the drought in
Southeastern States and Texas and Oklahoma and excessive moisture
in California is estimated to be $1.9 billion. The estimated
losgses are shown by crop in the following table and for each crop
by State in tables 1-6. The 1997 value of production for these
crops and States was $11 billion.

Estimated Dollar Losses to Major Crops in Selected States

:Acres for Harvest : Production
Crop : : : : : : Value of
:Potential:August 1:Potential :August 1 : Production : Lost
: : : : : Lost : Production
VA : 2/ : : 3y : 4/
1,000 Acres 1,000 Units $1,000
Cotton : 11,467 : 9,851 : 15,661 : 12,753 2,908 : 971,649
(Bales) : : : : : : :
Corn : 6,315 : 5,900 : 665,045 : $20,075:; 144,970 : 363,761
(Bu) : 2 : : :
Soybeans: 11,005 :10,925 : 312,934 : 293,175: 19,759 : 105,579
(Bu) : : : : :
Sorghum : 3,161 1 2,981 : 176,096 : 144,405: 31,691 70,616
(Bu) : : : : :
Rice 5/ : 518 : 478 : 41,595 : 36,806: 4,789 : 37,479
(Cwt) : : : : :
All Hay : 12,250 :12,250 : 26,515 : 21,797: 4,718 : 361,510
(Ton) : .
Total : :1,910,594

1/ Acreage estimated for harvest from June 30 report. (Cotton acres derived
from planted acres in June Report.)

2/ potential production based on 5 year (1993-1997) average yield per acre
times June 30 expected acres for harvest. (FPor cottom, 1993, 1994, 1996,
and 1997.) )

3/ Difference between potential and August 1 production forecast.

4/ May 12, 1998 WASDE projected price for corn, soybeans, and sorghum adjusted
by State level relationship of 5-year average State price to S5-year average
U.S. price. Historic S-year weighted average price used for remaining crops.
5/For California only.



: Acres for Harvest : Production
State : : : : : Value of
:Potential :August l:Potential :August 1 : Production : Lost
: : : : Lost : Production
Y/ 2/ 3/ 4/
1,000 Acres 1,000 Bales $1,000
AL 455 455 626 521 104 34,112
AR 855 855 1,366 1,361 S 1,689
CA 985 879 2,486 1,810 676 254,521
GA 1,387 1,350 2,052 1,600 451 154,824
LA 544 540 812 800 12 3,781
MS . 915 915 1,455 1,550 (95) (30,698)
NC 695 695 987 927 60 20,515
OK 141 100 108 110 (2) (634)
SC 280 280 414 321 94 32,558
TN 445 445 557 590 (33) (10,656)
TX 4,765 3,337 4,798 3,163 1,635 511,638
TOTAL 11,467 9,851 15,661 12,753 2,908 971,649
Table 2.
Estimated Dollar Losses to Corn for Grain in Selected States
:Acres for Harvest : Production
: : : : : : Value of
:Potential :Augqust 1:Potential :August 1 : Production : Lost
State : : : : Lost : Production
1/ : : 2/ : : 3/ : 4/
1,000 Acres 1,000 Bushels $1,000
AL 290 290 23,024 18,850 4,174 10,832
AR 210 210 24,883 24,150 733 1,544
GA 500 400 47,033 36,000 11,033 29,104
LA 690 650 79,271 52,000 27,271 69,034
MS 515 S15 51,199 41,200 9,999 24,409
NC 800 780 71,086 58,500 12,586 32,932
OK 240 240 23,860 28,800 (4,940) (12,060)
SC 330 275 26,475 12,375 14,100 36,085
TN 690 690 74,128 72,450 1,678 4,000
TX 2,050 1,850 244,085 175,750 68,335 167,880

TOTAL 6,315 5,900 665,045 520,075 144,970 363,761



Table 3.

Estimated Dollar Losses to Soybeans in Selected States

:Acres for Harvest Production
; : : : : : Value of
:Potential :August 1:Potential :August 1 : Production : Lost
State : : : Lost : Production
1/ 2/ 3/ 4/
1,000 Acres 1,000 Bushels $1,000
AL 320 320 8,863 8,000 863 4,665
AR 3,350 3,350 99,456 93,800 5,656 30,822
GA 320 290 7,775 5,800 1,975 10,231
LA 1,100 1,100 30,611 24,200 6,411 34,533
MS 1,950 1,950 52,913 52,650 263 1,422
NC 1,425 1,425 39,525 38,475 1,050 5,511
OK 380 380 10,106 8,740 1,366 6,863
SC 5390 540 13,392 10,260 3,132 16,913
TN 1,200 1,200 40,478 42,000 (1,523) (8,258)
TX 370 370 9,815 9,250 565 2,878
TOTAL 11,005 10,925 312,934 293,175 19,759 105,579
Table 4.

Estimated Dollar lLosses to Grain Sorghum in Selected States

:Acres for Harvest : Production

: : : : : : Value of
State :Potential :August 1l:Potential :August 1 : Production : Lost

: : : : Lost : Production

1/ ! : 2/ : : 3/ : 4/

1,000 Acres 1,000 Units $1,000
AL 6 6 276 240 36 84
AR 130 130 9,140 8,710 430 952
GA 30 30 1,230 1,110 120 278
LA 100 100 7,027 6,500 527 1,186
MS 28 28 1,959 2,100 (141) (316)
NC 14 14 752 840 (88) (181)
OK 380 350 19,246 17,500 1,746 3,689
SC 3 3 110 105 5 11
TN 20 20 1,690 1,500 190 415
TX 2,450 2,300 134,667 105,800 28,867 64,498

TOTAL 3,161 2,981 176,096 144,405 31,691 70,616



Table 5.
Estimated Dollar Losses to All Hay in Selected States

t:Acreg for Harvest Production :
: : : : : : Value of
:Potential :August 1l:Potential :August 1 : Production : Lost
State : : : : Lost : Production
1/ : : 2/ : : 3/ : 4/
1,000 Acres 1,000 Units $1,000
AL 720 720 1,627 1,440 187 10,037
AR 1,050 1,050 2,145 2,016 129 7,852
GA 600 600 1,540 1,380 160 10,289
LA 330 330 852 627 225 11,370
MS 650 650 1,587 1,625 (38) (1,889)
NC 550 550 1,175 1,117 59 4,665
OK 2,250 2,250 4,359 3,713 647 53,578
SC 320 320 693 . 608 85 6,595
TN 1,780 1,780 3,838 3,952 (114) (5,587)
TX 4,000 4,000 8,698 5,320 3,378 264,600
TOTAL 12,250 12,250 26,515 21,797 4,718 361,510
Table 6.
Estimated Dollar Losses to Rice in Californmia
:Acres for Harvest : Production :
Crop : : : : : : : Value of
:Potential :August 1:Potential :August 1 : Production : Lost
. . : : Lost : Production
1/ 2/ 3/ &/
1,000 Acres 1,000 Units $1,00_0
Rice : 518 : 478 : 41,595 : 36,806: 4,789 : 37,479
(th) . . . . .
Total 37,479

1/ Acreage estimated for harvest from June 30 report. (Cotton acres derived from
planted acres in June Report.)

2/ Potential production based on 5 year (1993-1997) average yield per acre times June
30 expected acres for harvest. (For cotton, 1993, 1994, 1996, and 1997.)

3/ Difference between potential and August 1 production forecast.

4/ May 12, 1998 WASDR projected price for corn, soybeans, and sorghum adjusted by Stat:.
level relationship of 5-year average State price to S-year average U.S. price.
Historic. S-year weighted average price used for remaining crops.



Projected Loss in Crop Income in 1998

. Based on USDA's most recent forecasts released on August 12, 1998, gross income for feed
grains, wheat, rice and upland cotton is projected to be $40.2 billion in 1998, compared with the
1993-97 average of $44.5 billion. Net cash income, gross income minus cash production
expenses, for these same crops is projected to decline by $6.5 billion in 1998, compared with the
1993-97 average. With the exception of upland cotton, the primary reason for the projected drop
in gross and net cash income in 1998 is lower farm prices. Weather problems and reduced
production throughout the South and in California are the major reason for the drop in gross
income for upland cotton in 1998. Gross income for rice in 1998 is projected to be above the
1993-97 average.

Gross Income in 1998 Compared with 1993-97 Average.

1993-97 avg. 1998F Change

----------------- |7 () . SRR —
Feedgrains 27,143 25,732 -1,411
Wheat 10,131 8,512 -1,619
Upland Cotton 7,223 5,909 -1,314
Total 44,497 40,153 -4,344

Net Cash Income in 1998 Compared with 1993-97 Average,

1993-97 avg. 1998F Change
c——mmemeeee SN ) I, T ——
Feedgrains 8,870 5,037 -3,833
Wheat 3,734 2,056 -1,678
Upland Cotton 2,246 1,304 -942

Total ~ 14,850 8,397 -6,453



NET CASH INCOME FOR WHEAT, FEED GRAINS, COTTON, RICE AND SOYBEANS BY CROP YEAR

1990-97 | 1993-97

1990 1991 1992 1993 1994 1995 1996 1997 ave. ave, 1998F
Wheat:
Production Mil. Bu. 2,730 1,980 2,467 2,396 2,321 2,183 2,285 2,527 2,361 2,342 | 2,549
Market Price Dol./Bu. 2,61 3.00 3.24 3.26 345 4.55 4.30 3.40 3.48 379 2.75
Value of Production Mil. Dol. 7,125 5,940 7,993 7,811 8,007 9,933 9,826 .8,592 8,153 8,834 | 7,010
Government Payments | Mil. Dol. 2,420 2246 1,371 1,900 1,146 101 1,941 1,397 1,565 1,297 1,503
Gross Income Mil. Dol. 9,545 8,186 9,364 9,711 9,153 10,034 11,767 9,989 9,719 10,131 8,513
Cash Expenses Mil. Dol. | 6,082 5275 5,350 5,643 5,802 6,454 7217 6,869 6,087 6,397 | 6,457
Net Cash Income Mil. Dol. 3,463 2911, 4014 4,068 3,351 3,580 4,550 3,120 3,632 3,734 | 2,056
Corn:
Production Mil. Bu. | 7,934 7,475 9,477 6,336 10,103 7,374 9,293 9,366 8,420 8,494 | 9,592
Market Price Dol/Bu. 228 2.37 2.07 2.50 2.26 324 271 2.45 249 2.63 2.15

Value of Production Mil. Dol. | 18,090 | 17,716 | 19,617 |15840 | 22,833 |23.892 |25,184 |22947 | 20,765 | 22,139 | 20,623

Government Psyments | Mil. Dol. 3,014 2,080 3,625 l,SiO 3,199 82 1,745 3,384 2,331 1,986 | 2,652
Gross Income Mil. Dol. | 21,104 19,796 | 23,242 17,360 . | 26,032 23,974 | 26,929 26,331 23,096 24,125 | 23,275
Cash Expenses Mil. Dol. { 13,184 13,903 14,534 13,028 15,927 14,771 17,701 18,116 15,146 15,909 | 18,528
Net Cash Income Mil. Dol. 7,920 5,893 8,708 4,332 10,105 9,203 . 9,228 8,215 7,950 8216 | 4,747
Soybeans:
Production Mil Bu. 1,926 1,987 2,190 1,871 2,517 2,177 2,382 2,727 2,222 2,335 | 2,825
Market Price Dol/Bu. 5.74 5.58 5.56 6.40 548 6.72 7.35 6.45 6.16 6.48 5.35
Gross Income Mil. Dol. | 11,055 11,087 12,176 11,974 13,793 14,629 | 17,508 17,589 13,727 15,099 | 15,114
Cash Expenses Mil. Dol. 6,178 6,787 6,626 6,781 7317 7,582 8,141 9,145 7,320 7,793 | 9,511
Net Cash Income Mil. Dol. 4,877 4,300 5,550 5,193 6,476 7,047 9,367 8,444 6,407 7,306 | 5,603

USDA. Office of the Chief Fconomist--7/722/98




1990-97 | 1993-97
1990 1991 1992 1993 1994 1995 1996 1997 ave. ave 1998F
Sorghum:
Production Mil. Bu.. 573 585 875 534 649 460 803 653 642 620 529
Market Price Dol./Bu.. 2.12 225 1.89 2.31 2.13 3.19 2.34 220 230 243 2.00
Value of Production Mil Dol. | 1,215 1,316 1,654 1,234 1,382 1,467 1,879 1,437 1,448 1,480 1,058
Government Payments | Mil. Dol. 317 175 328 154 292 25 201 338 229 202 290
Gross Income Mil. Dol. 1,532 1,491 1,982 1,388 1,674 1,492 2,080 1,775 1,677 1,682 1,348
Cash Expenses Mil. Dol. | 1,001 1,066 1,280 1,054 1,125 989 1,445 1,128 1,136 1,148 1,002
Net Cash Income Mil. Dol. 531 425 702 334 549 503 635 647 541 534 346
Barley:
Production Mil. Bu.. 422 464 455 398 375 360 396 374 406 381 374
Market Price Dol./Bu.. 2.14 2.10 2.04 1.99 2.03 2.39 2.74 235 229 240 2.00
Value of Production Mil. Dol. 903 974 928 792 761 1,040 1,085 879 920 912 748
Government Payments | Mil. Dol. 59 173 153 204 163 40 137 113 130 131 122
Gross Income Mil. Dol. | = 962 1,147 1,081 996 924 1,080 1,222 992 1,051 1,043 870
Cash Expenses Mil. Dol 686 752 658 698 691 727 832 819 733 753 766
Net Cash Income Mil. Dol. 276 395 423 298 233 353 390 173 318 290 104
Oants:
Production Mil. Bu. 358 244 294 207 229 162 155 176 228 186 177
Market Price Dol/Bu. 1.14 1.21 1.32 1.36 1.22 1.67 1.96 1.60 1.44 1.56 1.30
Value of Production Mil. Dol. 408 295 388 282 279 271 304 282 314 283 230
Government Payments | Mil. Dol. 8 30 15 12 16 3 9 8 13 10 9
Gross Income Mil. Dol. 416 325 403 294 295 274 313 290 326 293 239
Cash Expenses Mil. Dol. 725 570 529 579 496 468 363 409 517 463 399
Net Cash Income Mil. Dol. | (309) (245) (126) (28%) (201) | (199) (50) 119) 191 (170) (160)

USDA, Office of the'Chlef Economist-—-7/22/98




1990-97 | 1993-97
1990 1991 1992 1993 1994 1995 1996 1997 ave. ave. 1998F
Upland Cotton:
Production Mil.Bales 15.15 17.22 15.71 15.76 19.32 17.53 18.41 18.25 17.17 17.85 13.80
Market Price Dol /Cwt. 67.1 56.8 53.7 58. 1 720 754 69.3 64.8 64.6 679 68.0
Value of Production )/ | Mil. Dol. 5,602 5,187 4,657 5,102 7,448 7,074 7,017 6,508 6,074 6,630 | 5263
Government Payments | Mil. Dol. 409 706 1,288 1,357 280 3 699 625 671 593 646
Gross Income Mil. Dol. 6,011 5,893 5,945 6,459 7,728 7,077 1,716 7,133 6,745 7223 5,909
Cash Expenses Mil. Dol. 4,214 4,465 4,091 4,298 4,527 6,025 5,150 4,882 4,707 4976 4,605
Net Cash Income Mil. Dol. 1,797 1,428 1,854 2,161 3,201 1,052 2,566 2251 2,039 2,246 1,304
Rice:
Production Mil. Cwt. 156.1 159.4 179.7 156.1 197.8 173.9 1713 178.9 171.7 175.6 177.7
Market Price Dol./Cwt. 6.68 7.58 5.89 7.98 6.78 9.15 9.96 9.65 7.96 8.70 9.75
Value of Production Mil. Dol. 1,043 1,208 1,058 1,246 1,341 1,591 1,706 1,726 1,365 1,522 | 1,733
Govermnment Payments | Mil. Dol. 563 484 668 784 614 471 455 448 561 554 485
Gross Income Mil. Dol. 1,606 1,692 1,726 2,030 1,955 2,062 2,161 2,174 .l 926 2,076 2218
Cash Expenses Mil. Dol. l.i03 1,129 1,201 1,161 1,420 1,337 1,291 1,417 1,257 1,325 1,507
Net Cash Income - Mil. Dol 503 563 525 869 535 725 870 757 668 751 711
1/Includes the value of cottonseed.

USDA, Office of the Chief Economist--7/22/98




Supplemental Crop Insurance Benefits Program

Program Description:

Producers who have incurred substantial crop production losses in 3 of the past S years would be
eligible for a supplemental crop insurance payment equal to 25 percent of the crop insurance
indemnities collected during the previous § years. A substantial crop production loss is defined as
a loss triggering a crop insurance indemnity payment. The initial base period for determining
eligibility and payments under the program would be for losses incurred during 1993-97. A
second base period would be for losses incurred during 1994-1998, with producers precluded
from receiving payments for crop production losses covered by the initial base period.

The USDA plans to address additional crop insurance proposals in its FY 2000 budget proposal.
The Risk Management Agency is also examining the potential to offer a product, where practical
and feasible, that provides the producer an option of purchasing protection against repeated years
of crop loss if the producer also purchases a policy for the same crop or crops for each of those
years. The development and implementation of the insurance product would be closely
coordinated with the private sector.

Estimated FY 1999 Payments:
During 1993-97, 472,000 producers collected indemnities of $6.2 billion. About one-fifth of all

producers collecting indemnities, or nearly 90,000 producers, collected indemnities in 3 or more
years during 1993-97. These producers collected about $3.3 billion in indemnities or more than

_ one-half of all crop insurance indemnities paid out over the previous 5 years. Under the proposed
program, supplemental crop insurance payments of about $834 million would be paid in late 1998
to producers collecting crop insurance indemnities in at least 3 years during 1993-97. The
Department projects Texas producers would receive about 20 percent of the initial program
payments followed by North Dakota with a 13 percent share (see attachment).

Payments to producers with crop losses in at least 3 years during 1994-98 would be paid to
producers in the spring of 1999. For those eligible producers who did not receive a payment
based on crop losses for the 1993-97 crops, the payment would be 25 percent of the crop
insurance indemnities received during 1994-98. For those eligible producers who did receive a
payment for crop losses during 1993-97, the payment could be 25 percent of crop insurance
indemnities received for the 1998 crop. This prevents eligible producers from collecting a
payment for crop losses already covered by previous-year payments. The Department estimates
payments of about $200 million for 1994-98 crop losses bringing total FY 1999 payments under
the proposed program to $1,034 million. The estimate for 1994-98 crop loss payments is highly
speculative because insurance claims for 1998 crop losses continue to be filed. In subsequent
fiscal years, the proposed program is projected to cost about $200 million annually.

The projected cost of the proposed program is more than double USDA’s initial estimate. The
initial estimate assumed an eligible producer had to reside in a county with a crop production loss
of at least 20 percent in addition to collecting indemnities in at least 3 years. The initial cost
estimate also assumed payments for 1994-98 crop losses would be paid in FY 2000.



Supplemental Crop Insurance Beneflts for Repeated Loss Years

State 199397 100458
1st tranche 2nd tranche Total

mil § parcent mil §  percent mil $§ percent
Alabama 23.3 2.8% 38 1.8% 2.9 2.6%
Alaska 0.0 0.0% 0.0 0.0% 0.0 0.0%
Arzona 31 0.4% 0.4 0.2% 3.5 0.3%
Arkansas 8.2 0.7% 2.4 1.2% 8.6 0.8%
California 14.1 1.7% 4.3 2.2% 18.4 1.8%
Colorado 11.9 1.4% 2.3 1.2% 14.2 1.4%
Connecticut 0.0 0.0% 0.1 0.1% 0.1 0.0%
Delaware 0.5 0.1% 0.0 0.0% 0.5 0.0%
Florida 14.7 1.8% 2.3 1.2% 17.1 1.6%
Georgia 40.9 4.9% 59 2.9% 48.8 4.5%
Hawalil 0.0 0.0% 0.0 0.0% 0.0 0.0%
Idaho 4.8 0.6% 1.9 1.0% 8.7 0.6%
itlinols 16.1 1.9% 53 2.6% 21.4 2.1%
Indiana 14.8 1.8% - 2.2 1.1% 17.0 1.6%
lowa 28.8 3.4% 9.1 4.5% 31.7 3.6%
Kansas 37.2 4.5% 5.1 2.5% 42.3 4.1%
Kentucky 2.6 0.3% 2.0 1.0% 4.6 0.4%
Louisiana 5.2 0.6% 8.2 3.1% 11.4 1.1%
Maine 1.0 0.1% 0.1 0.1% 1.1 0.1%
Maryland 1.7 0.2% 0.1 0.1% 1.8 0.2%
Massachusetts 0.1 0.0% 0.1 0.0% 0.2 0.0%
Michigan 9.9 1.2% 1.4 0.7% 11.3 1.1%
Minnesota 72.5 8.7% 14.9 7.4% 87.4 8.4%
Mississippi 5.1 0.6% 2.8 1.4% 8.0 0.8%
Missourl 15.0 1.8% 2.5 1.2% 17.4 1.7%
Montana 7.2 0.9% 34 1.7% 10.8 1.0%
Nebraska 29.5 3.5% 5.9 2.9% 35.4 3.4%
Nevada 0.1 0.0% 0.0 0.0% 0.1 0.0%
New Hampshire 0.0 0.0% 0.0 0.0% 0.0 0.0%
New Jersey 0.2 0.0% 0.0 0.0% 0.2 0.0%
New Mexico 2.8 0.3% 0.9 0.4% 3.7 0.4%
New York 0.4 0.1% 0.3 0.1% 0.7 0.1%
North Carolina 45.9 5.5% 2.4 1.2% 48.3 4.7%
North Dakota 107.3 12.8% 2.1 11.1% 129.4 12.5%
Ohio 8.0 1.0% 1.5 0.7% 9.5 0.9%
Oklahoma 4.8 4.2% 2.5 1.2% 1.3 3.6%
Oregon 0.4 0.0% 03 0.2% 0.7 0.1%
Pennsytvania 1.9 0.2% 0.3 0.1% 2.1 0.2%
Rhode Island 0.0 0.0% 0.0 0.0% 0.0 0.0%
South Carolina 7.2 0.9% 1.3 0.6% 8.5 0.8%
South Dakota 62.4 7.5% 15.8 7.9% 78.2 7.6%
Tennessee 4.7 0.6% 1.5 0.7% 6.1 0.6%
Texas 167.6 20.1% 61.4 30.7% 2290 22.1%
Utah 0.3 0.0% 0.0 0.0% 0.3 0.0%
Vermont 0.0 0.0% 0.0 0.0% 0.0 0.0%
Virginia 10.1 1.2% 0.8 0.4% 10.9 1.1%
Washington 1.5 0.2% 1.9 0.9% 33 0.3%
West Virginia 0.9 0.1% 0.1 0.0% 0.9 0.1%
Wisconsin 10.3 1.2% 2.4 1.2% 12.7 1.2%
Wyoming 1.7 0.2% 0.2 0.1% 1.9 0.2%

United States 834.4 200.0 1,034.4




Livestock Disaster Assistance Programs

Program Description:
The Administration seeks authority to operate four programs to assist livestock producers

affected by drought and other disasters. These programs are as follows:

. Dire Livestock Emergency Assistance Program (DLEAP)

. Emergency Livestock Products Loss Program (ELPLP)

. Livestock Indemnity Program (LIP)

. Livestock Feed Assistance Program (LFAP)
The Department is currently operating the LIP, the Dairy Production Disaster Assistance Program
(a version of ELPLP), and the Foundation Livestock Relief Program (a version of DLEAP) for
losses occurred on or before April 30, 1998, using funds from the sale of grain in the feedgrain
disaster reserve. Legislative changes mandated by the Federal Agriculture Improvement and
Reform Act of 1996 and the FY 1997 supplemental appropriations bill eliminated USDA’s
authority to replenish the disaster reserve and capped the disaster reserve at 20 million bushels.
Since the disaster reserve has been depleted, USDA is unable to operate the LIP, ELPLP, and
DLEAP for losses incurred after April 30, 1998. The Department requests $58 million in FY
1999 funding to operate the LFAP, and to cover other 1998 livestock losses, the Department
requests an additional $16 million to operate LIP, ELPLP and DLEAP for the period May 1
through December 31, 1998.

Dire Livestock Emergency Assistance Program (DLEAP):

This program, which is projected to cost $2 million for 1998, would provide assistance to
producers of foundation livestock in danger of perishing and isolated from normal feed supplies.
Blizzards and flooding can cause livestock to become isolated from normal feed supplies. Under
this program, USDA would cost-share 30 percent of cost of providing feed to livestock who
become isolated from normal feed supplies and are in danger of perishing due to a natural disaster.

Emergency Livestock Products Loss Program (ELPLP):

Under this program, dairy and egg producers would be partially reimbursed for production losses
caused by natural disasters. The reimbursement rate would be set at 30 percent of the estimated
loss in sales. This program is projected to cost $0.7 million for 1998. A similar program was
used to provide assistance to Northeast dairy producers affected by electrical disruptions
following ice storms in early 1998.

Livestock Indemnity Program (LIP):

The program, which is projected to cost $13.2 million for 1998, would provide assistance to
livestock producers who lost livestock as a result of a natural disaster. To be eligible for
assistance, a producer’s livestock death loss would have to exceed normal mortality rates. Under
the program, compensation would be equal to 30 percent of the estimated value of livestock lost.

Livestock Feed Assistance Program (LFAP):
This program would provide assistance to livestock producers with foundation herds and stocker
livestock whose feed supplies have been reduced due to a natural disaster. Eligible producers

would be reimbursed for 30 percent of the loss in feed. This program is projected to cost about
$58 million.



Crop and Pasture Flood Compensation Program

Program Description:

Under this program, USDA would make annual payments to farmers and ranchers whose crop
and pasture land are expected to remain under water for 1 or more years. Eligible land would
include crop land or pasture land that is under standing water and expected to remain so for at
least one crop year thereby making such land unfit for crop production or grazing. The annual
payment under the program would be equal to the rental value of the land.

Flooded acreage covered by crop insurance would become eligible for the program only after
crop insurance coverage ends, so farmers and ranchers could not receive assistance in the same
year under the proposed program and also receive crop insurance indemnity payments. Once land
enrolled land can be cropped or used for grazing the land would become ineligible for benefits
under the proposed program,

The Department is currently operating the Disaster Reserve Flood Compensation Program
announced by the Secretary on June 8, 1998. This program makes available $12 million
remaining from the sale of disaster reserve commodities to compensate only livestock producers
who have suffered losses due to long-term flooding. Signup is expected to start in September.
Eligible land must have had higher water tables than normal every year beginning in 1993, and due
to flooding, be unable to be used for crop production, grazing or haying anytime during the 1998
crop year.

Estimated Program Cost:

USDA projects that enrollment in this program could average 1 to 1.5 million acres per year
during FY 1999-2002. With an annual average payment of $40 per acre and 1 to 1.5 million
enrolled acres, the expected program cost would range from $40 to $60 million per year, or a
midpoint cost of $50 million per year.




Income Loss Adjustmeat Program

Program Pescription:
Make supplementary payments in FY 1999 to producers to offset crop income losses due to the

effects of low prices and weather. Under the Income Loss Adjustment Program, feed grain,
wheat and upland cotton producers would be compensated for 30 percent of the projected drop in
1998 gross income from the 1993-97 average. Payments to individual producers would be based
on Agricultural Marketing Transition Act (AMTA) payment production.

Estimated Loss in Income:

Based on USDA's most recent forecasts released on August 12, 1998, gross income for feed
grains, wheat and upland cotton in 1998 is projected to be $40.2 billion in 1998, compared with
the 1993-97 average of $44.5 billion (table 1). Since the gross income of rice producers in 1998
is projected to exceed the 1993-97 average—$2.22 billion in 1998 compared with the 1993-97
average of $2.08 billion--rice producers would not be eligible for compensation under the
proposed program.

The gross incomes of sorghum, barley, oat, upland cotton and wheat producers are all projected
to fall by 15 percent or more in 1998 compared with the 1993-97 average. The gross income of
corn producers is projected to drop by about 4 percent in 1998. With the exception of upland
cotton, the primary reason for the projected drop in gross income in 1998 is lower farm prices.
Weather problems and reduced production throughout the South and in California are the major
reason for the drop in gross income for upland cotton in 1998.

1993-97 avg. 1998F Change
Mil. §

Corn ' 24,125 23,275 -850
Sorghum 1,682 - 1,347 -335
Barley 1,043 871 -172
Oats 293 239 -54
Wheat 10,131 8,512 -1,619
Upland Cotton 7,223 5,909 -1,314
Total 44,497 40,153 4,344

Estimated Payment Rates:

Supplementary payments totaling 30 percent of the projected loss in gross income in 1998
compared with the 1993-97 average would be paid out to producers based on AMTA payment
production. The actual payment rate for each crop for 1998 and the projected payment rate under
the proposed program are shown below and table 2 indicates projected payments by state under

the proposed program:

Estimated Payment rates ($/unit) and ents (mil. $) for 1998:
Wheat Com Sorghum Barley Oats Cotton Rice  Total

1998 PFC:
Rate 0.66 0.37 0.45 028 003 0.080 294
Total 1,503 2,652 290 122 9 646 485 5,707
Proposal Program:
Rate 021 0.04 0.16 0.12 005 0.049 0
Total 486 255 101 52 16 394 0 1,303



Table 1--Gross Income for Wheat, Feed Grains, Upland Cotton and Rice by Crop Year,

1993-97
1993 1994 1995 1996 1997 ave. 1998F

Wheat:
Production Mil. Bu. 2,396 2,321 2,183 2,285 2,527 2,342 2,549
Market Price Dol./Bu. 3.26 345 4.55 4.30 3.40 3.79 2.75

Value of Production Mil. Dol. 7,811 8,007 9,933 9,826 8,592 8,834 7,009

Government Payments | Mil. Dol. 1,900 1,146 101 1,941 1,397 1,297 1,503

Gross Income Mil. Dol. 9,711 9,153 | 10,034 | 11,767 9,989 10,131 8,512
Corn:

Production ' Mil. Bu. 6,336 | 10,103 7,374 9,293 9,366 8,494 9,592

Market Price Dol/Bu. 2.50 2.26 324 2.7 245 2.63 2.15

Value of Production Mil. Dol. | 15,840 | 22,833 | 23,892 | 25,184 | 22,947 22,139 | 20,623

Government Payments | Mil. Dol. 1,520 3,199 82 1,745 3,384 1,986 2,652
Gross Income Mil. Dol. | 17,360 | 26,032 | 23,974 | 26,929 | 26,331 | 24,125 | 23,275
Upland Cotton: |

Production Mil.Bales 15.76 19.32 17.53 18.41 18.25 17.85 13.80

Market Price Dol/Cwt. 58.1 720 75.4 69.3 64.8 679 68.0

Value of Production 1/ | Mil. Dol. 5,102 7,448 7,074 7,017 6,508 6,630 5,263

Government Payments | Mil Dol 1,357 280 3 699 625 593 646

Gross Income Mil. Dol. 6,459 7,728 7,077 | 1,716 7,133 7,223 5,909
Rice:

Production Mil Cwt. 156.1 197.8 173.9 1713 178.9 175.6 1773

Market Price Dol /Cwt. 7.98 6.78 9.15 9.96 9.65 8.70 9.75

. Value of Production | MiL Dol. 1,246 1,341 1,591 1,706 1,726 1,522 1,733

Government Payments | Mil. Dol. 784 614 471 455 448 554 485

Gross Income Mil. Dol. 2,030 1,955 2,062 | 2,161 2,174 2,076 2,218

1/ncludes the value of cottonseed.



1993-97

293 .

1993 1994 1995 1996 1997 ave, 1998F
Sorghum:
Production Mil. Bu. 534 649 460 803 653 620 529
Market Price Dol./Bu. 231 2.13 319 2.34 220 243 2.00
Value of Production Mil. Dol. 1,234 1,382 1,467 1,879 1,437 1,480 l;057
Government Payments | Mil. Dol. 154 292 25 201 338 202 290
Gross Income Mil. Dol. 1,388 1,674 1,492 2,080 1,775 1,682 1,347
Barley:
Production Mil. Bu. 398 375 360 396 374 381 374
Market Price Dol./Bu. 1.99 2.03 2.89 2.74 235 240 2.00
Value of Production Mil. Dol. 792 761 1,040 1,085 879 912 749
Government Payments | Mil. Dol. 204 163 40 137 113 131 122
Gross Income Mil. Dol. 996 924 1,080 1,222 992 1,043 871
Oats:
Production Mil. Bu. 207 229 162 155 176 186 177
Market Price Dol./Bu. 1.36 1.22 -1.67 1.96 1.60 1.56 1.30
Value of Production Mil. Dol. 282 279 271 304 282 283 230
Government Payments | Mil. Dol. 12 16 3 9 8 10 9
Gross Income Mil. Dol 294 295 274 313 290 239




Table 2--Payments Equal to 30 Percent of Difference Between 1993-97 Average Minus 1998
Projected Gross Income (Mil.$).

Wheat Corn| Sorghum| Barley QOats| Cotton Rice| Total
AL 1.7 0.6 0.3 0.0 0.1 16.4 0.0 19.0
AK 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
AZ 1.7 0.1 0.1 0.2 0.0 22.5 0.0 24.6
AR 9.7 0.2 3.4 0.0 0.1 26.8 0.0 40.1
CA 9.0 0.9 0.1 1.5 0.1 43.0 0.0 54.7
CcO 17.5 3.3 1.3 1.3 0.1 0.0 0.0 23.5
CT 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.1
DE 0.3 0.3 0.0 0.1 0.0 0.0 0.0 0.8
FL - 0.3 0.3 0.1 0.0 0.0 2.4 0.0 3.1
GA 4.7 1.6 0.4 0.0 0.1 27.7 0.0 34.6
ID 17.8 0.2 0.0 5.7 0.1 0.0 0.0 23.9
IL 12.4 41.5 1.6 0.0 0.4 0.0 0.0 55.9
IN 6.5 20.6 0.1 0.0 0.1 0.0 0.0 27.3 |
IA 0.5 5t.1 0.1 0.0 1.8 0.0 0.0 53.5
KS 78.6 6.3 31.3 0.8 0.4 0.0 0.0 117.5
KY 34 4.4 0.3 0.1 0.0 0.0 0.0 8.2
LA 1.9 0.6 1.4 0.0 0.0 32.2 0.0 36.2
ME 0.0 0.1 0.0 0.0 0.1 0.0 0.0 0.2
MD 1.0 1.2 0.1 0.2 0.0 0.0 0.0 2.5
MA 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.1
MI 5.4 8.0 0.0 0.2 0.5 0.0 0.0 14.2
MN N3] 232 0.0 4.9 2.0 0.0 0.0 52.4
MS 33 0.4 1.1 0.0 0.0 49.0 0.0 53.8
MO 14.7 7.4 6.9 0.1 0.1 8.8 0.0 38.0
MT 33.7 0.2 0.0 9.6 0.4 0.0 0.0 43.8
NE 18.2 28.7 16.6 0.3, 09 00| 0.0 64.7
NV 0.2 0.0 0.0 0.1 0.0 0.0 0.0 0.4
NH 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
NJ 0.2 0.2 0.0 0.0 0.0 0.0 0.0 0.4
NM 2.5 0.4 1.8 0.1 0.0 2.5 0.0 7.2
NY 1.1 2.9 0.0 0.1 0.3 0.0 0.0 4.1
NC 3.8 3.0 0.2 0.2 0.1 12.9 0.0 20.1
ND 64.2 2.1 0.0 14.4 2.0 0.0 0.0 82.6
OH 9.7 12.4 0.0 0.0 0.3 0.0 0.0 2.5
OK 40.9 0.4 2.6 0.1 0.2 8.6 0.0 52.8
OR 10.4 0.1 0.0 1.2 0.1 0.0 0.0 11.9
PA 0.6 2.1 0.0 0.2 0.3 0.0 0.0 3.2
1RI 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SC 2.4 1.0 | 0.1 0.1 0.1 7.0 0.0 10.7
SD 20.5 8.3 2.0 3.0 2.8 0.0 0.0 36.5
TN 3.3 1.7 0.6 0.0 0.0 15.9 0.0 21.6
X 29.7 5.6 28.0 0.2 0.6 117.3 0.0 181.3
UT 1.5 0.1 0.0 0.6 0.0 0.0 0.0 2.2
VT 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.2
VA 1.8 1.3 0.1 0.4 0.0 1.1 0.0 4.8
WA 25.8 0.3 0.0 4.4 0.0 0.0 0.0 30.5
wv 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.3
Wi 1.1 11.7 0.0 0.4 1.6 0.0 0.0 14.8
wY 1.5 0.2 0.0 0.6 0.1 0.0 0.0 2.4
Total U.S. 485.7 255.0 100.5 S1.6 16.2 394.2 0.0 1,303.2
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Agriculture Disaster and Income Assistance
September 1998

The Current Problem

. Farmers and ranchers in some regions are suffering the effects of multiple natural disasters
in recent years, such as flooding and diseased crops in the Northern Plains. These
successive disasters have reduced crop insurance coverage for these farmers and eroded
their ability to weather economic downturns. Also, drought is a major problem for the
Texas and Oklahoma region.

. This year, the major problem is not crop losses from natural disasters but low commodity
prices for bumper crops. Market prices for wheat, corn, soybeans, and livestock are at
their lowest level in years, and exports are down due to the Asian economic crisis and
generally strong global crop production. As a result, USDA estimates net cash farm
income will drop by $7.5 billion, or 12 percent, in 1998 compared with last year.

. Since 1994, crop insurance has been the central component of the farm income safety net.
For the 1998 crop, crop insurance payments are expected to be slightly above the 5-year
average of $1.24 billion, with the most payments going to cotton producers.

. In addition, the 1996 Farm Bill provides income assistance to wheat, corn, cotton, and rice
farmers (guaranteed “transition” or “AMTA” payments). These payments are statutorily
fixed at $5.8 billion in FY 1998 and $5.6 billion in FY 1999. In early August, the
President signed a law enabling farmers to receive their FY 1999 payment in one lump-
sum as early as this October, rather than half in December and half the following
September as under previous law.

. A key, but often overlooked, part of the safety net is the fact that USDA guarantees a
floor on crop prices through its marketing loan program. Farmers take out these 9-month
loans from USDA at harvest time based on a statutory “loan rate” or price per bushel. If
market prices drop below the loan rate, farmers can repay the loan at the lower market
price per bushel, retain and sell their crop, and the government bears the loss. In the last
month, nearly $200 million in marketing loan gains have been paid, and current projections
are that at least $2.4 billion will be paid on the 1998 crop over the next several months.

. Supplemental crop insurance payments would be made to those who had crop insurance
loss payments in 3 out § years, 1994-1998, at an estimated cost of $835 million.
(Alternatively, 1993-1997 could be an additional base period that, when combmed with
the 1993-1998, would provide $1.05 billion.) w



- Compensation for flooded crop and pasture land - $50 million, largely in the Dakotas.
Livestock disaster program - $20 million for feed assistance in future natural disasters.

Farm credit - $10 million in loan subsidy BA to fund over $350 million in farm operating
loans.

USDA staff costs - $10 million to support an addition 1,000 USDA county office
employees for three months through the assistance application period.



9/3/98

AGRICULTURE DISASTER AND INCOME LOSS PROPOSALS
(dollars in millions)

USDA  Alternative

Emergency Package
1. Supplemental crop insurance .
- 3 losses in 5 years (‘93-97,98) 1,050

- require county trigger
2. Crop and pasture flood compensation 50
3. Livestock disaster programs 74

4. Other needs

- farm credit 44
- FSA staff 40
- risk management education 5
- plant and animal disease 50
- Forest Service _44
Subtotal for Emergency 1,357
Income Assistance (offset)
5. Income loss adjustment program 1,300
Options:

- cover 25% of loss not 30%

- cover 15% of loss not 30%

- compute loss from 1990-97 average income

- include marketing loan gains in income

- include crop insurance indemnities in income

835 or
7507

50

20

10

10
0
0
10

935 - 800

comments

‘94-98 preferable
handle inequities in appeal

refined estimate

operating credit only
1/4 year S&E cost estimate
treat in ‘00 budget
treat in ‘00 budget
refined estimate

below USDA - 30% of drop from

1,083
650
800

1,200

1,100

- eliminate overlap with Supp.Crop Insurance Benefit 1,125

- target payments to lower-income farmers

6. Uncap marketing loan rates
Option:
- cover only first 1,000 bushels/farmer

GRAND TQOTAL 2,657

Offsets
Terminate ‘99 EEP - $550 million in FY 1999

Target marketing loan gains - $125 ++ million in FY 1999

1,170

‘93-97 avg gross income

more realistic than S yr
emerging large payments
‘98 is larger than average
weakens crop insurance
$250,000 gross receipts

5,000 add to $2.4 billion ‘98/99

gains under current law

525 could dial up or down

?

exports problem/no CBO score
outlays growing + $2 billion



INCOME LOSS ADJUSTMENT PROGRAM ALTERNATIVES

1. Compute the loss from the 1990-97 average income level,
and reimburse 25 percent of the loss in 1998 for
producers with gross farm income below $240,000. $540 million

Offset: suspend EEP in FY 1999 from the authorized
level, except for $10 million to fund previously announced
poultry bonuses: $540 million

2. Compute the loss from the 1990-97 average income level,
considering crop insurance indemnities as income, and
reimburse 25 percent of the loss in 1998 for producers
with gross farm income below $200,000. $250 million

Offset: suspend EEP in FY 1999 to the amount that the
President’s Budget requested funding, less $70 million
for possible specific trade policy retaliation: $250 million
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The Current Problem

. Farmers and ranchers in some regions are suffering the effects of multiple natural disasters
in recent years, such as flooding and diseased crops in the Northern Plains. These
successive disasters have reduced crop insurance coverage for these farmers and eroded
their ability to weather economic downturns. Also, drought is 2 major problem for the
Texas and Oklahoma region.

. This year, the major problem is not crop losses from natural disasters but low commodity
prices for bumper crops. Market prices for wheat, corn, soybeans, and livestock are at
their lowest level in years, and exports are down due to the Asian economic crisis and
generally strong global crop-production. As a result; USDA -estimates net_cash farm =

income will drop by $7.5 billion, or 12 percent, in 1998 compared with last year—

[

. Since 1994, crop insurance has been the central component of the farm income safety net.
For the 1998 crop, crop insurance payments are expected to be slightly above the 5-year
average of $1.24 billion, with the most payments going to cotton producers.

. In addition, the 1996 Farm Bill provides income assistance to wheat, corn, cotton, and rice
farmers (guaranteed “transition” or “AMTA” payments). These payments are statutorily
fixed at $5.8 billion in FY 1998 and $5.6 billion in FY 1999. In early August the
President signed a law enabling farmers to receive their FY 1999 payment in one lump-
sum as early as this October;-rather than half in December and half the following
September as under previous law.

. A key, but often overlooked, part of the safety net is the fact that USDA guarantees a
floor on crop prices through its marketing loan program. Farmers take out these 9-month
loans from USDA at harvest time based on a statutory “loan rate” or price per bushel. If
market prices drop below the loan rate, farmers can repay the loan at the lower market
price per bushel, retain and sell their crop, and the government bears the loss. In the last
month, nearly $200 million in marketing loan gains have been paid, and current projections
are that at least $2.4 billion will be paid on the 1998 crop over the next several months.

. Supplemental crop insurance payments would be made to those who had crop insurance
loss payments in 3 out 5 years, 1994-1998, at an estimated cost of $835 million.
(Alternatively, 1993-1997 could be an additional base period that, when combmed with
the 1993-1998, would provide $1.05 billion.)



Compensation for flooded crop and pasture land - $50 million, largely in the Dakotas.
Livestock disaster program - $20 million for feed assistance in future natural disasters.

Farm credit - $10 million in loan subsidy BA to fund over $350 million in farm operating
loans.

USDA staff costs - $10 million to support an addition 1,000 USDA county office
‘employees for three months through the assistance application period.
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USDA  Alternative comments
Emergency Package
1. Supplemental crop insurance
- 3 losses in 5 years (‘93-97,98) 1,050 835 or ‘94-98 preferable QW%
’—5) - require county trigger 750~ handle inequities in appeal -
2. Crop and pasture flood compensation 50 50
—=—= 3. Livestock disaster programs 74 20 refined estimate =~ __ M@ ,
4. Other needs
- farm credit 44 10 operating credit only
- FSA staff 40 10 1/4 year S&E cost estimate
- risk management education 5 0 treat in ‘00 budget
- plant and animal disease 50 0 treat in ‘00 budget ("
- Forest Service _44 10" . refined estimate %(bb
Subtotal for Emergency 1,357 935 - 800 /
. |
Income Assistance (offset) v
5. Income loss adjustment program LS 1,300 below USDA - 30% of drop from
Options: ‘93-97 avg gross income
- cover 25% of loss not 30% 1,083
- cover 15% of loss not 30% 650
- compute loss from 1990-97 average income 800 more realistic than 5 yr
- include marketing loan gains in income 1,200 emerging large payments
- include crop insurance indemnities in income 1,100 ‘98 is larger than average
- eliminate overlap with Supp.Crop Insurance Benefit 1,125 weakens crop insurance
- target payments to lower-income farmers 1,170  $250,000 gross receipts
ﬁ> 6. Uncap marketing loan rates 5,000 add to $2.4 billion ‘98/99
Option: ' _ gains under current law
- cover only first 1,000 bushels/farmer 525 could dial up or down
GRAND TOTAL 2,657 ?
Offsets :
———=> Terminate ‘99 EEP - $550 million in FY 1999 exports problem/no CBO score

Target marketing loan gains - $125 ++ million in FY 1999 outlays growing + $2 billion



INCOME LOSS ADJUSTMENT PROGRAM ALTERNATIVES

1. Compute the loss from the 1990-97 average income level,
and reimburse 25 percent of the loss in 1998 for
producers with gross farm income below $240,000. $540 million
~—
Offset: suspend EEP in FY 1999 from the authorized
level, except for $10 million to fund previously announced
poultry bonuses: $540 million

2. Compute the loss from the 1990-97 average income level,
considering crop insurance indemnities as income, and
reimburse 25 percent of the loss in 1998 for producers
with gross farm income below $200,000. $250 million
Offset: suspend EEP in FY 1999 to the amount that the
President’s Budget requested funding, less $70 million
for possible specific trade policy retaliation: $250 million






