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DEPARTMENT OF AGRICULTURE

Federal Crop Insurance Corporation

7 CFR Part 407
[Docket No. FCIC-11-0002]
RIN 0563—-AC25

Area Risk Protection Insurance
Regulations and Area Risk Protection
Insurance Crop Provisions

AGENCY: Federal Crop Insurance
Corporation, USDA.

ACTION: Final rule.

SUMMARY: The Federal Crop Insurance
Corporation (FCIC) finalizes the Area
Risk Protection Insurance (ARPI) Basic
Provisions, ARPI Barley Crop Insurance
Provisions, ARPI Corn Crop Insurance
Provisions, ARPI Cotton Crop Insurance
Provisions, ARPI Forage Crop Insurance
Provisions, ARPI Grain Sorghum Crop
Insurance Provisions, ARPI Peanut Crop
Insurance Provisions, ARPI Soybean
Crop Insurance Provisions, and ARPI
Wheat Crop Insurance Provisions to
provide area yield protection and area
revenue protection. These provisions
will replace the Group Risk Plan (GRP)
provisions in 7 CFR part 407, which
includes the: GRP Basic Provisions, GRP
Barley Crop Provisions, GRP Corn Crop
Provisions, GRP Cotton Crop Provisions,
GRP Forage Crop Provisions, GRP
Peanut Crop Provisions, GRP Sorghum
Crop Provisions, GRP Soybean Crop
Provisions, and GRP Wheat Crop
Provisions. The ARPI provisions will
also replace the Group Risk Income
Protection (GRIP) Basic Provisions, the
GRIP Crop Provisions, and the GRIP-
Harvest Revenue Option (GRIP-HRO).
The GRP and GRIP plans of insurance
will no longer be available. The
intended effect of this action is to offer
producers a choice of Area Revenue
Protection, Area Revenue Protection
with the Harvest Price Exclusion, or
Area Yield Protection, all within one
Basic Provision and the applicable Crop
Provisions. This will reduce the amount
of information producers must read to
determine the best risk management tool
for their operation and will improve the
provisions to better meet the needs of
insureds. The changes will apply for the
2014 and succeeding crop years.

DATES: This rule is effective June 26,
2013.

FOR FURTHER INFORMATION CONTACT: Tim
Hoffmann, Product Administration and
Standards Division, Risk Management
Agency, United States Department of
Agriculture, Beacon Facility, Stop 0812,
Room 421, P.O. Box 419205, Kansas

City, MO, 641416205, telephone (816)
926-7730.
SUPPLEMENTARY INFORMATION:

Executive Orders 12866 and 13563

Executive Orders 12866 and 13563
direct agencies to assess all costs and
benefits of available regulatory
alternatives and, if regulation is
necessary, to select regulatory
approaches that maximize net benefits
(including potential economic,
environmental, public health and safety
effects, distributive impacts, and
equity). Executive Order 13563
emphasizes the importance of
quantifying both costs and benefits, of
reducing costs, of harmonizing rules,
and of promoting flexibility. This rule
has been designated a ‘“‘significant
regulatory action” although not
economically significant, under section
3(f) of Executive Order 12866.
Accordingly, the rule has been reviewed
by the Office of Management and
Budget.

Benefit-Cost Analysis

A Benefit-Cost Analysis has been
completed and a summary is shown
below; the full analysis may be viewed
on http://www.regulations.gov. In
summary, the analysis finds that
changes in the rule will have an
expected savings of $705,722 to the
government in administration of the
Federal Crop Insurance program; a cost
of slightly over $488,255 to producers;
and a cost of slightly over $1 million to
insurance providers.

Combining area yield protection
(protection for production losses only)
and area revenue protection (protection
against loss of revenue caused by low
prices, low yields, or a combination of
both) within one Basic Provisions and
the applicable Crop Provisions will
minimize the quantity of documents
needed to describe the contract between
the insured and the insurance provider.
An insured benefits because he or she
will not receive several copies of largely
duplicative material as part of the
insurance contracts for crops insured
under different plans of insurance.
Insurance providers benefit because
there is no need to maintain inventories
of similar materials. Handling, storing
and mailing costs are reduced to the
extent that duplication of Basic or Crop
Provisions is eliminated. Benefits accrue
due to avoided costs (resources
employed for duplicative effort), which
are intangible in nature. These changes
will increase the efficiency of the
insurance provider by eliminating the
need to maintain and track separate
forms, and by eliminating the potential
for providing an incorrect set of

documents to an insured by inadvertent
€ITOor.

The GRIP plan of insurance currently
uses a market-price discovery method to
determine prices. This rule uses this
same method for determining prices for
both area revenue protection and area
yield protection. The benefits of this
action primarily accrue to FCIC, which
will no longer be required to make two
estimates of the respective market price
for these crops. Insurance providers
benefit because they no longer will be
required to process two releases of the
expected market price for a crop year.
Insureds also benefit because the price
at which they may insure the crops
included under GRP yield protection
should more closely approximate the
market value of any loss in yield that is
subject to an indemnity, and insureds
will not have to analyze potential
differences in price in deciding between
area revenue or area yield protection.
There are essentially no direct costs for
this change since the market-price price
discovery mechanism already exists and
is in use for the GRIP plan of insurance.
All required data is available and
similar calculations are currently being
made.

These changes will simplify
administration of the crop insurance
program, reduce the quantity of
documents and electronic materials
prepared and distributed, better define
the terms of coverage, provide greater
clarity, and reduce the potential for
waste, fraud, and abuse.

Paperwork Reduction Act of 1995

Pursuant to the Paperwork Reduction
Act of 1995 (44 U.S.C. Chapter 35), an
information collection package was
submitted to OMB for review at the time
the proposed rule was published and
assigned OMB Control number 0563—
0083. The information collection and
recordkeeping requirements contained
in this final rule will not be effective
until the final information collection
package is approved by OMB.

E-Government Act Compliance

FCIC is committed to complying with
the E-Government Act, to promote the
use of the Internet and other
information technologies to provide
increased opportunities for citizen
access to Government information and
services, and for other purposes.

Unfunded Mandates Reform Act of
1995

Title II of the Unfunded Mandates
Reform Act of 1995 (UMRA) establishes
requirements for Federal agencies to
assess the effects of their regulatory
actions on State, local, and tribal
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governments and the private sector.
This rule contains no Federal mandates
(under the regulatory provisions of Title
II of the UMRA) for State, local, and
tribal governments or the private sector.
Therefore, this rule is not subject to the
requirements of sections 202 and 205 of
UMRA.

Executive Order 13132

It has been determined under section
1(a) of Executive Order 13132,
Federalism, that this rule does not have
sufficient implications to warrant
consultation with the States. The
provisions contained in this rule will
not have a substantial direct effect on
States, or on the relationship between
the national government and the States,
or on the distribution of power and
responsibilities among the various
levels of government.

Executive Order 13175

This rule has been reviewed in
accordance with the requirements of
Executive Order 13175, Consultation
and Coordination with Indian Tribal
Governments. The review reveals that
this regulation will not have substantial
and direct effects on Tribal governments
and will not have significant Tribal
implications.

Regulatory Flexibility Act

FCIC certifies that this regulation will
not have a significant economic impact
on a substantial number of small
entities. Program requirements for the
Federal crop insurance program are the
same for all producers regardless of the
size of their farming operation. For
instance, all producers are required to
submit an application and acreage
report to establish their insurance
guarantees, and compute premium
amounts. Whether a producer has 10
acres or 1000 acres, there is no
difference in the kind of information
collected. To ensure crop insurance is
available to small entities, the Federal
Crop Insurance Act (Act) authorizes
FCIC to waive collection of
administrative fees from limited
resource farmers. FCIC believes this
waiver helps to ensure that small
entities are given the same opportunities
as large entities to manage their risks
through the use of crop insurance. A
Regulatory Flexibility Analysis has not
been prepared since this regulation does
not have an impact on small entities,
and, therefore, this regulation is exempt
from the provisions of the Regulatory
Flexibility Act (5 U.S.C. 605).

Federal Assistance Program

This program is listed in the Catalog
of Federal Domestic Assistance under
No. 10.450.

Executive Order 12372

This program is not subject to the
provisions of Executive Order 12372,
which require intergovernmental
consultation with State and local
officials. See the Notice related to 7 CFR
part 3015, subpart V, published at 48 FR
29115, June 24, 1983.

Executive Order 12988

This final rule has been reviewed in
accordance with Executive Order 12988
on civil justice reform. The provisions
of this rule will not have a retroactive
effect. The provisions of this rule will
preempt State and local laws to the
extent such State and local laws are
inconsistent herewith. With respect to
any direct action taken by FCIC or to
require the insurance provider to take
specific action under the terms of the
crop insurance policy, the
administrative appeal provisions
published at 7 CFR part 11 or 7 CFR part
400, subpart J for the informal
administrative review process of good
farming practices as applicable, must be
exhausted before any action against
FCIC for judicial review may be brought.

Environmental Evaluation

This action is not expected to have a
significant economic impact on the
quality of the human environment,
health, or safety. Therefore, neither an
Environmental Assessment nor an
Environmental Impact Statement is
needed.

Background

This rule finalizes the Area Risk
Protection Insurance (ARPI) Basic
Provisions, ARPI Corn Crop Insurance
Provisions, ARPI Cotton Crop Insurance
Provisions, ARPI Forage Crop Insurance
Provisions, ARPI Grain Sorghum Crop
Insurance Provisions, ARPI Peanut Crop
Insurance Provisions, ARPI Soybean
Crop Insurance Provisions, ARPI Wheat
Crop Provisions to provide area yield
protection and area revenue protection
in one policy and to make other changes
that were published by FCIC on July 22,
2011, as a notice of proposed
rulemaking in the Federal Register at 76
FR 44200-44224. The public was
afforded 60 days to submit comments
after the regulation was published in the
Federal Register.

A total of 384 comments were
received from 48 commenters. The
commenters were producers, insurance
agents, insurance providers, an
insurance service organization, grower

associations, universities, and other
interested parties.

The public comments received
regarding the proposed rule and FCIC’s
responses to the comments are listed
below (under applicable subject
headings) identifying issues and
concerns, and the changes made, if any,
to address the comments.

Background
1. Proposed Policy

Comment: A commenter stated, with
respect to proposed policy changes, it is
difficult to comment on proposed
provisions that include references to
information in the Special Provisions
and/or actuarial documents not
included in the proposal. The
commenter recommended that when
FCIC releases policy revisions for public
examination, FCIC should include a
sample of the anticipated Special
Provisions/actuarial documents for
review and comment. Without such
information, interested parties cannot
offer comments as meaningful as they
otherwise would.

Response: FCIC understands the
commenters concerns about having
additional information to reference to
the proposed provisions. However,
these statements provide information or
exceptions to the provisions in the Basic
Provisions or Crop Provisions that can
vary by state and county. Therefore, it
would be impractical to include all of
these statements in the rule. Further,
this rule is a combination of the various
area plans of insurance so the Special
Provision and actuarial document
statements will be similar.

Comment: A commenter expressed
their appreciation for the opportunity to
comment on the proposed rule to
replace GRP and GRIP with ARPI. The
commenter expressed agreement with
combining these two policies and stated
that it made sense by reducing
paperwork and labor.

Response: FCIC appreciates the
support for its efforts and agrees
combining GRP and GRIP into one
program will be beneficial.

Comment: Several commenters stated
their appreciation of FCIC’s efforts to
provide an area-wide crop insurance
product for the major crops. The
commenters also stated FCIC’s decision
in putting yield and revenue protection
into one basic insurance policy was a
wise use of resources. However, the
commenters expressed concern about
ARPI not being offered in all areas
where the crops insured under ARPI
may be grown. One commenter would
like ARPI available for all the major
crops grown in Louisiana and have it
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available for all parishes. The
commenter suggested if sufficient
information is not available to offer the
policy in a given parish, then the area
should be expanded to multiple
parishes or to the crop reporting
districts to provide coverage.

Response: FCIC appreciates the
support for its efforts. ARPI was written
to provide FCIC with the flexibility to
modify how it makes area plan offers in
the future including on a basis beyond
a single county, parish, etc. FCIC will
continue to evaluate and consider where
and how it expands area plans of
insurance.

2. Price Determinations

Comment: Several comments were
received regarding the pricing for the
new area plans of insurance in the Crop
Exchange Price Provisions for ARPI
(CEPP-ARPI). A commenter noted the
new plans of insurance would use
futures contract prices from commodity
exchange markets, which are well
studied and established as unbiased and
efficient in utilizing all the information
available to market participants. The
commenter further noted a single
projected price would be used in all
three new area plans of insurance.
Finally, the commenter noted the new
area plans of insurance would use the
same insurance prices for individual
plans of insurance corresponding to the
same sales closing date. All these
changes regarding insurance prices
should help simplify and streamline the
program. The commenter would
encourage FCIC to make use of the same
CEPP for area and individual plans of
insurance instead of maintaining two
separate CEPPs, as this will eliminate
the potential for errors or discrepancies
of maintaining two CEPPs. Another
commenter stated matching the price
discovery period for area and individual
plans for the same crop is a good idea
and creates less confusion. Another
commenter recommended adding
Alabama, Florida, South Carolina, and
Virginia to the list of states with specific
dates in determining the cotton
projected and harvest price.

Response: The CEPP-ARPI was
provided for comment as a courtesy to
the public and is not a part of the
regulation published in the Code of
Federal Regulations. It is not subject to
the formal notice and comment
rulemaking process, and as a result,
FCIC is not publishing responses to all
of these comments in the final rule. The
proposed CEPP—ARPI allowed for a
single projected price for all area plans
of insurance but not the same price by
crop between the area plans and
individual plans of insurance. FCIC

agrees with the commenters that the use
of one CEPP to establish a common crop
price between all plans of insurance
would be more efficient and less
confusing. Instead of maintaining a
separate CEPP for ARPI, FCIC will
update the CEPP used for the Common
Crop Insurance Policy (7 CFR 457.8) to
establish pricing for both individual and
area plans of insurance. FCIC thanks the
public for their assistance in reviewing
the CEPP and will consider all
comments received and make
appropriate changes in the CEPP. FCIC
has revised the provisions to replace the
term “CEPP-ARPI” with the term
“CEPP” everywhere it appears in the
provisions.

Comment: A commenter stated the
term “‘price” as it relates to the volume
of the contract should be renamed
“contract volume.” This verbiage is
much easier for a producer to
understand. When a producer selects a
coverage level of 85 percent and a price
of 150 percent, what he is really doing
is selecting 85 percent coverage on 180
bushels per acre in a county that has a
base yield of 120. Allowing these
contracts to be uniform will reduce the
error rate of the agency and reduce
producer confusion.

Response: FCIC is unsure of what
provisions the commenter is
referencing, as “price” is not a defined
term. The projected price and harvest
price are based off futures contract of
commodity exchange markets.
Producers cannot select more than 100
percent of the price. FCIC presumes that
the commenter is referring to the
protection factor of 120 percent.
However, this is not a price election, nor
does it change the deductible or trigger
for an indemnity. It is simply a means
to allow producers to better tailor the
coverage to their individual risk. FCIC is
unsure of what the commenter meant
when stating, “Allowing these contracts
to be uniform will reduce the error rate
of the agency” and, therefore, FCIC
cannot respond to this suggestion. No
changes have been made.

3. Barley and Peanuts

Comment: Several comments were
received regarding FCIC’s decisions to
not provide ARPI coverage for barley
and peanuts. Commenters understand
that producers have shown a preference
for individual crop insurance coverage
but peanuts should not be excluded
from ARPI. The commenters stated there
is potential for area risk protection to be
beneficial for producers in certain
situations including producers without
a yield history, irrigated farms, and
farms whose yields track well with the
county yield. The commenters stated

area-based insurance is generally
cheaper than individual-based
insurance and with more education
from agents then more producers would
utilize it. Commenters believe the
contract price provision for the
individual yield protection policy gives
it the upper hand over area plans. Also
the lower commissions to agents
probably discourage sales as well as the
risk of an individual loss. Commenters
stated peanut producers would like to
have revenue insurance like cotton.
Commenters stated revenue insurance is
under investigation by a couple of
producer groups to determine a pricing
method for peanuts. A commenter
believes ARPI has potential for coverage
of peanuts, once a better pricing method
is developed so that ARPI and the
Common Crop Insurance Policy are on
equal footing as far as price election.
Another commenter stated FCIC should
be sensitive to comments from
insurance providers and producers
concerning the proposal not to include
barley and peanut coverage under the
ARPI program. It is important for FCIC
to ascertain whether or not there is any
producer interest in “area’ coverage for
these crops. Another commenter stated
they understand there has not been any
GRP coverage offered on these two crops
in recent years due to limited interest,
but questions if FCIC has done an
assessment or review of producer
interests in insuring these crops under
ARPIL

Response: In response to the
commenters’ requests to include barley
and peanuts under ARPI, FCIC has
added ARPI Barley Crop Provisions and
ARPI Peanut Crop Provisions to this
rule.

4. Insuring Other Crops—No Written
Agreements

Comment: Several comments were
received regarding FCIC’s decision to
not allow written agreements for ARPL
One commenter stated they have no
objection in principle to simplifying
area coverage by not including
provisions allowing for written
agreements. However, in order to judge
the impact of this decision on the
market, it would be beneficial for FCIC
to provide information regarding how
many written agreements have been
requested to insure hybrid seed corn,
hybrid sorghum seed, popcorn, sweet
corn, or other specialty corn (e.g. high-
amylose, flint, flour, Indian, blue corn,
wildlife-adapted, or any open-pollinated
varieties) under the GRP and GRIP
policies, and how many of those were
approved. The commenter further stated
since producers growing these crops
will not be allowed to have area-based
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coverage unless the crops are
subsequently added under ARPI; FCIC
should address how many producers are
likely to be disadvantaged by this
decision. The commenter questioned
why is it being proposed to allow
coverage for hybrid seed corn and
hybrid sorghum seed under the ARPI
program but not the other various types
of corn that were previously allowed to
have area coverage via the written
agreement process. The commenter also
questioned if FCIC plans to remove the
GP Type from the Written Agreement
Handbook in conjunction with this
proposed change under the ARPI
program. Another commenter
questioned FCIC’s intention to allow
others crops to be insured under ARPI
through the Special Provisions, and
suggested FCIC include a reference to
this intent in the policy. The commenter
stated they would rather not see other
crops insured under ARPI, as they
believe these other crops are better
served by individual plans of insurance.

Response: The overall number of GRP
and GRIP written agreements has been
less than one percent of the total GRP/
GRIP policies earning premium each
year. The number of approved written
agreements out of GRP policies was 35
of 16,750 in 2007, 42 of 20,670 in 2008,
37 of 14,704 in 2009, 30 of 10,502 in
2010, 27 of 9,701 in 2011, and 29 of
8,822 in 2012. The number of approved
written agreements out of GRIP policies
was 302 of 39,651 in 2007, 216 of 24,116
in 2008, 248 of 21,746 in 2009, 189 of
17,009 in 2010, 202 of 14,306 in 2011,
and 138 of 10,022 in 2012. Crops such
as hybrid seed corn and hybrid sorghum
seed could be insurable under the ARPI
Crop Provisions because the data for

these crops is collected by the National
Agricultural Statistics Service and is
included in the yield estimates for corn
and grain sorghum. The reference to GP
Type written agreements will be
removed from FCIC issued procedures
including the Written Agreement
Handbook. The ARPI Crop Provisions
already have provisions that allow
insurance for other crops if specified on
the Special Provisions. The applicable
ARPI Crop Provisions specify that
hybrid seed corn and hybrid sorghum
seed is not insurable under ARPI unless
specified in the Special Provisions as
insurable.

5. Calculations

Comment: Several commenters noted
the new ARPI proposed rule maintains
the “multiplier” concept from GRP and
GRIP so that producers with above
average yields can get higher protection
and renames the “multiplier” as
“protection factor.”” They noted the
maximum protection factor a producer
can select is reduced from 1.5 to 1.2 in
the proposed rule. Also, the proposal
rule introduces a new concept called
“total loss factor” (TLF) which is
described as accounting for lower
county variation compared to an
individual producer’s variation. They
noted it seems that there is a single
value for TLF for each county, and this
may change county to county. The
example in the proposed rule used 0.82
for the TLF. The preamble to the
proposed rules states ‘““The combination
of reducing the protection factor to 120
and adding a total loss factor allows for
ARPI coverage to not appear overstated
but also recognizes, at certain
thresholds, a total loss is likely to have
occurred and ultimately results in

overall coverage with respect to
premium and indemnities to be similar
to that previously provided by GRP and
GRIP.”

The commenters stated that FCIC’s
reasoning in the quoted passage is not
convincing. The commenters stated they
worked through the total indemnity
formulas (see the Appendix) and
verified that reducing the protection
factor to 1.2 would still accommodate
the possibility of total loss in a county
because the disappearing deductible
feature of area plans is maintained in
ARPI. They stated that under the
existing GRP and GRIP policies,
selecting an amount of protection higher
than 1.2 would scale up the liability,
premium, and indemnity equally, so
that the loss ratio would remain the
same. Then in that situation, a producer
had to pay higher premium to choose a
protection factor higher than 1.2.
Whereas, with a built-in TLF, the
producer obtains free protection unless
the premium rates are properly adjusted
(see the example below). The
commenters stated the proposed rule
provides no information with regard to
this issue and requested that, at a
minimum, more transparency on the
impact of introduction of TLF on
premium rates is warranted.

The commenters analyzed the
example provided where the producer is
assumed to choose a protection factor of
1.1 and coverage level of 75%. The
premium rates for the parameters of the
example are 0.0166 for ARPI, 0.0146 for
ARPI-HPE, and 0.0116 for AYP. If
setting TLF to 1 then this would be
equal to GRP and GRIP, which has no
TLF. The indemnities on this basis are
shown in Table 1.

TABLE 1—THE IMPACT OF TOTAL LOSS FACTOR (TLF) ON INDEMNITIES

Indemnity
_ _ increase
TLF=1 TLF=0.82 (Decrease)
(percent)
ARP bR R e b bRt R bRt Rt R R R et h b r e nen s 20,812 26,346 27
ARPI-HPE 11,946 15,718 32
AY Pl bR h bRt R a e Rt R Rt R et bt b nr e nen s 18,216 23,968 32

The commenters stated that from
Table 1, the producer sees on average
30% (approximately) increase in
indemnities. There is no information
provided on how the premium rates
accounted (if any) for that. If the
producer would choose the maximum
protection factor (under no TLF case),
that is, protection factor going up from
1.1 to 1.5 (36% increase) while holding
the coverage level at 75%, then the final

policy protection, and therefore
premium and indemnity (under TLF=1

column above), would go up about 36%.

The commenters stated that
theoretically, under actuarially fair
premium rates, a producer’s demand for
coverage with area insurance is the
producer’s beta (Bulut, Collins,
Zacharias, 2011; Miranda, 1991).
Producer’s beta is defined as the
correlation between the producer’s loss
and area loss multiplied by the standard

deviation of farmer’s loss divided by the
standard deviation of area loss. A
producer with a higher variation of loss
relative to that of the area would
demand higher coverage with area plan.
Nevertheless, a built-in total loss factor
provides extra coverage to every
producer, ignoring the fact that some
producers may have lower variation
relative to the county level and would
need less coverage.



38488

Federal Register/Vol. 78, No. 123/ Wednesday, June 26, 2013 /Rules and Regulations

The commenters then stated that in
order to understand the magnitude of
premium rate adjustments (if any) due
to the TLF; the details of the cost-benefit
analysis would be useful. However, the
analysis could not be found at the
designated Web site.

The commenters also had several
fundamental concerns with the concept
of protection factors and the TLF
presented in the proposed rule. The
commenters stated that while the
limitation of the protection factor to a
maximum of 1.20 does succeed in
reducing the maximum amount of
protection per acre as compared to the
existing GRP and GRIP plans, the TLF
counters this by the way in which it
determines payouts for a given
percentage of loss. Under existing plans,
the total policy protection is paid out
only if the county experiences a 100
percent loss. The deductible disappears
in its entirety only when a total loss
occurs. Under the new plans, the total
policy protection is paid out even in
cases where a total loss has not
occurred. In the example in which the
TLF is 0.82, the total policy protection
is paid out when the percentage loss in
the county equals or exceeds 82%. This
is not at all similar to the coverage
provided under GRP and GRIP.

The commenters objected to FCIC’s
decision to pay out the total policy
protection in situations in which the
loss is significantly less than a total loss.
The commenters were not convinced
that this is either necessary or in the
best interests of the program. The
disappearing deductible feature in the
current GRP and GRIP policies already
provides more protection than is

PF

available under individual risk
protection policies, and it should be
more than sufficient to enable producers
to design effective risk management
solutions for their farming operations.
Paying a loss equal to the total policy
protection when 18% of the crop is still
in the field and available to be harvested
creates an opportunity for producers to
profit (i.e., recover more than 100% of
the crop’s value) under the new
insurance policy. The commenters
stated this is not consistent with
congressional intent to provide risk
protection.

The commenters further stated that, in
addition, consistent with their objection
to the 1.50 multiplier in the GRP and
GRIP programs, they objected to the
inclusion of a protection factor that
permits the producer to potentially
over-insure the crop. In the aggregate,
this could result in total indemnity
payments for a county in excess of the
total value of the crop. Given the new
requirement for the producer to provide
his production information, this
problem could be mitigated by requiring
the producer to support his selected
protection factor based on his yield in
relation to the county yield. This
shortcoming should be corrected prior
to implementation of the new program.

The commenters stated FCIC’s
justification for the total loss factor is
that it compensates for the decreased
variation in county yields relative to the
individual producer. They found this
argument unconvincing. The real world
effect of this provision is to provide
additional payments to producers in
deminimis yield situations. If this is the
actual rationale for making this change,

ECRxy—FCR

then FCIC should be upfront about this.
However, regardless of the justification
for this change, this provision is
inconsistent with the intended purpose
for the area plan program. Area plan
coverage is intended to protect against
yield shortfalls affecting the county as a
whole. As designed, the total loss factor
provision over compensates producers
for their loss. This will benefit each
producer to a different extent,
depending on the producer’s residual
yield. Some producers will, in effect, be
compensated for harvesting the
remainder of the crop, while others will
be overcompensated for their loss. This
will have unintended effects on
production decisions. More importantly,
FCIC’s action to compensate producers
for harvesting costs in deminimis yield
situations establishes an undesirable
precedent for future revisions to the
individual risk forms of coverage.

Appendix: Consider a total indemnity
calculation for ARPI-HPE: Use the
following notation: Q°: Expected County
Yield, Q': Final County Yield, P?:
Projected Price, P': Harvest Price, ECR:
Expected County revenue and ECR = Q°
x P9; FCR: final county revenue and FCR
Q! x P1; denote the coverage choice with
y, denote scale choice with z whose
maximum is now reduced to 1.2, FPP
final policy protection FPP = ECR X a X
s x z, PF: payment factor (per acre
indemnity), and TIP = FPP x PF total
indemnity payments then TIP = FPP X
PF.

The effect of TLF shows up in the
payment factor (also called per acre
indemnity) calculation.

_ y—FCR/ECR

Because TLF is less than 1 (FCIC takes
0.82 in their example), the denominator
in the payment factor calculation goes
down, therefore, per acre indemnity
goes up. Note that setting TLF =1
would give the “no TLF” case.

Rearranging equation (1) yields
_y=1+(1-FCR/ECR)
y—1+TLF

In the preceding equation, when the
county loss (1 — FCR/ECR) equals TLF,

PF

" ECRxy—ECRx(I-TLF)

then the payment factor (PF) would be
100%, verifying the definition of TLF. If
the county loss is greater than TLF, the
PF would be greater than 1. In that
situation, the PF would effectively be
capped at 1.00 since the definition of
TLF states that the total indemnity is
capped at the final policy protection. In
the absence of TLF, that is, TLF = 1, the
PF is less than 1 except the total loss
case where the PF would be 1.
Response: As the commenters noted
FCIC proposed using a total loss factor

y—(1-TLF)

of 0.82 which is used in the payment
factor calculation expressed as (1-total
loss factor) resulting in 0.18. To improve
clarity and use a more appropriate term
for its use, FCIC has changed the term
“total loss factor” to be “loss limit
factor” and will simplify the payment
factor calculation by eliminating the
(1-total loss factor) as the loss limit
factor will be 0.18. FCIC revised the
payment factor calculations in sections
11 and 30 of the ARPI Basic Provisions
to reflect these changes.
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In regards to the commenters
concerns with the total loss factor
providing overcompensation, FCIC
designed the ARPI policy in a way that
allowed the protection factor (formerly
“multiplier”) to be reduced but still
provide an effective level of risk
protection. An example of this is shown
in the nearby graph. The example
compares the indemnities for the
current GRP policy and the proposed
ARPI policy. The example assumes a 90
percent coverage level and a protection
factor of 1.5 for GRIP and 1.2 for ARPI,
the maximum allowed for either policy.
This example represents the most
common coverage choice by producers
who purchased GRIP policies. The new
loss limit factor for ARPI in this
example is set at 0.18, meaning that the
ARPI policy will pay out its maximum
indemnity limit when the county yield
or revenue falls 82 percent below its
expected county level. FCIC intends for
the loss limit factor to be the same for
all counties. As can be seen in the
graph, any loss beyond this level no
longer affects the amount paid out.

In this example, both policies pay out
the same amount for the same loss up
to 82 percent. Beyond 82 percent, the
indemnity payments for the two policies
diverge with ARPI no longer paying out
since the coverage was limited to paying
no more than 120 percent of the
expected county revenue (county
expected yield times projected price)
and GRIP increasing up to 150 percent
of expected county revenue beyond a
loss of 82 percent in a county.

This example demonstrates how the
loss limit factor enables ARPI to provide
an equivalent amount of risk protection
for most levels of loss as the current
GRIP policy, even though the maximum
protection factor for ARPI (1.2) is lower
than for GRIP (1.5).

County wide production losses greater
than 82 percent are relatively rare.
However, should such losses occur, the
smaller maximum protection factor for
ARPI makes it less likely than GRIP to
pay an amount that exceeds the actual

loss experienced by the producer. The
loss limit factor for ARPI has no relation
to the de minimus yield issue associated
with individual coverage. FCIC does not
recognize or acknowledge de minimus
yield in this product or any Federally
reinsured plan of insurance. Over the
years FCIC has been asked to consider
using a de minimus yield for individual
coverage, whereby when losses reach a
certain level any remaining production
would be ignored and not considered as
production to count and a full
indemnity be paid (e.g. an appraisal of
5 bushels per acre or less on a wheat
policy would be ignored and considered
as if no production remained). FCIC has
not accepted or implemented a de
minimus yield in its existing policies.
Consistent with this approach, when
losses reach a certain level for ARPI, no
further indemnity payments are made.
This is why, as shown in the previous
graph, the payout for ARPI ceases to
increase beyond a certain point as
compared to the current GRP and GRIP
policies. In other words, rather than
ignoring production to count, ARPI is
doing the opposite. It is, in effect,
paying as if the county produced at least
18 percent of its expected level—
regardless of how little production there
really was. While the full liability under
an ARPI policy may be paid, FCIC
disagrees that the loss limit factor
provides the opportunity for producers
to profit by paying the total policy
protection when some of the crop is still
in the field and available for harvest.
Individual farm revenues and yields are
not considered under ARPI and it is
possible that an individual farm may
experience reduced revenue or reduced
yield and not receive an indemnity
under ARPI. An individual’s loss
situation is not determined by a loss
adjustment appraisal under area-based
plans of insurance. The overall average
production in the county determines if
there is a loss situation and whether an
indemnity is due.

As directed by the Act, FCIC will
charge premium rates for ARPI that are

sufficient to cover expected losses plus
a reasonable reserve. The premium rates
for ARPI are expected to be generally
higher than for GRP or GRIP. However,
the higher rates will be substantially
offset by a reduction in liability
resulting from the reduced maximum
allowed protection factor. Because of
this offset, the total premium charged to
producers for coverage under ARPI is
expected to be similar to the former GRP
and GRIP policies.

Comment: Many commenters stated
they like the changes to the policy with
one major exception; reducing the
protection factor to 120 percent is not a
sound idea. A commenter stated many
of their insured producers find great
value in the ability to protect up to 150
percent of the loss. The increased yield
and price protection has given
producers the support they want when
they most need it even with higher
premiums. Another commenter said the
150 percent protection factor helps to
not only overcome yield variability but
it also helps to purchase a higher level
of price protection. The commenters
stated when a producer purchases a
revenue based crop insurance plan they
are essentially purchasing a crop put
option. Put options do not move penny
for penny with the underlying futures
price. This concept is referred to as
delta. A delta of 0.5 means that for every
one cent the futures move, the put
option will move 0.5 cents. To
overcome the impact of delta one can
purchase more put options or in the
case of GRIP can purchase a higher
protection factor. A protection factor of
150 percent is ideal whereas a
maximum protection of 120 percent
leaves for more limited options.
Furthermore, as long as the policy is
rated accordingly to accommodate the
150 percent protection factor, there is
little cost savings by reducing the factor.
Another commenter stated the GRP and
GRIP policies are easy to understand
now and the proposed changes in the
program will allow the government the
ability to manipulate coverage and yield
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data and the less government
involvement the better. Another
commenter stated the 1.2 multiplier is
too restrictive for the area where their
farm yields range from 75 percent to 160
percent of the county average, and some
producers would be underinsured.
Another commenter stated reducing the
multiplier does not seem reasonable and
recommended leaving the multiplier at
1.5, eliminating any coverage below 90
percent, but allowing the percentage of
price down to 70 percent to keep it
simple. Another commenter stated they
are not sure if reducing the protection
factor and adding a total loss factor
improves the policy, and may give
producers an unrealistic sense that they
are better protected than with
individual protection. Another
commenter suggested having a higher
upper limit for the protection factor of
1.3, which would replicate the previous
GRP and GRIP programs. Several
commenters stated the protection factor
should be maintained at a multiplier no
lower than 1.2.

Response: FCIC agrees that as long as
the insurance product is rated
accordingly, the 150 percent protection
factor was actuarially sound for the area
plans of insurance. However, FCIC
received criticism that 150 percent was
unreasonable as a representative yield
for farms, even the highest-producing
farms, and that the amount of insurance
appeared excessive. There were
concerns that subsidy was being paid on
an amount of insurance that appeared
excessive. Additionally, there were
concerns that use of a county average
yield meant that yields rarely reached
the very low levels. The intent of the
protection factor in ARPI is to allow
producers who have yields higher or
lower than the county average yield to
insure a yield that is representative of
their farm as compared to the average
yield, and not to replicate a put option
by allowing various spreads of prices.
FCIC understands that producers would
like to insure their crops for the highest
amounts possible and FCIC believes that
ARPI will need to be marketed
differently than the old area plans to
show producers that while the product
is designed differently, it will work very
similar to the old area plans of
insurance. While the new protection
factor is lower, the indemnities paid out
by ARPI will be similar to the previous
area plans of insurance due to the loss
limit factor. The inclusion of the loss
limit factor in the ARPI policy can offset
the effect of the reduced multiplier and
provide a level of risk protection that is
similar to that provided by the current
GRP and GRIP plans of insurance. Only

in the rare occurrence of catastrophic
loss do the payments between ARPI and
GRP/GRIP diverge significantly, with
ARPI payments being limited such that
they are less likely to exceed the actual
value of loss. As stated above, this is not
like a de minimis yield in an individual
plan of insurance which ignores
remaining production. The loss limit
factor simply states it is not paying out
any more indemnity even if the yield
falls below 18 percent. These two new
methods of calculation for the insurance
guarantee and the loss calculation
should result in the insurance guarantee
more closely matching a realistic farm
value as well as no longer providing
coverage that pays out any more
indemnity when county average yields
drops to a certain level. The payout of
indemnities with the new calculations
should be similar to the payout that
occurred previously when there was a
150 percent protection factor except that
ARPI is designed to never pay out more
than 120 percent of the expected county
yield or revenue when a county has a
significant loss. Premium rates will be
adjusted accordingly for the new
calculations. FCIC agree with the
commenters to offer a 1.2 protection
factor, and will initially offer ARPI with
a protection factor range of .80 to 1.20.
FCIC has revised section 6(b)(1) of the
ARPI Basic Provisions to make the
protection factor this range unless
otherwise specified in the Special
Provisions instead of a factor shown on
the actuarial documents. FCIC has also
revised the definition of “protection
factor” to remove the reference to this
factor being a percentage from those
offered in the actuarial documents.

Comment: A commenter stated the
computation factor of the yield selected
should be similar to how the Pasture
Rangeland Forage (PRF) coverage is
done. The PRF coverage ranges from 60
percent to 150 percent of the base
values. GRIP and GRP coverage is very
confusing as 100 percent of the policy
is 150 percent of the base yield, as
shown by the “scalar”” of 1.5 in the
contract. It would be simpler if
producers could select 60 percent to 150
percent of the base coverage depending
on their situation, just like the PRF
contract. For example, if there is a
county yield of 120 bushels per acre.
The producers could purchase a
coverage level of 70, 75, 80, 85, or 90
percent at 60 to 150 percent of the base
county yield. He could select any
coverage on a yield of 72 to 180 bushels
per acre.

Response: ARPI has a different design
and uses different terminology from
PRF, but ARPI as proposed already has
a multiplier (scalar) similar to PRF. The

multiplier for ARPI is called the
protection factor and essentially allows
an insured to customize their guarantee
to be either 80 percent or 120 percent

of the expected county yield. The
multiplier for PRF is called the
productivity factor and is a range of 60
to 150 percent of the base county value.
Given the different ways the programs
operate, one based on vegetative growth
or rainfall, and the other based on actual
county yields, FCIC has determined that
it is more appropriate to maintain the
different multipliers. No change has
been made.

Comment: A commenter stated that
FCIC’s idea to pay 100 percent of the
loss when the yield drops to a
catastrophic level is not reasonable as
area plans of insurance rarely, if ever,
get to a catastrophic level. The
commenter further stated this is simply
not a good use of taxpayer’s money for
“free” catastrophic coverage to be
included in the area plans of insurance.

Response: FCIC agrees that area yields
rarely drop to catastrophic levels, but
disagrees that ARPI provides free
catastrophic coverage. The coverage is
not “free” as the commenter suggests
because producers pay the portion after
subsidy of the actuarially sound
premium for the coverage except in the
case of CAT coverage where they pay a
fee. The loss limit factor is the loss level
at which the ARPI policy no longer
provides any more coverage, which is
different from GRP/GRIP. ARPI and
GRP/GRIP if compared would both pay
out 120 percent of the expected county
yield or revenue when the county has
an 82 percent loss. The major difference
is that in the GRP/GRIP policies if the
county yield is less than 18 percent of
the expect county yield then more
indemnity is paid out beyond 120
percent all the way to potentially paying
out 150 percent of the expected county
yield or revenue in the rare occurrence
of a total county loss. Under ARPI, even
if the county yield falls below 18
percent, no additional indemnity is
paid.

Comment: A commenter asked if the
total loss factor would be published in
the actuarial documents.

Response: FCIC has replaced the term
“total loss factor”” with the term “‘loss
limit factor” and modified the definition
to state unless otherwise specified in the
Special Provisions the factor is .18.

6. Production Record

Comment: Many comments were
received regarding FCIC’s proposal to
require production reporting for ARPI.
One commenter stated that requiring
producers to submit an annual
production report could potentially kill



Federal Register/Vol. 78, No. 123/ Wednesday, June 26, 2013 /Rules and Regulations

38491

the program. Another commenter stated
they selected area plans of insurance
because there is no production
information required and this allows
producers to do the best they can to
maximize yields and prevents
fraudulent activity that goes on in the
individual insurance policies. The
commenter further stated that area plans
save time with the only reviews being
for acres, which the FSA 578 summary
provides this evidence, and not having
to spend time with a loss adjuster. The
commenter further states they strongly
disapprove of the production reporting
change since production is irrelevant to
the policy, can live with other aspects
of the proposed changes if this reduces
premium, but the production reporting
requirement could force me out of the
program. Another commenter stated the
production reporting requirement
removes the simplification advantage of
area plans, and while it may improve
accuracy of the program, it adds undue
and unprecedented burden on the
producers and agents. Another
commenter stated if such data is needed
for program integrity then maybe ARPI
coverage should not be offered. The
commenter further states GRP/GRIP
only accounted for just over five percent
of the total crop insurance liability and
production reporting should be
voluntary and without penalty. The
commenter also asked why FCIC is not
already collecting enough yield
information from individual plans of
insurance that the need for APRI data is
minimal or unnecessary, and
improvements need to be made to non-
ARPI plans of insurance.

Response: The lack of data is one of
the biggest barriers to being able to
provide area insurance products and
current budgetary situations are causing
some data series to be discontinued.
Without unbiased, sufficient, and
credible data sources, it is not possible
to provide area insurance and existing
programs could be discontinued due to
changing data availability. When NASS
county yield data is unavailable, this
creates problems for calculating final
county yields used for determinations of
loss under area plans of insurance. In
order to assure the integrity of ARPI,
production reporting will provide FCIC
with credible data to use in the
determination of insurance offers and
for determinations of loss at the end of
the insurance period. Including
production data from producers who
insure under both area and individual
policies improves the accuracy of the
county yields. This reporting will allow
FCIC to offer and maintain the program
in more areas than may be possible

utilizing only NASS county yields.
Many producers already keep this
information on a year-to-year basis and
many insurance providers also maintain
databases containing this information to
use when producers need their actual
production history (APH) when
changing to an individual plan of
insurance. FCIC is always considering
ways to improve the collection of data
and will consider future improvements
to production reporting for individual
plans of insurance. No change has been
made.

Comment: Several commenters
questioned the current administrative
and operating subsidy for area plans of
insurance and believe the new
requirement of producers submitting
annual production reports should make
the administrative and operating
subsidy equal to individual plans of
insurance. The commenters asked if
compensation under the reinsurance
agreement would be adjusted to reflect
this additional workload.

Response: While production reporting
is a new requirement for area-based
plans of insurance, FCIC believes the
production reporting requirement will
have minimal additional administrative
burden for area plans of insurance. The
administrative and operating subsidy
(A&Q) reimburses insurance providers
for much more than simple data
collection, including loss adjustment
which is minimal for the area plans of
insurance. Any compensation changes
would have to be addressed in
reinsurance negotiations between FCIC
and the insurance providers, as the
request is outside the scope of this
regulation.

7 CFR Part 407

Section 407.2 Availability of Federal
Crop Insurance

Comment: Many commenters
questioned the language in section 407.2
(b) which states that, ‘“the contract
contained in this part may be offered
directly to producers through agents of
the United States Department of
Agriculture.” Commenters viewed the
language as implying that the ARPI
contract could be sold by the Farm
Service Agency, acting as agents for the
United States Department of
Agriculture. Commenters requested that
this language in section 407.2 (b) either
be clarified or removed.

Response: FCIC has revised section
407.2 (b) and modified the language to
reflect the decision of the Secretary to
only offer coverage through approved
insurance providers unless the Secretary
determines that the availability of local
agents is not adequate in an area.

Section 407.8 The Application and
Policy

Comment: A commenter asked if FCIC
should issue guidelines for insurance
contract cancellations if FCIC or
insurance providers may cancel
insurance due to determinations of
excessive risk down to a farm level in
§407.8 (b).

Response: ARPI is area-based
insurance that is not intended for
producers who want to insure at the
farm level. A single farm generally does
not greatly influence the insurance risk
for an entire county. RMA is not
considering issuing guidelines for
contract cancellation for area-based
plans of insurance based on excessive
insurance risk at the farm level. FCIC
has revised the provisions in (b) and
removed “farm” from the
determinations of excessive insurance
risk.

Comment: A commenter asked if a
disclaimer form would be required for
ARPI. The commenter recommended
that FCIC does not require a disclaimer
form since the area plan concept has
been in existence for a number of years.

Response: FCIC did not propose and
will not require a disclaimer form for
ARPL

Section 407.9 Area Risk protection
Insurance Policy

Comment: Several commenters noted
the third paragraph states ‘“Throughout
this policy, ‘you’ and ‘your’ refer to the
named insured shown on the accepted
application . . . ” but the term ‘“named
insured” is not defined. The
commenters suggested FCIC either add
this definition, or revise the language
using terms already defined. The
commenters also recommended
changing the reference to “insurance
company” to “insurance provider”
since this term is defined.

Response: The provisions define the
term “insured” which includes the
phrase ‘“The named person as shown on
the application accepted by us.” FCIC
agrees with the commenters and has
revised the provisions to use the term
“insured’”” anywhere the phrase ‘“named
insured” was used in the proposed
provisions. FCIC also agrees with the
commenters that the reference to
“insurance company’’ should be
changed to “insurance provider” since
that is the term defined and used in the
provisions.

Comment: A commenter questioned
number (3) of the order of priority for
policy provisions in the Agreement to
Insure section. The commenter stated
the actuarial documents are not really a
policy provision document and
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questioned the validity of this item
being listed in the priority list. The
commenter also stated they do not see
how this item can take priority over any
of the actual policy provision
documents that are issued to the
producer. The commenter also pointed
out this item was not listed in the
Common Crop Insurance Policy Basic
Provisions.

Response: By definition, the actuarial
documents are a part of the policy. FCIC
has revised the Agreement to Insure
section by replacing the phrase “policy
provisions”” with the word “policy”.
The policy priority has been revised to
now state “(2) Special Provisions” and
“(3) actuarial documents” and is
renumbered accordingly.

Section 1 Definitions

Comment: A few commenters stated
many of the defined terms in ARPI are
also in the Common Crop Insurance
Policy Basic Provisions, but some of the
terms are defined differently in ARPL
Where possible, terms with the same
intent and purpose should be
identically defined with the Common
Crop Insurance Policy.

Response: FCIC agrees that most terms
should be identically defined between
the ARPI Basic Provisions and the
Common Crop Insurance Policy Basic
Provisions. However, some terms do
have a different meaning under ARPI
and are defined accordingly. FCIC has
changed some definitions as a result of
other comments to the proposed rule
but no specific definitions were changed
from this comment.

Comment: A commenter questioned
why the definition of “actuarial
documents” includes the Special
Provisions, when the Special Provisions
are not an actuarial document. The
commenter suggested removing the
reference to Special Provisions from the
definition.

Response: FCIC agrees with the
commenter that the Special Provisions
are not an actua