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Chairman Boswell, Congressman Moran, members of the Subcommittee, thank you for holding this hearing.

We appreciate the opportunity to offer testimony before the Subcommittee on General Farm Commodities and Risk Management concerning producer views on the effectiveness and operations of the Federal Crop Insurance Program.

My name is John Owen and I offer this testimony on behalf of the USA Rice Federation.  I am a producer board member of the Federation from Rayville, Louisiana and also serve as President of the Northeast Louisiana Rice Growers Association.  I operate a 2,000 acre rice farm in partnership with my wife Anne.  The farm has been in my family for three generations and our sons will make the fourth generation to operate our farm.  

    

Summary

The U.S. rice industry contributes substantially to the U.S. economy, creates jobs, and provides both nutritional and environmental benefits.  American rice farmers also confront many serious price and production risks.   

As such, the USA Rice Federation strongly supports the provision of meaningful risk management tools to rice farmers under the Federal Crop Insurance Program.

While the vast majority of U.S. rice producers are severely underinsured under the current mix of policies offered by the Federal Crop Insurance Program, with many producers uninsured, locked in catastrophic risk protection coverage, or subscribing to very low-level buy-up coverage and, as a consequence, also penalized under the new standing disaster program, the USA Rice Federation is currently initiating efforts to develop effective risk management tools for rice producers under procedures established by the Federal Crop Insurance Act.  

The USA Rice Federation appreciates that the Federal Crop Insurance Program can afford producers the opportunity to tailor risk management tools to actual risks on their individual farms and to fully address losses under the terms of the policy while doing so in a manner that protects producer privacy, is understandable to taxpayers, and is in full compliance with our commitments under the WTO.

Accordingly, the USA Rice Federation believes the Congress and the Administration should take stock of how crops and regions of the country are being served under the program, establish clear objectives to meet the unique risk management needs of all producers, and create a strategic plan to aggressively meet the objectives within a defined period of time, using the broad existing authorities conferred to the Risk Management Agency under the Federal Crop Insurance Act.  

The USA Rice Federation strongly opposes any reconciliation instructions to or assumed savings from the Agriculture Committees as part of the fiscal year 2010 budget resolution, which would erode the current farm safety net, including crop insurance, and we commend the members of this panel and the full Committee for taking a strong stand in this regard.  

We would also urge the Administration to exercise caution in the renegotiation of the Standard Reinsurance Agreement so as not to undermine either producer or provider participation in the program, which, regrettably, we believe the USDA budget proposal for fiscal year 2010 would do.         

In sum, the USA Rice Federation recognizes the value of crop insurance to producers of many crops and we are working to make the program work as effectively for America’s rice farmers.  Toward this end, we would greatly appreciate the help of both this Committee and the Risk Management Agency.     
USA Rice Federation and U.S. Rice Production Background

The USA Rice Federation represents the rice producers, millers, merchants, and other drying, marketing, and handling facilities that comprise much of the multibillion dollar U.S. rice industry, which generates billions of additional related economic activity and thousands of jobs throughout the industry and in related sectors.           

Rice is planted on about 3 million acres in six of the United States, including Arkansas, California, Louisiana, Mississippi, Missouri, and Texas.  The U.S. rice industry is unique in its ability to produce all types of rice, from long grain, medium grain, and short grain, to aromatic and specialty varieties.  Last year, U.S. farmers produced a nearly $3.4 billion rice crop.   

Today, nearly 85 percent of all the rice that is consumed in the United States is produced here at home.  And, despite trade barriers to exports, erected by both the U.S. and foreign governments, the United States remains the largest non-Asian exporter of rice and the third largest exporter worldwide although we account for less than two percent of the world’s total production, behind Thailand, Vietnam, and Pakistan and before India.

The United States’ top export markets for rice include Mexico, Japan, Iraq, Haiti, Canada, and most of Central America.

  

In terms of domestic use, per person consumption of rice here in the United States is 25 pounds per year, with 53% of U.S. rice bound for direct human food use and 16% dedicated to processed foods, 15% for beer, 14% for pet food, and the remaining for industrial uses.  

With the 2005 Dietary Guidelines for Americans and MyPyramid recommendation, published jointly by the Departments of Agriculture and Health and Human Services, calling for 5 to 10 servings of grains daily, with half the servings coming from whole grains, such as brown rice, and 45 to 65 percent of calories coming from complex carbohydrates, such as rice, rice is a wholesome source of nutrition, with no sodium, no cholesterol, no glutens, and no trans or saturated fats.         

Beyond the substantial economic and nutrition benefits of rice is the environmental dividend from winter-flooded rice fields that provide critical habitat for migratory waterfowl and other wetland-dependant species.  All the major rice-production areas in the U.S. correspond with important areas of waterfowl activity during winter months.  Rice-growing areas provide surrogate habitats for hundreds of wildlife species that rely on wetland conditions for species survival, some of which are currently or could be threatened if not for the wetland environments provided by flooded rice fields.  Without rice farming, wetland habitats in the U.S. would be vastly reduced.  A loss of this magnitude would have a disastrous effect on waterfowl, shore birds, and a host of other wetland-dependant species.          

Crop Insurance and SURE Experience

While the USA Rice Federation recognizes the vital importance of the Federal Crop Insurance Program to many crops, such as corn, wheat, soybeans, and cotton, the program has, to date, been of limited value to rice producers.    

Rice is an irrigated crop.  Rice farmers generally “insure” their production against drought, for example, not through insurance but through reliable access to adequate water supply.  Conversely, rice also has a fairly strong natural defense mechanism against most flooding.  As a consequence, there are fewer instances of production losses relating to drought and flooding and such losses tend to be shallower when they do occur, meaning lower yield variability and a smaller probability of an insurable event under policies generally made available under the Federal Crop Insurance Program.     

Nevertheless, U.S. rice farmers do face serious production perils due to weather, including, at times, severe quantity and quality losses and increased production costs.  For instance, hurricanes and associated high winds and rain that resulted in the shattering and lodging of rice, saltwater intrusion and excess moisture on rice fields, and crop disease all took their toll last year in much of rice country, including Louisiana, Arkansas, Mississippi, and Texas.  

Unfortunately, when severe losses occur, as happened last year, most U.S. rice farmers find themselves either underinsured or uninsured.  To the extent that a rice producer purchases crop insurance at all, the coverage level purchased is commonly the lowest level of coverage, known as catastrophic risk protection or CAT coverage.  CAT coverage, which can be obtained for an administrative fee, requires that a 50 percent loss occur before an indemnity will be triggered with respect to any losses above and beyond the 50 percent, and then at only 55 percent of the value of the crop, or about 27 cents on the dollar.  Buy-up or additional coverage, offering protection above the CAT coverage level, has not been viewed as cost effective for most rice farmers who operate on small margins.  

Importantly, this is not imprudence on the part of rice producers but rather a rational economic decision based on cost effectiveness, not unlike a homeowner who opts not to purchase flood insurance since his or her home is not in a flood plain.  It does not mean that the homeowner will never suffer flood damage, nor does it mean that the homeowner does not face perils outside the coverage made available under the policy.  It simply means that the homeowner, in working to make ends meet, had to make choices within his or her budget.  The same is true for a rice producer.  

In short, the coverage available under the current mix of Federal Crop Insurance Program policies is not as well suited to rice farmers as compared to producers of other crops.  The amount of buy-up or additional coverage above CAT level coverage purchased by producers is strong evidence.  For instance, buy-up coverage constitutes 92 percent of all insured corn acres, meaning only 8 percent is covered at the CAT coverage level.  Moreover, fully 70 percent of corn acreage is covered at levels of 70/100 or higher, meaning a 100% indemnity triggers on production losses above 30 percent.  Conversely, for rice, 61 percent of insured acres are protected under minimum level CAT coverage, and 72 percent of insured acres are at the minimum level of buy-up, 50/100 coverage, or less, with 50/100 coverage meaning a 100% indemnity triggers on production losses above 50 percent.  Thus, roughly three-quarters of U.S. rice farmers are underinsured. 
The chart and graph, immediately below, offer a comparison between rice and other major crops in terms of their reliance upon the lowest level of crop insurance coverage, catastrophic risk protection, historically and in the 2008 crop year. 

[image: image1.png]70%

Catastrophic Risk Protection (CAT)

AsaPercentage of Insured Acres
1998- 2008 Crop Year

60%

s0%

30%
20%

10%

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: RMA, NASS.

com

Cotton ——Soybeans ——Wheat — Rice





Beginning in 1998, Congress passed a series of ad hoc emergency economic relief bills, and the Clinton Administration initiated new levels of incentives for producers to purchase buy-up coverage beyond that which the 1994 crop insurance reform legislation had provided.
The effort culminated in the passage of the Agricultural Risk Protection Act, signed into law in January of 2000.  The bill substantially increased the buy-up coverage incentives to encourage greater participation and higher coverage levels.
Since 2000, virtually all major field crops have seen a dramatic increase in the purchase of buy-up coverage at higher coverage levels.  The percentage of acres covered by CAT coverage for corn and wheat, for examples, has correspondingly dropped from nearly 30% in 1998 to less than 10% in 2008.  Cotton CAT coverage has dropped from 45% to under 20%.
Rice, however, is the one very notable exception to this trend as CAT coverage in 2008 was still the predominate policy for rice farmers, covering 61% of all insured acres.
Plainly, current buy-up policies for rice are not working as Congress intended.  The unfortunate result, as demonstrated in the chart, immediately below, is that rice farmers have not benefited from the Agricultural Risk Protection Act as have the producers of other crops.
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Comparing the levels of buy-up coverage purchased by crop, it becomes obvious that rice is at a disadvantage.  Only 27% of rice acres were covered by buy-up coverage in 2008, with only 5% at the higher levels of buy-up coverage at 75% or more.  This is especially problematic for rice given that, as noted earlier, production losses in rice tend to be shallower losses.

Consequently, as the graph, below, clearly demonstrates, with so much of rice acreage insured under CAT coverage and with that acreage which is covered under buy-up policies generally covered at the lowest levels of coverage, only a very small portion of the total value of the U.S. rice crop is insured.
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In 2008, the nation’s corn crop had an estimated value (NASS estimate) of $47 Billion and the total liability for insurance covering corn was nearly $38 Billion, meaning more than 79% of the value of the crop was insured.  The value of soybeans insured in 2008 was even higher, at more than 81%.

Contrast this to rice, where in 2008, we had a crop valued at $3.4 billion, but only $525 million – or less than 16% -- was insured. 

Compounding the inequity in the system for rice farmers is the fact that the newly created standing disaster program, known as SURE, is tailored to compliment the Federal Crop Insurance Program by providing higher levels of assistance under the SURE program to producers electing higher crop insurance coverage levels.  The higher the crop insurance coverage level, the higher the SURE benefit.  Thus, rice farmers suffer twice under the system.  First, they lack effective, affordable crop insurance, thus electing the lowest coverage available, if any at all.  Second, they are then penalized under the SURE program by receiving the lowest protection that corresponds with lowest crop insurance coverage.  In fact, Congress acknowledged this inequity in the recently passed economic stimulus by imputing higher levels of coverage to producers electing CAT coverage for purposes of calculating SURE benefits for the 2008 crop year.

Perhaps the best way to illustrate this compounding effect is by using the same “percent of value of the crop covered” statistic from above.
SURE is a fairly complex program in terms of how it works.  But the essence of it is that the dollar of crop insurance coverage on a farm is multiplied by 115% to arrive at the SURE Guarantee.  Because crop revenue and insurance benefits are counted against the producer’s SURE guarantee, the value of the SURE program is essentially the SURE Guarantee less the crop insurance coverage.
Accordingly, if a producer has 50% of the value of his or her crop covered by insurance (i.e., a 50/100 buy-up policy, a giant leap up for many rice farmers), then the SURE Guarantee would be 57.5% and the potential value of the SURE program would be 7.5% of the value of the crop.

In contrast, if a producer has 75% of the value of the crop covered by insurance, then the SURE Guarantee increases to 86.25%, meaning the potential value of the SURE benefit is 11.25% of the value of the crop.
On this basis, it is obvious that the primary beneficiaries of the new SURE program will be the exact same producers for whom crop insurance has proved such an effective risk management tool. 
SURE Benefit Increases with Coverage
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While the USA Rice Federation appreciates the motive behind SURE to encourage producers to insure at higher levels and reward those producers who do, we are concerned that there is something very wrong about creating a disaster program to fill the void left by crop insurance in a manner that provides the least benefit to those for whom crop insurance also provides the least.
A final issue of concern is the rating of policies for rice and, perhaps, for the southern region of the country, generally, which determines the premiums a producer pays.  Access to quality insurance coverage is predicated first and foremost on the actuarially sound rating of policies based upon the level of risk insured.  Yet, unwarrantedly high rates for rice policies have been an impediment to producer participation and election of higher coverage levels.    

Given the limited resources available to the Risk Management Agency, we believe that evaluating and adjusting rates for crop policies on a broad scale would be more cost effective to the agency and more beneficial to the producer than the piecemeal approval of discounts and re-ratings based on certain practices which, if they reduce risk, should already be factored into the rating of a policy.              

Crop Insurance and SURE Going Forward     

With loan rates under the Marketing Assistance Loan program and target prices under the Countercyclical Payment Program both at levels well below current costs of production, with the new ACRE program not a viable option for rice, and in view of reductions last year in the Direct Payment Program (currently the only component to the three piece safety net providing support to rice producers), the USA Rice Federation determined that efforts must be undertaken to ensure rice producers have affordable access to quality crop insurance coverage to help manage risks.

Toward this end, we are pleased to announce that we are currently in the preliminary stages of working to, first, develop at least short term insurance options for rice farmers for the 2010 crop year and to, second, develop some more comprehensive, long term options for rice farmers for the 2011 crop year and beyond.

Because we are only in the beginning stages of the process and we are bound by confidentiality requirements concerning the proprietary information of other parties, I am not at liberty to provide specifics concerning the policies under consideration.  However, given that the Congress established and refined a process by which new insurance policies may be submitted to and approved by the Risk Management Agency, we believe it is appropriate to bring our efforts to your attention.  We are very hopeful that this endeavor will result in a set of affordable risk management tools that will effectively work for America’s rice farmers.

Yet, rice is just one crop of many where crop insurance policy options fall short relative to those options available to other crops.  As such, the USA Rice Federation firmly believes that the Congress and the Administration should encourage the Risk Management Agency and the Federal Crop Insurance Corporation Board of Directors to use existing authorities to take stock of how producers are served under the program, crop by crop and region by region, taking into consideration commonly elected coverage levels, participation rates, and policy ratings, establish target levels for participation and coverage within a certain period of time, and establish a strategic plan to meet agency and board targets within this timeframe.  We do not doubt that the agency and the board possess both the will and the talent to undertake and achieve this objective with the support and encouragement of Congress and the Administration.    

Budget and Standard Reinsurance Agreement Renegotiation           

Finally, the USA Rice Federation wishes to convey its gratitude to this panel and to all the members of House Agriculture Committee for your strong “views and estimates” letter, presented to the House Budget Committee, in which you express your opposition to reconciliation instructions to or assumed savings from the programs within your jurisdiction under the budget resolution for fiscal year 2010, including crop insurance.

We would observe that the farm safety net, including crop insurance, already constitutes less than one quarter of one percent of the total federal budget and just 16 percent of the total Farm Bill budget, having been cut by $7.4 billion during consideration of the 2008 Farm Bill.
The two pie charts, immediately below, illustrate the farm safety net’s share of total federal spending and total Farm Bill spending, respectively.   
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We also understand that the 2008 Farm Bill authorizes the renegotiation of the Standard Reinsurance Agreement (SRA), the contractual agreement between the Risk Management Agency and approved insurance providers.  While we appreciate efforts to ensure that the program is run efficiently, we are concerned that any renegotiation of the SRA not retard future progress or even set back the gains made since passage of the Agricultural Risk Protection Act of 2000 by eroding producer or private industry participation in the program.  

The President’s fiscal year 2010 budget proposal to cut crop insurance was alarming due to both the nature and the degree of the cuts.  The significant increases in farmer paid premiums under the proposal would reverse much of the progress achieved since 2000 and sharply set back rather than advance the goal of increasing producer participation, particularly at higher levels of coverage.  

Moreover, we fear that the savings achieved in the delivery system could very well result in the attrition of approved insurance providers and agents, especially in underserved regions of the country.  Private delivery of crop insurance is important to producers in a number of respects, not least of which is the timely receipt of an indemnity when a producer needs it most.  Timeliness of benefits under ad hoc assistance programs and the new standing disaster program has been a serious issue, with producers often waiting more than a year after an event to receive the help they need.                    

Finally, we appreciate the fact that the Federal Crop Insurance Program affords producers the opportunity to tailor risk management tools to the actual risks on an individual farm, to address losses fully under the terms of the policy, and to fully protect producer privacy.  We trust that this panel, the full Committee, and the Congress will work to safeguard this program which has proved indispensable to many producers while holding promise for others.  

We hope to make the Federal Crop Insurance Program work for America’s rice farmers.                        

Thank you once again for the opportunity to present testimony before this panel.  
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