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COMMODITIES, CREDIT,

AND CROP INSURANCE:
PERSPECTIVES ON RISK
MANAGEMENT TOOLS AND
TRENDS FOR THE 2018 FARM BILL

Tuesday, July 25, 2017

UNITED STATES SENATE,
COMMITTEE ON AGRICULTURE, NUTRITION, AND FORESTRY,
Washington, DC

The committee met, pursuant to notice, at 8:31 a.m., in room
106, Dirksen Senate Office Building, Hon. Pat Roberts, Chairman
of the committee, presiding.

Present or submitting a statement: Senators Roberts, McConnell,
Boozman, Hoeven, Ernst, Grassley, Thune, Daines, Stabenow,
Brown, Klobuchar, Bennet, Gillibrand, Donnelly, Heitkamp, Casey,
and Van Hollen.

STATEMENT OF HON. PAT ROBERTS, U.S. SENATOR FROM THE
STATE OF KANSAS, CHAIRMAN, U.S. COMMITTEE ON AGRI-
CULTURE, NUTRITION, AND FORESTRY

Chairman ROBERTS. Good morning. I call this meeting of the
Senate Committee on Agriculture, Nutrition, and Forestry to order.

I want to thank all the witnesses for coming. There is dead si-
lence in the audience. Whispering is permitted but not for very
long.

I have repeatedly said we must listen to our farmers and ranch-
ers first before writing any kind of a farm bill, and that is exactly
what this Committee is continuing to do as of today. Whether Sta-
benow and I were wearing purple or green at the farm bill hearings
in our home states, we have been listening to key stakeholders, in-
cluding producers and those who make their livelihoods and live in
our rural communities.

By the end of this morning this Committee will have held hear-
ings on eight of the farm bill titles. I know that several Senators,
both on and off Committee, have also been gathering input and
ideas from their states for the farm bill.

So far this year I have joined agriculture roundtables and farm
visits with Senator Daines in Montana—about 700 folks with cow-
boy hats—and Senator Strange in Alabama. The conversations at
these visits have demonstrated that all of agriculture is struggling
with low prices, not just one or two commodities or regions.

This morning we are focusing our attention on risk management
tools and the needs of producers from all across the country.

o))
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Welcome, John. It is a good thing you showed up, because Grass-
ley has an Iowa-Kansas plan. We were going to ram that through
first.

[Laughter.]

Senator BoozZMAN. I am here in force.

Chairman ROBERTS. First, our two panels of men and women
have participated in the Department programs administered by the
Farm Service Agency and Risk Management agency. These pro-
ducers have given up valuable time to provide real examples of
why the farm bill is important to their operations and to so many
others. They will provide updates from their perspective on what
is working with the current farm bill and what can be improved
in the commodity, credit, and crop insurance programs at the De-
partment. Our third panel includes general farm organizations,
crop insurance professionals, and the lending community who work
to provide producers with the tools necessary to finance their agri-
culture operations.

I know I speak for all members of this Committee by saying a
heart-felt thank-you for being here today and your continued com-
mitment on behalf of our farmers, our ranchers, and our growers.
These are the folks who are feeding a troubled and hungry world.
I am truly humbled by the work you do for our country and for our
rural communities.

While they work very hard every day to feed and to clothe us,
America’s farmers and ranchers are at the mercy of Mother Na-
ture, when it comes to the weather on their farms. The High Plains
are in the middle of a very damaging drought, while areas in the
South are still drying out from flooding and tropical storms. When
producers put their seeds in the ground, they do not expect a hail-
storm to hit right as they are ready to harvest their crops. They
would much rather reap the benefits of their hard work in the mar-
ketplace rather than receive an indemnity.

The last farm bill made significant changes, and unlike previous
policies, today’s commodity programs, like crop insurance, are trig-
gered only when there is a loss. Now given the current state of the
farm economy and credit challenges facing many producers, espe-
cially young and beginning farmers, it is essential we also examine
the FSA direct and guaranteed loan programs to determine if im-
provements can be made.

As we review the risk management and credit programs and con-
sider changes, the reality is we face budget constraints and limited
resources for the farm bill. While much of our focus has been on
the economic conditions in rural America and reduced farm income,
we cannot ignore the cost side of our producers’ balance sheets, and
we should look for ways to ease those burdens.

But during these tough economic times, I would remind my col-
leagues that we can promote stability and economic growth in our
rural states through a farm bill. Adequate risk management tools
and regulatory reform provide much-needed certainty to our pro-
ducers.

So the Committee must do our work in a timely and transparent
manner, and today is an important step in that process. We need
to continue working together to get a farm bill done. Our farmers,
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ranchers, growers, rural communities, and others that enjoy safe
and affordable food are depending on us.

Our witnesses have traveled from their farms and businesses as
far away as Montana and the state of Washington. They represent
a broad cross-section of production agriculture. I look forward to
hearing from our witnesses and I now recognize the distinguished
member from Michigan for any remarks she may have.

STATEMENT OF HON. DEBBIE STABENOW, U.S. SENATOR
FROM THE STATE OF MICHIGAN

Senator STABENOW. Well, thank you very much, Mr. Chairman
and welcome to all of you. This is a very important hearing and,
as you said, we have been moving through the titles on the farm
bill, and it is my pleasure to work with you and I am confident we
are going to be able to come together and be able to do what our
farmers and ranchers and families need, which is to pass another
farm bill.

I have always said that agriculture is the riskiest business there
is. From floods to droughts, a sudden turn in the weather can
change everything for a farmer. Even on perfect sunny days in
Michigan, commodity prices can drop unexpectedly due to global
events, and bring sudden uncertainty to a farmer’s bottom line.

Despite the risks they face day to day, our producers persevere,
through all odds, to grow food for our families, and drive our econ-
omy forward. Still, farmers sometimes need a leg up on the un-
known to help them recover from losses outside of their control.
The old subsidy program did not meet the needs of our farmers and
either paid too much or too little, regardless of actual losses. That
is why, in the 2014 Farm Bill, we came together and made historic
reforms to end direct payments and create new tools for our farm-
ers to better manage their risk and protect their farms and families
from devastating losses.

By transitioning to common-sense risk management, we now pro-
vide support for those who need it most, when they need it. Over
90 percent of Michigan farmers selected the Agricultural Risk Cov-
elrage program that has protected against both price and yield de-
clines.

By and large—and we are certainly open to suggestions on im-
provements—but this approach seems to be working. However, the
one big exception has been the dairy safety net. I have heard from
dairy farmers throughout Michigan and other states who have paid
into the Margin Protection Program and received nothing in return
during their time of need.

Last week, I am happy to say that we took the first step towards
closing the gap in the dairy safety net, through the Appropriations
Committee, and I want to thank our colleague, Senator Cochran,
Senator Leahy, both on this Committee, both leaders who led the
Appropriations Committee, for their work on the appropriations bill
which includes help both for dairy and cotton farmers. Not only
does this give dairy farmers an interim improvement to their safety
net but it also sets the stage for the next farm bill.

Looking ahead, we need to make sure the farm safety net is re-
sponsive to the needs of all farmers, without creating the old sys-
tem of indefensible subsidies that paid farmers even when times
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were good. When it is available, crop insurance is one of, if not the
most important risk management tools for our producers, but his-
torically it has not been available to some of the farmers who need
it most. That is why I am so pleased, and fought so hard to expand
and strengthen crop insurance for all farmers from expanding cov-
erage to specialty crop growers, organic producers, and beginning
farmers, to providing a whole farm option for diversified farms.

I am committed, working with the Chairman, to continuing to
build on this progress. I am committed to working with the USDA
to expand and improve the insurance options as well for our dairy
farms. Along with tools to help farmers manage risk, it is also crit-
ical we create opportunities to help farmers start and expand their
operations. The farm bill provides many resources like access to
credit, microloans, conservation programs, and training to help new
farmers get their start in agriculture, and we need them. We need
to ensure the USDA has producer-facing technology that opens the
door for young and beginning farmers to carry on the legacy of
American agriculture.

There are also many returning veterans who are looking for post-
service careers on the farm, and I am very excited about what I
have heard in Michigan, and the people I have talked to at our
farm field hearing in Michigan. We heard from an Army veteran
who shared how outreach programs in the 2014 Farm Bill have
helped veterans access loans to kickstart their farms.

The farm bill is all about expanding opportunities. The farm bill
policy we craft together should ensure that every farmer can start,
expand, and protect their farm and livelihood.

Thank you, Mr. Chairman, and I do want to apologize in ad-
vance. In a little bit I have to step out for about 30 minutes and
come back, because I am trying to be in two places at once, and
until we get beam-me-up-Scotty technology I am going to have to
run back and forth, so I do apologize for that. But I am so pleased
we are doing this hearing. This is very, very important. Thank you.

Chairman ROBERTS. Well, I thank the distinguished Senator for
her remarks and we have arranged for a hologram to be right
here——

Senator STABENOW. Good.

Chairman ROBERTS. —to listen to all of the testimony.

Senator STABENOW. That is good.

Chairman ROBERTS. Now I would like to welcome our first panel
of witnesses before the Committee, and Bruce, you not only have
one but you have two outstanding Senators to introduce you, Sen-
ator Ernst and Senator Grassley. I do not know who would like to
go first, but I have——

Senator ERNST. I will go first.

Senator GRASSLEY. She is going to do it all by herself.

Chairman ROBERTS. You won the debate, or the coin toss.

Senator ERNST. I won the coin toss.

Chairman ROBERTS. Senator Ernst.

Senator ERNST. Thank you. This morning I have the privilege of
introducing Bruce Rohwer, who raises corn and soybeans near
Paullina, Iowa, with his son and daughter. Additionally, he owns
a drainage tiling business and runs a sow farrow-to-finish oper-
ation with his neighbor.
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Rohwer is a board member of the National Corn Growers Asso-
ciation, a farmer-led trade association with offices in St. Louis and
Washington. Founded in 1957, this organization represents more
than 40,000 dues-paying corn growers and the interests of more
than 300,000 farmers. The NCGA and its 48 affiliated state asso-
ciations work together to help protect and advance corn growers’
interests. Rohwer has also served as Past President and Chair of
the Iowa Corn Growers Association.

Thanks, Bruce, for being here this morning, and we look forward
to your testimony. I think, Chuck, you wanted to say good morning.

Senator GRASSLEY. Good morning.

Senator ERNST. There you go. Thank you very much for being
here today, Bruce. Thank you, Mr. Chairman.

Chairman ROBERTS. That sets a record for the distinguished Sen-
ator from Iowa, Senator Grassley. Only two words. It is rather
amazing.

I now turn to Senator Thune, who is not here, to introduce our
next witness. John is busy with leadership on another entire mat-
ter, and is meeting Grace Kelly down by the train station at high
noon. That is an inside joke. I compare him to Gary Cooper, but
then both of us realize that most of you out there do not know who
Gary Cooper is.

[Laughter.]

Chairman ROBERTS. From Valley Springs, South Dakota, I want
to welcome Mr. Kevin Scott. Mr. Scott and his wife operate a soy-
bean and corn farm that was originally settled in 1885. Mr. Scott
is a member of the Board of Directors and Governing Committee
of the American Soybean Association. So, Kevin, thank you so
much for coming today.

Mr. David Schemm, joining us from Sharon Springs, Kansas, is
Mr. David Schemm. You will recall that farmers know that mother
nature may be doing something for them and to them, but you cer-
tainly do not expect that right in the middle of harvest. He has ex-
perienced that wonderful chance, or kind of operation, with regards
to his wheat crop. They did one half in one field, did not do the
rest, decided they would wait until the next day. The weather fore-
cast in Sharon Springs, Kansas, America, was clear, and in the
middle of the night they had a hailstorm. So David, I am sorry
about that but, as he said to me, “Well, that is just what you do
when you are a farmer. You hope you have a better crop next
year.”

Mr. Schemm and his wife live and work on their farm where
they raise wheat, corn, and grain sorghum. He is the President of
the National Association of Wheat Growers and is an active mem-
ber of his local community. David, welcome. I look forward to your
testimony.

Luther Strange was going to introduce our next witness but I do
not see him here. So Nick McMichen—I have got it--a fifth-genera-
tion cotton producer, joins us today from Centre, Alabama. He is
the Alabama State Chairman for the American Cotton Producers
and a delegate to the National Cotton Council. It is good to see you
again, Nick. Thank you.

Senator Boozman to introduce our final witness.
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Senator BoozMAN. Thank you, Mr. Chairman. It is a real honor
to introduce to you this morning Mrs. Jennifer James, a fourth-gen-
eration rice and soybean farmer from Newport, Arkansas. Jennifer
farms with her father and brother on their recognized Arkansas
Century Farm. The family takes great pride in their operation’s
commitment to providing over-winter habitat for water fowl and in-
stituting practices to conserve water.

Over the course of her career, Jennifer has held many roles as
an active member of the rice industry at both the state and na-
tional levels. Jennifer is currently serving as the Chair of the USA
Rice Sustainability Committee, a member of the USA Rice Farmers
Board of Directors, Vice Chairman of the Arkansas Rice Farmers
Board of Directors, member of the Arkansas Agriculture Board,
and many other positions. The list goes on and on.

Jennifer and her husband, Greg, have one 16-year-old son,
Dylan, who hopes to follow in the footsteps of his parents and
grandfather to work on the family farm.

I yield back, Mr. Chairman.

Chairman ROBERTS. Thank you, Senator. We will now turn to
the witnesses for their testimony.

Mr. Bruce Rohwer. Bruce?

STATEMENT OF BRUCE ROHWER, FARMER, ROHWER FARMS,
PAULLINA, IOWA

Mr. ROHWER. Thank you, Chairman Roberts, Ranking Member
Stabenow, and members of the Committee. Thank you for the op-
portunity to share National Corn Growers Association views on to-
day’s risk management tools. My name is Bruce Rohwer. I farm
near Paullina, Iowa. We raise corn, soybeans, and have a farrow-
to-finish hog operation.

With ending stocks exceeding 2.4 billion bushels, it is more im-
portant than ever to build demand for U.S. corn. We need a robust
livestock industry, more exports, and a strong and growing renew-
able fuels industry to make farming profitable.

From 2006 to 2013, corn prices averaged $4.70 per bushel. Since
then, prices have fallen below $4.00 and are projected to average
$3.35 this marketing year. If prices remain below $4.00, incomes
will be very low or negative. Input expenses have started to decline
but not fast enough to make up for falling revenues.

One key factor driving input expenses is a substantial increase
in cost to register crop protection products, due largely to a rise in
environmental safety data required by regulatory bodies. This is a
serious concern given the importance of crop protection to risk
management and profitability.

According to USDA, corn production costs reached a high of $690
per acre in 2014. Revenues fell $190 per acre from 2012 to 2015,
but production costs have only decreased about $15. You can un-
derstand the serious drain on working capital and equity farmers
are experiencing. In neighboring Illinois, the Farm Business Farm
Management estimates net farm income declining to an average of
$500 in 2015, the lowest amount since the service began keeping
records. Without the ARC program, 2015 incomes on these farms
would have been more than $30,000 less.
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ARC-County has performed well, but NCGA asks you to consider
several administrative concerns and changes in the market to en-
sure it remains an effective management tool. First, to ensure equi-
table payments we need the most accurate and consistent data
sources. Second, program parameters at these lower prices will dif-
fer from when prices were falling from high levels.

NCGA is evaluating many changes including yields to address
county anomalies, longer production history for appropriate guar-
antees, reducing deductible to 10 percent, a floor price adjustment
to better reflect the average cost of production.

Commodity programs are essential but corn farmers’ most impor-
tant risk management tool is the Federal Crop Insurance program.
Corn farmers predominantly insure with federal Revenue Protec-
tion, RP. More than 90 percent of the acres in the heart of the corn
belt are insured at the 80-to-85 percent level. Coverage levels tend
to fall in areas where risk yield increases and premiums rise. In
January of 2016, in our risk management survey of farmers, the
top concern was the potential cuts to premium discounts, coverage
levels, and revenue policies price component.

To sum up, crop insurance provides well-targeted within-year
protection against yield loss and declining prices while ARC and
PLC protect against multiple years of depressed markets. As the
farm economy deteriorates, access to credit remains a critical part
of farm safety net. The NCGA has joined other groups to support
additional funding for FSA direct and guaranteed loans.

NCGA appreciates the immense effort required to craft a new
farm bill, and we look forward to working with you and your staff.

[The prepared statement of Mr. Rohwer can be found on page
179 in the appendix.]

Chairman ROBERTS. Thank you for your statement.

Kevin, you are next. Thank you very much, sir.

STATEMENT OF KEVIN SCOTT, OWNER/OPERATOR,
EVERGREEN STOCK FARM, VALLEY SPRINGS, SOUTH DAKOTA

Mr. ScorT. Good morning, Chairman Roberts, Ranking Member
Stabenow, and members of the Committee. I am Kevin Scott, a soy-
bean and corn farmer from Valley Springs, South Dakota, and a
member of the Board of Directors of the Governing Committee of
the American Soybean Association. ASA represents U.S. soybean
producers on domestic and international policies. We commend you
for holding this hearing on ag risk management programs in ad-
vancement of development of the 2018 Farm Bill.

ASA’s policies on current Title 1 programs and crop insurance
are approved by our voting delegates at Commodity Classic in Feb-
ruary, and presented by the presidents of the Kansas and Michigan
Associations at the listening sessions your Committee held earlier
this year. I would like to briefly summarize those positions, and
look forward to any questions you may have.

ASA believes Title 1 programs have worked as intended, and
supports reauthorizing ARC and PLC as choices on a farm-by-farm
and crop-by-crop basis. We also support offering an option to reallo-
cate crop acreage bases or to update bases to reflect recent planting
history, and to update program payment yields if funding is avail-
able to do so. Payments under these programs should continue to
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be based on average planting of covered commodities in recent
years, rather than on current-year plantings. Decoupling encour-
ages farmers to follow market signals rather than prospects for re-
ceiving government payments.

With regard to the county ARC program, yield data from RMA
should be used, where available, rather than the current policy of
using NASS data. For counties that lack RMA data, RMA yields
from similar or adjacent counties should be used or averages to re-
duce discrepancies in yields and payments in neighboring counties.

Du to the steep decline in farm prices since 2013, the revenue
protection provided under the ARC program has also declined.
While 4 percent of soybean producers signed up for county ARC
under the 2014 Farm Bill, CBO projects that only 25 to 30 percent
will choose ARC if it is reauthorized in its current form next year.

ASA believes the Committee should look at ways to strengthen
county ARC in order to make it a more attractive program option,
without increasing the combined cost of ARC and PLC. Adjusting
the ARC benchmark revenue guarantee or lengthening the year
span for the Olympic average price could improve the choice given
producers between the two programs.

Regarding crop insurance, ASA strongly supports the current
program as an essential tool for managing risk. Crop insurance is
now widely acknowledge as the most valuable part of the farm
safety net. However, farmers in some regions choose not to pur-
chase policies, showing us all that there is still work to be done.

The cost of crop insurance is paramount for Congress. It is also
top of mind for farmers. For most of us, the cost of crop insurance
is among the top expenses in growing a crop, along with land, seed,
and fertilizer. The idea of capping insurance subsidies is perennial.

I want to draw your attention to recent work by Kansas State
University, showing that in Kansas last year farms would have hit
the $40,000 payment limit at just 1,166 acres. If such a payment
limit were imposed, farmers would pay 100 percent of the premium
for any covered acres above that level. It is important for the Com-
mittee to recognize the high cost of crop insurance premiums to
farmers, and that many family farm operations would easily hit
such payment limits.

That concludes my statement, Mr. Chairman. I will be pleased
to respond to any questions you or the members of the Committee
may have. Thank you.

[The prepared statement of Mr. Scott can be found on page 221
in the appendix.]

Chairman ROBERTS. Kevin, I was just reading a report that came
across my desk this morning that farmers in South and North Da-
kota say the drought is the worst they have ever seen. Would you
say that is the case?

Mr. ScotT. It is serious. I live on the eastern edge of the state
and my situation is not as serious, but the central parts of both
states are in critical shape right now.

Chairman ROBERTS. Thank you. David, please proceed.
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STATEMENT OF DAVID SCHEMM, FARMER, ARROW FARMS,
SHARON SPRINGS, KANSAS

Mr. ScHEMM. Chairman Roberts, Ranking Member Stabenow,
and members of the Committee, thank you for the opportunity to
testify today.

The past couple of years have been challenging for wheat farmers
across the country, particularly because of historically low prices.
Producers of hard red winter wheat even became eligible for mar-
ket assistance loans and loan deficiency payments for the first time
in several years because prices dropped below loan rates. We have
also been hit with big weather and disease events. I have person-
ally experienced freeze, blizzard, wheat streak mosaic virus, and
hail in my area, and now a devastating drought is gripping the
Upper Great Plains wheat region. It is events like these which
have such a widespread impact that make farm bill program so im-
portant.

The low prices have led to farmers needing to take out new loans
to continue operating. As such, producers’ debt-to-asset ratios have
grown rapidly. I have included a chart in my written testimony
with data from USDA’s Economic Research Service, showing that
over 8 percent of wheat producers are considered to be highly lever-
aged and 16 percent are extremely leveraged, showing the extent
of economic stress.

Additionally, the recent dip in planted wheat acres reflects the
economic conditions in wheat country. Planting for this crop year
is down 9 percent from the previous year and is the lowest planted
acres since records began in 1919.

The farm bill’s Title 1 programs like ARC and PLC have served
as key safety net programs that kick in for losses not covered by
crop insurance. ARC has worked well but there are some tweaks
that can be made, given the low-price environment, to improve it.
We urge Congress to ensure that a mechanism is in place to main-
tain an appropriate benchmark revenue guarantee to help farmers
through these difficult times.

Included in my written statement are several options for both
price and yield components of the ARC formula. We believe one of
the tweaks is utilizing a reference price in the ARC formula that
remains consistent with whatever the final PLC reference price, in
order to set a floor for the benchmark guarantee. We also rec-
ommend prioritizing RMA yield data, where available.

With regards to PLC, the current reference price for wheat of
$5.50 per bushel is far below what it costs to produce the crop. We
urge you to increase the wheat reference price so it more closely
reflects the modern cost of producing the crop. It should be set at
a level that is closer to $7.00 a bushel to try to truly enable PLC
to function as a safety net for farmers when times are tough, like
they are today.

We think loan rates for Marketing Assistance Loans and LDPs
should be increased as well.

Ultimately, the next farm bill should maintain a choice between
AR(()1 and PLC so farmers can use the program that best fits their
needs.

The federal crop insurance program has been, and continues to
be, farmers’ most important risk management tool. A farmer might
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g0 many years paying premiums for a policy and rarely get an in-
demnity, and they would much rather get a return from the market
than become eligible for an indemnity. Crop insurance is critically
important to enable a producer to farm another year when events
outside of their control impact them. The federal crop insurance
program has also performed incredibly well, with an improper pay-
ment rate of just 2.2 percent, which is about half of the govern-
ment-wide average of 4.39 percent.

We also believe we need to continue a voluntary, incentive-based
conservation program in the next farm bill. Our farmers have
prioritized working lands conservation programs in our policies. We
believe these policies should work with farmers to integrate con-
servation practices and techniques into the farming operations and
should recognize the different needs in different parts of the coun-
try for different crop rotations.

Wheat farmers across the nation are experiencing the toughest
economic conditions they have faced since the 1980s. This next
farm bill will be critically important to farmers. The political and
policy dynamics facing Congress this year are much different than
the process to write the last farm bill.

A strong safety net and risk management system is needed now
more than ever. Each year farmers face unpredictable risks when
they plant crops in the ground and they rely on an effective risk
management system and safety net to offset the inevitable weather
disaster or price drop. Crop insurance and Title 1 programs have
proven to be effective and good policy in general.

With that I will happily answer any questions.

[The prepared statement of Mr. Schemm can be found on page
194 in the appendix.]

Chairman ROBERTS. David, right on time.

Mr. McMichen, please, sir.

STATEMENT OF NICK McMICHEN, OWNER/OPERATOR,
McMICHEN FARMS, CENTRE, ALABAMA

Mr. McMICHEN. Good morning, Chairman Roberts, Ranking
Member Stabenow, and members of the Committee. My family and
I operate a fifth-generation farm in Centre, Alabama, and we are
partners in a cotton gin. Our crop mix consists of cotton, corn, pea-
nuts, soybeans, and wheat.

The passage of the current farm bill coincided with significant
changes in the global cotton market. Shortly after the bill was ap-
proved, cotton prices began a significant decline, the result of a
build-up of global cotton stocks, decreased demand, and reduced ex-
ports. I highlight these issues because of the strong influence of
international markets and man-made fiber on the financial condi-
tions of U.S. cotton farmers. In 2015, this led to the lowest U.S.
cotton acreage in more than 30 years. Since 2014, market returns
from cotton and cotton seed have fallen short of the total cost of
production, and based on current market conditions, financial pres-
sures will continue through 2018.

Cotton is the only program crop that does not have long-term
price protection in the farm bill. This situation is a result of policy
changes forced by the WTO trade challenge by Brazil. As a result,
Congress provided the STAX insurance policy for cotton. Unfortu-
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nately, given the changes in market conditions, STAX has proven
inadequate.

Our industry will continue to pursue the best policy to provide
growers with adequate protection that is consistent with the needs
of our industry, while taking into account the full value of the cot-
ton crop from both fiber and seed.

We are continuing our policy development work with the goal of
providing agricultural committees with policy recommendations by
early fall. Our industry can attest an effective safety net for pro-
ducers must consist of two key components: a commodity policy
that provides price or revenue protection to address prolonged peri-
ods of low prices, and a suite of crop insurance products producers
can tailor to their risk management needs to address yield and
price volatility within the growing season.

Crop insurance remains a critical component of the overall safety
net for cotton. Nearly all cotton acres are covered by some level of
individual crop insurance. Our industry relies heavily on a properly
functioning marketing loan program that helps ensure orderly mar-
keting and the flow of cotton to the market. Maintaining the mar-
keting loan policy, with some minor adjustments, is a priority.

We are strongly opposed to any further tightening of payment
limits and eligibility requirements. These policies are already too
restrictive, given the scale of farming necessary to be competitive.
The current definition of “family member” that is used for actively
engaged should be broadened to ensure extended family members
are not forced out of the farm simply because they do not fit the
overly restrictive definition.

The recent years of stability in the textile industry can be attrib-
uted to the benefits of the Economic Adjustment Assistance pro-
gram. The program supports a manufacturing base that creates
jobs in the U.S. We strongly support the continuation of this pro-
gram.

U.S. cotton is also heavily reliant on exports so it is essential to
have well-funded programs to help leverage private sector re-
sources to expand export markets and grow demand. A central part
of this effort is the USDA MAP and FMD programs.

In summary, for the past three years cotton producers have
struggled with low prices, high production costs, and the resulting
financial hardships. While cotton futures increased for a brief pe-
riod earlier this year, markets have now retreated, meaning most
cotton producers continue to face economic pressures and declining
credit conditions. It is imperative that the next farm bill include
cotton in the Title 1 programs to access the same complement of
risk management tools as other crops.

The National Cotton Council looks forward to working with the
Committee and other agricultural organizations to pass a new farm
bill that effectively addresses the needs of all commodities and all
producers.

Thank you, and I would be pleased to answer any questions you
might have.

[The prepared statement of Mr. McMichen can be found on page
141 in the appendix.]

Chairman ROBERTS. Thank you, Nick.

Mrs. James, please.
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STATEMENT JENNIFER JAMES, OWNER/OPERATOR, H&J LAND
COMPANY, NEWPORT, ARKANSAS

Mrs. JAMES. Chairman Roberts, Ranking Member Stabenow, and
members of the Committee, thank you for holding this important
hearing.

My name is Jennifer James. I am a fourth-generation rice farmer
from Arkansas, and I am honored to offer this testimony on behalf
of the USA Rice Federation.

Rice is grown on three to four million acres across eight states.
Arkansas counts for half of the annual production. The industry
provides jobs and income for more than 128,000 people, so while a
small commodity by acreage, we pack a punch, contributing $34
billion annually to the economy.

Rice farms are economic drivers, generating, on average, $1 mil-
lion per farm each year in our local economies. Unfortunately, rice
growers have been forced to operate at or below their cost of pro-
duction for the last three years. For young farmers, there has been
little opportunity to build equity. The USDA’s most recent price
forecast for 2017 shows a 36 percent decline since the 2014 Farm
Bill passed.

U.S. rice farmers rely heavily on exports, with 50 percent of our
production being sold to over 120 countries around the world. We
account for 8 percent of global rice trade. This creates a volatile
market which is compounded by the fact that the U.S. is the high-
est-cost producer globally. Many of our competitors are from devel-
oping countries with governments that heavily subsidize rice pro-
duction, in many cases at levels well beyond their WT'O commit-
ments.

The 2018 crop year is forecast to have some of the highest rice
production costs on record, nearly $1,000 per acre. Because of spe-
cialized infrastructure, field equipment, soil types, and weather
needed for rice, our operating costs exceed every other crop covered
by the commodity title. Due to these factors, rice farming is a long-
term commitment. We intend to ride out the storm but we could
not do so without the safety net that the Price Loss Coverage pro-
gram provides.

One of the reasons I am still in business, along with the majority
of rice farming families, is because of the 2014 Farm Bill’s safety
net, specifically PLC. Ninety-nine percent of long-grain rice farms
and 94 percent of medium-grain farms selected PLC, and it has
provided critical counter-cyclical assistance.

While PLC has generally worked well, we believe it needs to be
updated to reflect rising production costs and inflation. In my writ-
ten testimony, I have laid out preliminary recommendations to
make Title 1 assistance more effective for rice farmers, like moving
up the timing of

payments. We look forward to working with this Committee on
these important details.

The current actively engaged rules are problematic. The strict
definitions impact farms not solely comprised of lineal family mem-
bers and impose an arbitrary cap of three managers per operation.
USDA'’s final rule also does not protect entities from maintaining
family farm status following the death of a lineal family member.
I urge this Committee to provide an exemption to protect farm fam-
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ilies against unforeseen linkage breaks in operating structure, and
while also protecting independent farm enterprises.

USA Rice also supports the repeal of AGI tests. The farm bill
should not punish growers for farming larger tracts or being profit-
able by disqualifying their operations from farm safety net pro-
grams.

Finally, a $125,000 payment limit seemed like a far-fetched prob-
lem when prices were high in 2013—2014. Unfortunately, many rice
farmers are hitting that pay limit today. It seems counter-intuitive
to maintain policy that provides full assistance to producers when
they experience some losses, but only partial assistance to those
that are hit the hardest. If farm policy is meant to stand by the
farmer when needed most, this problem should be addressed.

My written statement contains some facts relative to crop insur-
ance. In short, we need to make it work better for rice. I am also
personally very committed to the conservation programs that do, in
fact, mitigate risk for many rice farmers while providing benefits
for our water, soil, and wildlife.

There is so much more I could say but let me end with this.
Farm families take an incredible risk each year in the face of often-
distorted global markets, unpredictable weather, disease, and any
other number of factors. We do this because we love it, and because
a hungry world needs our product. But there are times when we
need your help.

I am here to ask that this Committee not only maintain our com-
modity title programs but also strengthen them, using our rec-
ommendation. USA Rice stands ready to work with you in your ef-
forts to reauthorize this important legislation, and I look forward
to your questions.

[The prepared statement of Mrs. James can be found on page 110
in the appendix.]

Chairman ROBERTS. Thank you, Mrs. James. We have 17 wit-
nesses to provide testimony. I want to thank this panel very much.
All of you mentioned crop insurance. I have a particular and keen
interest in that program. We have all heard about the hail, the
droughts, the floods, other risks that you have to face.

Are there particular risks—and this is for the entire panel—are
there particular risks that are not currently addressed under this
program, and if you could, what improvements should we consider
in the crop insurance title in the farm bill? We will start with Mr.
Rohwer.

Mr. ROHWER. For corn, I would say that the crop insurance pro-
gram is situated well. The largest concern is that we not fix some-
thing that is not broken.

S Chairman ROBERTS. Thank you with that, Mr. Rohwer. Mr.
cott.

Mr. ScorT. For soybeans, also, the program fits fairly well on the
crop insurance side. There are some specific areas that the pro-
gram does not work as well, and so producers oftentimes will—
sometimes choose not to participate in the program, based on it
just does not fit their situation, and some of those things can be
discussed later but they are kind of particular to certain regions of
the country that the crop insurance is not quite as equitable as it
could be in those areas.
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Chairman ROBERTS. In those areas, do those producers have any
trouble getting a loan from their lender, since they do not have
crop insurance?

Mr. ScorT. Well, I would say that some of the acres are insured
and some are not. The farmer that I am particularly aware of——

Chairman ROBERTS. So there is one.

Mr. ScotTT. Well, he is on our board and so we visit quite a little,
and he just said that for a certain part of his acres the crop insur-
ance does not work. It has to do with flood plain and other things
that I do not deal with in South Dakota, and so I am not as famil-
iar.

Chairman ROBERTS. So it is a regulatory problem.

Mr. ScoTT. Yes.

Chairman ROBERTS. Okay.

Mr. ScoTT. I would get back to you on some of the specifics of
that later, if you want more information.

Chairman ROBERTS. Okay. Thank you. David?

Mr. ScHEMM. Thank you, Mr. Chairman. As you have mentioned,
and I have heard repeatedly, crop insurance is a number one pri-
ority for our producers, in order for them to be able to farm the
next year. It has functioned well. The one area that we are discov-
ering where we believe there could be room for improvement is in
regards to quality, in particular when we get into our northern
states when they have a quality issue called falling numbers affect
them on their crop insurance side of it, where producers are actu-
ally losing value to their crop from a quality standpoint, but RMA
is actually utilizing that against their yield component.

So there are tweaks that need to be made in that area, when it
comes to the quality side of it, but overall the program is func-
tioning well, and throughout the country I hear from our producers
that it is vitally important that we protect it and maintain it where
it is at.

Chairman ROBERTS. Thank you, David. Nick?

Mr. McMICHEN. Thank you, Chairman Roberts. Crop insurance
in the cotton industry is a vital tool in our toolbox, and although
everyone chooses to use crop insurance in some form or another it
is much more of a regional product. From California to Virginia,
the needs of cotton producers are much different than they are,
say, in the high plains of Texas than they are to my friends in the
Carolinas and Virginia that have suffered from quality losses.

Although we need crop insurance, it identifies a much broader
need of needing cotton back in Title 1. As that being in the toolbox
crop insurance is for year-to-year losses in yield and revenue, and
that would work and coincide with cotton being back in Title 1, I
think would best improve our needs.

Chairman ROBERTS. Mrs. James?

Mrs. JAMES. Thank you, Chairman Roberts. Thank you. For rice,
as I mentioned, crop insurance does not work quite as well as the
other crops. Because of our controlled environment, our yields are
normally fairly stable, although we can have disasters from weath-
er and disease at times. So we need to protect against revenue. The
Chicago Board of Trade, for rough rice futures, is very thinly trad-
ed, and actually, in 2015, there were not even enough trades to
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even set the expected price in the spring, so we did not have a rev-
enue policy that year.

It is actually not as affordable for rice, and so we need to work
on trying to make coverage more affordable for rice as well.

Chairman ROBERTS. Real quickly, everybody has mentioned regu-
latory reform in one sense or another, and I can remember some-
one from Sharon Springs telling me—it was not you, David, but it
was somebody a little senior to you—who talked to me some time
ago, said, “Pat, I have just about given up. I feel ruled, not gov-
erned,” and, unfortunately, that has been a feeling in farm country
for some time.

If you had any regulation that has been bothering you, which one
would you recommend that we take on? Let us go down the panel
again. Mr. Rohwer?

Mr. ROHWER. Specific regulation? I would guess that the——

Chairman ROBERTS. I know you want to use your shotgun, but
use a rifle right now.

Mr. ROHWER. Yes, sir. I would guess that it would have to do
with the increased data that has to be done in the risk protection,
or crop protection registration process. That extra that is being re-
quired to get these in is problematic because we need new crop pro-
tection approved by EPA.

Chairman ROBERTS. Mr. Scott?

Mr. ScorT. Well, in South Dakota and North Dakota, we live in
kind of the prairie pothole region, which is a code word for wet-
lands, basically, and we have incredible wetland determination
problems in our area because of the backlog that has been created
there. Farmers would like to drain and farm areas that they have
that may be wet in the spring and dry out in mid summer, and be-
come not a wetland anymore. It is just a spot in the field that has
weeds. We would like to be able to drain those things.

Our NRCS regulations are pretty interesting and not very com-
pliant with other states. We have issues where our regulations
seem to differ, and they it would be nice if they were all—you knew
what you were getting into when you wanted a wetlands deter-
mination. But in South Dakota we have an issue there that we are
got always sure that those things get done the way they should be

one.

Chairman ROBERTS. Okay. Move quickly, people. Mr. Schemm,
please. David.

Mr. ScHEMM. Thank you, Mr. Chairman. Well, you have been to
Sharon Springs and you know that we do not have a lot of navi-
gable waters out our way, and so that is obviously a big concern
that I have heard many times from our farmers out there. But it
also, as Mr. Rohwer mentioned as well, is pesticide regulations, ac-
cess to effective chemicals and crop protection products that have
them very concerned as well.

Chairman ROBERTS. So you are talking about WOTUS. I think
the President has something to say about that.

Mr. McMichen?

Mr. McMicHEN. Thank you, Chairman Roberts. The Waters of
the U.S. rule is a major concern to cotton farmers as well as En-
dangered Species Act, and having to consult with U.S. Fish and
Wildlife as far as bringing products to the producer. The task that
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is coming forth, the consultation is far too cumbersome and takes
too long to get products back to the farmers. So we would like to
see that streamlined and think that process could be improved
much upon, as well as repealing the Waters of the U.S. rule.

Chairman ROBERTS. Thank you, sir. Mrs. James.

Mrs. JAMES. Conservation programs are extremely important to
the rice industry and the registration for the SAMs and DUNS
number to be eligible for those programs is extremely complex and
cumbersome, so exempting us from those registrations would be
quite helpful.

Chairman ROBERTS. Thank you for that. Senator Gillibrand.

Senator GILLIBRAND. Thank you, Mr. Chairman. Would this be
the appropriate time to introduce my witness for the third panel,
or should I submit it for the record?

Chairman ROBERTS. Well, you could hopefully come back to in-
troduce that person or I could introduce that person on your behalf,
or you could submit it for the record now.

Senator GILLIBRAND. That would be fine. Then I would submit
my introduction for Lindsey Shute, who will be on the third panel.

Chairman ROBERTS. Without objection.

Senator GILLIBRAND. Thank you.

[The following information can be found on page 72 in the appen-
dix.]

Senator GILLIBRAND. Thank you. For this panel I do have some
questions. On crop insurance, for Mr. Rohwer, on the end, in 2015,
the corn growers in 51 of the 55 New York counties for corn that
received an ARC payment. Given the extraordinary drought in
western New York in 2016, and projected prices it is likely that
many farmers will again receive payments, even as the average ref-
erence price slips. However, I suspect that a few counties will be
left out because of how yields are calculated.

I know that you have concerns about the data USDA has used
in some counties to calculate yields. Can you expand on how the
quality of this data could be improved and made more consistent?

Mr. ROHWER. The corn growers feel that we could move to RMA
data for better coverage throughout the country as a whole, and we
are very supportive of Senator Hoeven’s amendment to the Senate
Ag Appropriations bill that would require, on a pilot basis, that
state FSA offices and committees be able to determine ARC pay-
ments in counties that do not have a NASS published yield. But
it is most important that whatever system is used within a county
be the system that is used throughout the entire period of the pro-
gram, we are not switching back between one year NASS, one year
RMA. That is apples to orange.

Senator GILLIBRAND. Right. Has the reluctance of some growers
to participate in NASS surveys affected ARC payments in Iowa?

Mr. ROHWER. lowa has pretty good coverage of NASS surveys.
There are areas where it comes close to not making the statistical
minimum number of responses, but for the most part Iowa is pretty
well covered with the NASS survey.

Senator GILLIBRAND. Thank you. For other witnesses, several of
you have cautioned the Committee against changing how USDA de-
termines whether an individual is actively engaged in agriculture
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and therefore eligible for payments. The current definition seems
fairly expansive.

Did any of your farming operations have a major change in struc-
ture or the number of actively engaged individuals after the pas-
sage of the 2014 Farm Bill, or in 2016, with the change in who is
eligible to be a farm manager? Anybody who has an answer. Mrs.
James?

Mrs. JAMES. I did not have that instance actually occur but a
concern of mine in my operation—I farm with my father and my
husband—and my son, he is only 16, but he would like to—he
dreams of coming back to the farm one day. So for the actively en-
gaged rule, if I, myself, were to pass away, the direct lineage from
grandfather to grandson has been broken and that could change
the payment limits in the actively engaged rule for our family
farm.

Senator GILLIBRAND. So do you think that needs a legislative fix?

Mrs. JAMES. I think it definitely needs to be broadened.

Senator GILLIBRAND. Yes. Without a doubt.

Mr. McMICHEN. Senator Gillibrand, I would echo Mrs. James’
statements. I have a daughter and a future son-in-law that are in-
volved in the farm and I have a son that plans to come back to the
farm also, and in the future, should one of those decide to step
away and they had children in that operation, a first cousin would
be ineligible to do that. So he would not be of lineal descent and
that is something that needs to be addressed because they are fam-
ily, as first cousins, so that needs to be addressed, I think, legisla-
tively, because, frankly, that is incorrect and we think that should
be looked at.

Senator GILLIBRAND. Anyone else?

[No audible response.]

Senator GILLIBRAND. Thank you, Mr. Chairman.

Chairman ROBERTS. I thank the Senator. Senator Ernst.

Senator ERNST. It is Senator Grassley.

Chairman ROBERTS. Oh, it is Senator Grassley. I am sorry.

Senator GRASSLEY. Mr. Rohwer, I have one question for you but
before that I think I ought to thank the Chairman for having this
hearing, particularly on these most important parts of the farm
bill, the safety net for farmers, because I hope it means that we
are speeding along to get a bill brought up so we get one passed
before we get into the new year.

In your testimony, you discussed the ARC—County program and
mentioned that the corn growers is reviewing a few ways to im-
prove the program without undermining its market orientation. I
would like to have you expand on your point that it is important
to have market-oriented farm programs, and I would guess that
your statement comes a little bit because it is connected to our
trade policies, and to make sure that we are not doing something
that violates our ability to trade.

Mr. ROHWER. Thank you, Senator. We, as NCGA, have had our
voting delegate body reaffirm that the preference in government
program be revenue-based, that it is market oriented so that,
whenever possible, the market is what is rewarding farmers and
not the government. We feel that this is important to have it de-
coupled, as it has been, and that we are able to avoid complications
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that could arise from a program that might be crossways of WTO
rules. This is where we feel that the current program is fitting
well.

Senator GRASSLEY. Yes. Well, I happen to agree with you because
I think markets provide clarity for when to plant more or less of
a particular crop, before more market-oriented—being more market
oriented is also critical from this trade perspective that I referred
to. We do not want another WTO cotton case that ends up with the
taxpayers giving Brazil nearly $1 billion so that we can keep sub-
sidies flowing to our cotton farmers instead of making changes.

Mr. Chairman, I am going to take the rest of my time, and I do
not think I will go into the 2 minutes and 35 seconds. You went
over your time but I would like to finish a statement on another
issue.

I would like to address some comments that I have seen about
payment limits and eligibility for farm programs. First, to groups
that are complaining about the definition of family members re-
lated to program eligibility, I agree. That was wrong to include, at
the last minute of the farm bill conference. My original payment
limit language was far superior and much simpler. In fact, this
family member gobbledygook was include solely as an end around
my payment limit amendment, which was passed with bipartisan
support on the floors of both bodies of the Congress in exactly the
same form, and should not have been touched by conferees. The or-
ganizations who are now complaining were part of the effort to
thwart my common-sense bipartisan payment limit reforms.

For those who do not remember my payment limit amendment
from the last farm bill, it was actually really quite simple. Every-
one who really farms maintains eligibility, and an operation had
the potential to name one additional manager. Admittedly, a few
people who do not farm yet were listed as managers, for the sole
purpose of getting subsidies, would have been kicked off the farm
program, like that was a—but that was a very intent of my amend-
ment, which I am sure everybody understands.

Perhaps the most important thing that I can do is explain why
this issue is so important. Giving non-farmers subsidies is com-
pletely indefensible, especially when we have a $20 trillion debt. If
bigger farmers are as efficient as they claim, they should not need
unlimited subsidies to make their business model work. All they
are doing is shifting risks to the taxpayers.

The true impact of unlimited subsidies to the largest farmers is
that it keeps young farmers out. Mr. Schemm stated, in his testi-
mony, that the average age of U.S. farmers is 58. That is not sur-
prising considering the only ways to really get into farming is to
be born or marry into a farming operation. Our rural communities
have consolidated enough, when the largest farmers continue to
take land that reduces the customer base in rural towns for res-
taurants and stores and small businesses, generally, and decreases
the number of children in schools.

So, Mr. Chairman, for the life of me I do not understand how
$125,000 a year, which is usually $250,000 if the farmer is mar-
ried, and double those limits again, if they grow peanuts, is not
enough to get farmers through a year. I do not envy the budget
challenges that Chairman Roberts faces with the farm bill one bit,
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but why do we leave loopholes in place that open us up for ridicule?
What is the harm of supporting a policy that helps young and be-
ginning farmers give us credibility against our critics and save our
money for the taxpayers?

So, Mr. Chairman, I am just trying to help you get by a very
tight budget situation as we try to help those farmers that really
are on the land, doing the work, and managing from the standpoint
of participating.

I yield the floor.

Chairman ROBERTS. Well, thank you, Senator, for that very
strong message. You are only over time by 1 minute and 45 sec-
onds.

[Laughter.]

Senator GRASSLEY. I reserve the rest of the 1 minute and 15 sec-
onds.

Chairman ROBERTS. I see. Well, I was about at that time so I
think it is a fair shot. Message received.

Senator Boozman.

Senator BoozZMAN. Thank you, Mr. Chairman. Mrs. James, last
week I was encouraged that we might finally be able to export rice
to China with the completion of the phytosanitary agreement. As
the world’s largest consumer of rice, that represents a tremendous
market and certainly we have to open new markets for all of our
commodities as we go forward. That truly is key. We are working
hard to try and open the market with Cuba. They import 80 per-
cent of their food and so that would, again, be a tremendous mar-
ket for all of us.

We operate on an international market. However, many actions
by foreign governments distort world markets, as we have talked
about, and again, this is a clear example of why we need to have
a safety net for our farmers at home.

Could you describe, in more detail, how Title 1 programs have
helped your farm as well as the local economy and surrounding
rural communities during this challenging economic time for farm-
ing? Could you also describe the importance in Title 1 programs of
managing the risk from multi-year sustained low prices?

Mrs. JAMES. Yes. Thank you, Senator, and I look forward to
hopefully exporting some rice to China as well.

The Title 1 programs for rice have been lifesavers, actually, busi-
ness savers. They have kept us in business, specifically the PLC
program. Our main risk in rice production is price volatility, and
so this has helped us tremendously. We are entirely irrigated and
our yields do not fluctuate as much, but just like you said, we are
at the mercy of the marketplace.

I do not have many of the same risks as other row crops, or espe-
cially dry land crops, so irrigation is my insurance policy most
years. PLC provides protection in multi-year price declines and it
is not a complex program, and I do have a floor which is steady
from year to year.

Agriculture is very important to my community as well as other
ag communities across this country. It is the driver of all the eco-
nomics, and we can certainly see a difference in my community
when agriculture is down and when it is up. So it hurts our
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schools, it hurts our hospitals, it hurts many other areas in our
local economies when we have bad ag years.

Senator BoOZMAN. Very good. I hear a lot of concerns from pro-
ducers about how further ratcheting down payment limitations
could impact family farmers. Can you briefly describe what would
happen to your family’s farm if a payment limit of $50,000 was
adopted in this farm bill?

Mrs. JAMES. If a payment limit of $50,000 were to be adopted it
would most likely put my family farm out of business, and many
others like mine. Just to give you a little example, $50,000 in the
current price situation would cover around 250 acres of rice. With
the cost of the tillage equipment, the planting equipment, a com-
bine, a grain cart, semi trucks to haul that rice to market, it would
not be economically feasible to plant 250 acres of rice. So that pay-
ment limit just is not economically feasible.

Senator BOOZMAN. Very good. I want to ask the panel, and quick-
ly because we are running out of time and I do not want the Chair-
man getting on to me, about farm credit. Can you start, and per-
haps talk a little bit about how the Title 1 programs and crop in-
surance, when you go to your banker to secure a loan, how impor-
tant they are. Then, also, if we are having trouble with credit oth-
erwise.

Mr. ROHWER. The crop insurance program, specifically, is very
important for securing loans, especially with young farmers as well
as established farmers. You need to have access to credit, and
this—by having a good, solid risk protection program like federal
crop insurance, it ensures the banker that he will be able to have
the loan serviced, so it is crucial.

Senator BOOzZMAN. In your experience, do the bankers under-
stand the farm programs? Do they understand the safety nets that
are out there? Is credit more difficult to obtain?

Mr. ROHWER. I use a small-town family banker and he is also a
farmer, so he understands.

Mr. ScoTT. If our bankers do not understand it, then you better
make sure they do, because if they have questions then it is not
a very good lending situation, and the crop insurance does give
them some security. We have such huge input costs in farming
right now that if you do not have some backing on that, then the
credit is pretty difficult to obtain.

Senator BoozMAN. Okay. Anybody else?

Mr. ScHEMM. Thank you, Senator. Bankers understand crop in-
surance and it is a vital component that they are utilizing there.
I think the challenge on the ARC side is an inconsistency in pay-
ments across counties, and so sometimes it becomes difficult for
them to factor that in and then the delayed payments make it dif-
ficult, especially, again, for those beginning young farmers trying
to establish credit.

Senator BOOZMAN. Very good.

Mr. McMICHEN. Thank you, Senator Boozman. Crop insurance is
a critical tool for us and with our bankers, in the cotton industry,
we are under a very serious credit crunch, and with cotton not
being a Title 1 commodity, bankers understand that but are reluc-
tant to give loans out because there is no safety net. Crop insur-
ance is just a tool for a temporary thing. So that further exempli-



21

fies the need for cotton to be in Title 1, because credit for cotton
farmers is getting to be harder and harder to get, and for a young
person, with the cost of a new John Deere harvester at $750,000,
and he must farm 2,000 acres of cotton to justify one, it is virtually
impossible to get that credit. So we need cotton back in Title 1 and
we need that to help our credit also.

Senator BoozMAN. Okay. Mrs. James?

Mrs. JAMES. I would say that the crop insurance for rice essen-
tially is—it does not work quite as well, so bankers do understand
about the PLC program and Title 1, how important it is for rice
lending.

Senator BoOZMAN. Good. Thank you, Mr. Chairman.

Chairman ROBERTS. Senator Ernst.

Senator ERNST. Thank you, Mr. Chair, and this has been a great
conversation today, and I want to go back. One of my questions did
deal with ARC and the payment discrepancies between counties. I
think a number of you have already touched upon that. I am glad
to hear that. That is something that we can work on in the next
farm bill, so I appreciate that.

But through the discussion we have also touched upon some
other things that are really important, all building off of crop in-
surance. We have talked about loans. We have talked about young
farmers and how they can engage in farming activities. We have
also talked about trade.

Bruce, I am going to go back to you and let us talk a little bit
about where we are as a country in leading the world. In your tes-
timony you touched on the incredible yields that we have been able
to experience through improvements made by corn farmers here in
the United States, because those farmers are embracing technology
and conservation practices. Our production capabilities really are
the envy of the world. I hear that from a number of different orga-
nizations in other countries. We enjoy low food prices as a result
of that, a definite benefit for us.

But what, in your opinion, are the things that the Federal Gov-
ernment should be doing or should not be doing to ensure that we
are maintaining our leadership role in agriculture?

Mr. ROHWER. We need to keep our agriculture community strong
and to do that we are going to need to figure out how to increase
demand for our products. We have a three-legged stool of demand
for corn, between livestock, exports, and the ethanol industry, and
we need to make sure that demand is ever-increasing. The exports
are the one area that has the most room to increase, and so it is
absolutely crucial that we have a good trade climate worldwide so
that we can find a home for this great bounty that we are able to
produce.

Senator ERNST. Thank you. I agree wholeheartedly, and we have
to work on that export situation, and I am glad that we have Sec-
retary Perdue pushing that as an initiative as well.

I would like to touch a little bit upon our young farmers as well.
Several of you have mentioned that you are engaged in farming
with other family members, you are getting your children involved
in that discussion as well. So from the entire panel, just very brief-
ly, I would like to know, what were the biggest challenges that you
faced when you entered into farming, and what challenges do you



22

think our young farmers are facing now, as you are trying to bring
them into the farming operation as well? We hear this from con-
stituents all across the state of Iowa about how challenging it is,
but maybe the differences between when you engaged in farming
and maybe what you might see your children facing. Mr. Rohwer,
if we could start with you, Bruce.

Mr. ROHWER. I started in the late ’70s, so I was ahead of the
farm crisis of the ’80s, so those were the challenges I faced as I
started, and I hope that my children will not face the similar eco-
nomic downturn that we faced back at that time. I think that is
the quickest way to put it.

Senator ERNST. Great. Thank you.

Mr. Scorr. I started in the ’80s, and did not have anything and
did not know any better, and that was a good place to start. Our
kids nowadays, the hard part of that is we currently have had pret-
ty good farm economy in the past few years and so our equipment
and things are beautiful and wonderful, and we have got our infra-
structure in pretty good shape. I am afraid that my son will not
really know what hardship is, and this downturn has not all been
bad. We could do pretty much what we wanted to in the past, for
infrastructure and things, and not being able to do that is not a
bad thing for the young people.

So having them to go through that, I think, will improve their
ability to perform in the future.

Senator ERNST. Right. Very good. Thank you.

Mr. ScHEMM. Thank you, Senator. I returned to the farm in the
early '90s, and after having spent three months trying to purchase
a small piece of land back then, trying to utilize USDA and begin-
ning farmer loans, my banker threw his hands up in the air and
said, “I will just loan you the money for it because I know you and
I know your family.” So I hope, as my son here plans on returning
to the farm after he graduates out of college, that he can have easi-
er access to the programs, without having situations like that occur
to him in the future.

Senator ERNST. I hear that frequently. Thank you.

Mr. McMiIcHEN. Thank you, Senator Ernst. When I started farm-
ing in the early 1990s, we are a fifth-generation farm growing cot-
ton, at the time we had a vibrant cotton industry as well as a do-
mestic textile industry. In return, that has reversed, and now we
export 75 percent of our raw cotton to foreign countries.

As we look forward to moving our farm forward with the sixth
generation, and possibly forward after that, without an effective
safety net for cotton our future is uncertain. Cotton is what has
paid for our farms. It is what has done everything for us. We are
the best, we the most efficient farmers in the world at what we do,
and U.S. cotton is the envy of the rest of the world. We look for-
ward to working with Congress and everyone else to make sure
that we have excellent trade for our cotton and that we can expand
markets and that we have a place for our cotton to go, and hope
that our farm can continue. It started in 1842, and we could con-
tinue well on into the next century.

Senator ERNST. Yes. Congratulations. Thank you.

Mrs. JAMES. I came back to the farm in the mid ’90s, and actu-
ally walked our rice fields and did a lot of the agronomy at that
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time. So I think, moving forward to the financial area was much
more difficult to conquer. So I think as my son enters into the oper-
ation, new farmers—the agronomy will come easy. We are great at
producing food in this country, and actually, that may actually be
the easy part. I think understanding the financial, the govern-
mental, the crop insurance, the regulatory areas of farming in the
future are going to be very important to new farmers.

Senator ERNST. Yes. Great. Thank you very much. Thank you,
Mr. Chair.

Chairman ROBERTS. Senator Heitkamp.

Senator HEITKAMP. Thank you, Mr. Chairman. All incredibly im-
portant and optimistic. I always tell people the single most impor-
tant job for a North Dakota Senator is a farm bill that works as
an effective safety net, but also helping to build other kinds of
tools, like trade, like increased economic opportunity, like value-
added, what can we do to actually produce fiber from the cotton
that you grow. We look at all this, and the other side of the coin,
beyond a safety net, is a good market.

I just would like your reaction to some of the concerns, or no con-
cerns that you have, in terms of U.S. trade policy and how we can
move forward to advanced increased market, and maybe if you
want to add a discussion about value-added agriculture and where
the opportunities are in value-added agriculture that we are miss-
ing today.

So we will start with the corn growers.

Mr. ROHWER. Thank you, Senator. I think that as we see the con-
tinued improvements in our ability to grow crops, and have such
prolific plants, that do so well under weather adversity the need for
free trade agreements and the ability to sell, whether it is the corn,
the livestock as meat, or the ethanol or DDGs as value-added, all
of these things are why we have to find more and more markets,
because we have the ability to produce so much more.

Mr. Scort. Thank you, Senator. For soybean crop we export 60
percent of what we grow from the United States, and in South Da-
kota and North Dakota it is probably a much higher percent than
that. As far as value-added, we would love to put it on a hoof and
expert it that way. So continuing expanding our livestock indus-
tries in our states is critical.

Also, the FMD and MAP funding, we have had, in the U.S., a
pretty stagnant funding of that. It has been the same for many
years. It is a very effective program, a high rate of return, and soy-
beans would love to have that expanded and utilized.

Senator HEITKAMP. Thank you.

Mr. ScHEMM. Thank you, Senator. Yes, trade is vitally important
to wheat. Fifty percent of our crop is exported every year nation-
wide. I think there are two components here. One is enforcement
of trade agreements we have now. We have some countries out
there now subsidizing their wheat farmers to the point of almost
$10 per bushel. So we need to enforce those trade agreements that
we do have.

The other component of that, though, is we do need those trade
agreements out there, and so that is vitally important. With those
trade agreements coming out there, as Mr. Scott mentioned, we do
need MAP and FMD funding increased. The return is around 35-
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to-1 on our dollars, and according to a recent Informa Economics
study it has increased net farm income by almost 15 percent in
being able to have that MAP and FMD funding out there to help
establish those trade agreements and those relationships with
those other countries.

Senator HEITKAMP. Thank you. Mr. McMichen?

Mr. McMicHEN. Thank you, Senator. I would echo the state-
ments of Mr. Schemm and Mr. Scott. The MAP and FMD funding
is critical, and as cotton, as I stated earlier, about 75 percent of our
cotton, raw cotton, is exported and another 15 to 20 percent is ex-
ported that is cotton textile products. The main export markets are
China, Vietnam, Mexico, Turkey, and Indonesia, and we also would
like to explore other options, as well as opening up the U.S. and
China trade dialog to get additional U.S. cotton exported over
there.

We are also focused on working with Congress and the adminis-
tration to ensure that NAFTA renegotiation does not harm the ex-
isting market for U.S. cotton and cotton textile products. So we
look forward to working with all of you on that.

Senator HEITKAMP. Thank you.

Mrs. JAMES. First of all, I would like to thank you for your work
on Senate Bill 275 with Senator Boozman in helping to open up
some rice in Cuba, so we appreciate your work on that. Fifty per-
cent of the rice crop is also exported, although we are only 8 per-
cent of global trade. So we are privy to world market prices, and
like some of the other panelists said, high subsidies in other coun-
tries. We have to compete against them. Also the FMD and MAP
funds are very important to the rice industry as well.

Senator HEITKAMP. I think when we look at this, we look at com-
ponent pieces of the farm bill and the safety net, but the best safe-
ty net is a free enterprise system where we can sell our products,
and no one is more sophisticated in any industry on trade than ag-
riculture, and we really appreciate all your support. Let us con-
tinue the dialog and let us make sure farmers are not left behind
as we renegotiate and as we look at trade agreements.

Chairman ROBERTS. Thank you, Senator. Senator Hoeven.

Senator HOEVEN. Thank you, Mr. Chairman. Thanks to all of our
witnesses for being here.

Starting with you, Mr. Rohwer, talk to me about the importance
of the FSA loan program, but also the guarantee limit and the di-
rect loan limit and the funding level. What do we need to do?

Mr. ROHWER. The FSA program is one of the loan programs, one
of the best ways for farmers to facilitate their working capital. It
is—the competitive interest rates there for young farmers is very,
very helpful for them to be getting established, and these programs
need to be continued and their funding fully supported, and be in-
creased, if at all possible.

Senator HOEVEN. Right. So I have got legislation, on a bipartisan
basis, that would increase the loan limit to about $2.5 million—ex-
cuse me—the guarantee, the FSA guarantee to about $2.5 million,
and the direct loan to about $600,000. So, specifically, I want com-
ment on that because I am trying to pass that legislation—unless
you are not particularly enthusiastic, then if you want to pass that
is fine.
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Mr. ROHWER. We need to make sure that the loan limits are high
enough to be able to cover these infrastructure costs, because the
costs of grain bins and related facilities like that are expensive,
and it takes money.

Senator HOEVEN. Absolutely. I mean, look at the price of a trac-
tor or a combine or any kind of tillage equipment, the price of land,
your cost of inputs, right? I mean, is it not just common sense that
we have got to increase both the guarantee limit and the loan limit,
and actually the underlying funding amount, particularly as our
farmers go through this challenging time with drought and with
low prices.

Mr. ROHWER. Farming has always been capital intensive, and as
prices inflate on everything it only becomes more so.

Senator HOEVEN. Okay. Let us go right down the line, and I
would love to have you express your enthusiasm, but if someone
has a concern I want to hear that too.

Mr. ScOTT. Increasing the amounts, of course, is just a reflection
of what we are dealing with today, in today’s markets. It is not im-
possible, or even improbable, that $1 million would be borrowed
just for operating capital before you harvest the crop, and so a
$600,000 operating note is very little for most family farms. Two-
and-a-half million dollars, if you are going towards buying real es-
tate, yeah, that is right in there. You can buy some real estate, and
depending on where you live, of course, but in certain areas that
does not last very long either.

Senator HOEVEN. Right.

Mr. ScHEMM. So I am enthusiastic.

Senator HOEVEN. Good.

Mr. ScHEMM. Yes, Senator. I would echo previous comments that
with the additional costs, input costs that we deal with now, it is
vitally important. It is unique, kind of, in my area, in the aspect
that I grow both winter wheat as well as summer crops too, and
so by utilizing those FSA loans what it allows me to do is not be
forced into selling that wheat crop during the summer at a histori-
cally low period of time during harvest time, but to delay that to
market that grain at a better time, so that I can help to pay input
costs in my summer crops there. So because of the timing of dif-
ferent harvests in my area, the loan programs are vitally impor-
tant.

Senator HOEVEN. That is—I mean, we are seeing that right now,
for a farmer who was able to carry over some grain, and not sell
it when prices were real low over the last year. But now with
drought and so forth, you are seeing some of these prices improve,
right, and a lot of them are not going to have a crop in our area
this year. They would have that crop now to sell and get some
money and maybe a little bit better price. So, I mean, you make
a very important point there.

Mr. ScHEMM. It has been very key in our area, particularly for
the hard red winter wheat in quality, because quality is in demand
this year. However, elevators are not willing to pay for that quality
at harvest time. So it allows those producers to store that crop, to
capture anywhere from a 20 cent to almost a dollar premium per
bushel, so they are critically important to our producers.

Senator HOEVEN. Exactly.
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Mr. McMIcHEN. Thank you, Senator. The cotton industry is
heavily dependent on the loan also, because we are an export mar-
ket most of the way there, so the marketing loan allows us to have
our cotton and we can search for those markets to get the full ben-
efit of our crops. As far as the loans that we do for beginning farm-
ers, they are very important. I started out with a guaranteed loan
from Farmers Home Administration, and I am a product of that,
and it is very important.

But the expanded limits, I think, are very important. Cotton is
a unique crop because it requires specialized harvest equipment,
and a new John Deere harvester is $750,000. So as a farmer be-
gins, he has to have 2,000 acres of crop to justify that cotton picker,
and at $750,000, you can tie up a lot of capital in a hurry. So the
loans are very, very important to the cotton industry, and we ap-
preciate that, and we push for expanded limits on that, and for a
modified loan program for the cotton industry.

Senator HOEVEN. What is an average-sized farm for farmers that
raise cotton? I am not as familiar with cotton since it is so incred-
ible. What would be an average-sized farm down there?

Mr. McMICHEN. In the last five years, cotton farms have consoli-
dated a good bit, and a lot of it is due to the harvesting equipment.
They no longer make basket pickers, which were less expensive. So
now if you justify a new cotton picker, which rolls round rolls of
cotton, they are about $750,000. So it would be in excess of 1,000,
probably more like 1,500 to 2,000, and, in the process, a lot of
farms can only justify growing so much cotton on their farms be-
cause of the expense of harvesting equipment. So if you make the
jump from 2,000 acres to 3,000 to 4,000, you have got that added
cost to think in there. So it is a very expensive cost and it is some-
thing that you only use two months out of the year, so it really ties
up a lot of our capital.

Senator HOEVEN. Right. Mrs. James?

Mrs. JAMES. I do not personally use the FSA loans but USA Rice
is certainly behind your legislation and supports it.

Senator HOEVEN. Thank you so much. I appreciate again all of
you being here. Thank you, Mr. Chairman.

Chairman ROBERTS. Senator Klobuchar.

Senator KLOBUCHAR. Thank you. I want to thank Senator Stabe-
now for letting me go ahead.

I first wanted to recognize back there, under the lights, Mr.
Rynning, Robert Rynning. He is going to be on the next panel and
I am headed to a judiciary hearing, and in case I miss him, I want-
ed to welcome him. He serves as the President of the U.S. Canola
Association, and alongside his brother, nephew, and his wife, Dar-
lene, he raises, canola, barley, wheat, and soybeans on his fifth-
generation farm in Kennedy, Minnesota. I want to thank him for
being here today.

We are very proud of that crop, as well as so many others that
we have in Minnesota, and that is one of the reasons that I am
concerned about the proposed cuts to the crop insurance program
that are in the current proposed budget from the administration.
They put in place a cap on premium subsidies and eliminate the
harvest price option. The crop insurance program is working for
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producers. We can always improve it. But I believe that it should
be strengthened and not made more difficult.

Could one of you talk about, or a few of you talk about the im-
pact that these cuts would have on your operation, specifically in
a time of lower crop prices? Anyone?

Mr. ROHWER. Well, thank you, Senator. Every single farmer who
purchases crop insurance would be impacted with these cuts be-
cause most of those types of proposals that you are talking about
are the type of thing that would discourage people from partici-
pating in the crop insurance program, which means that you would
be shrinking the risk pool, and a shrunken risk pool in insurance
is not good for anybody. That would make crop insurance less effec-
tive, which then would likewise make access to credit more dif-
ficult, which would affect large, small farmers, established, and
even young farmers beginning.

Senator KLOBUCHAR. Thank you. Mr. Rohwer, just a follow-up
because I know you also are interested in the renewable fuel stand-
ard and how important this is to our policy. It is very important
in my state. Earlier this summer the EPA released its proposed
volume requirements for 2018 and 2019. What are your thoughts
on the proposed rule?

Mr. ROHWER. I am afraid you caught me off-guard there. Could
you just summarize it?

Senator KLOBUCHAR. Well, the rule actually—there were some
good things about it, but in terms of consistency with past policy
a bunch of us up here fought really hard to get it stronger after
a different version of it a few years ago.

Mr. ROHWER. Oh, okay. Thank you.

Senator KLOBUCHAR. Remember that?

Mr. ROHWER. Yes.

Senator KLOBUCHAR. Now it has come back again but there are
still some concerns on some of the biodiesel issues and other things
with the rule.

Mr. ROHWER. We, as corn growers, do not follow real closely the
biodiesel portion of the renewable fuels.

Senator KLOBUCHAR. Really?

Mr. ROHWER. But we feel that it needs to be a strong and con-
sistent requirement there, so that there is not a question in the
market, is the level going to be here one year, there another year.
It needs to follow the statute for all portions there, because that
will strengthen the market and the demand for the grain inputs.

Senator KLOBUCHAR. Good. Mr. Scott, could you look at it from
the perspective of soybean biodiesel producers, that we do not went
the blend target reduced for advanced biofuels?

Mr. ScotT. Yes, absolutely, and, of course, about 50 percent of
the fuel biodiesel produced is used—soybean oil is used in that pro-
duction, so it is critical for our industry. But we were somewhat
disappointed with the levels that were proposed and came out. We
are producing above that level currently, and have the capability
of doing even more. We need the security of knowing year-to-year
what is going to be the volumes, so that infrastructure can be built.
People who are interested in putting money into that industry can
know that it will be there in the future for them. The dollar-a-gal-
lon biodiesel tax credit would be also very important to us.
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Senator KLOBUCHAR. All right. Thank you. One last question,
Mr. Schemm. If producers did not have access—I am back on the
crop insurance now—to the harvest price option, do you think it
would impact program participation?

Mr. ScHEMM. I definitely think it would. You had mentioned ear-
lier the proposed budget as well. In my area, that would hit a cap
of 1,800 acres of wheat in our area there, and our average farm
size in my area is 3,200 acres. So, obviously, when it starts affect-
ing that it starts then affecting the whole pool that is there, and
then it affects the premium rates for the other producers that
would remain in it.

As far as harvest price option, currently 70 percent of our pro-
ducers sign up for the harvest price option, and they pay a pre-
mium for the harvest price option, and what that allows them is
the ability have a replacement value for their crop if it is lost, and
it especially aids us when we talk about marketing that crop. If we
do not have the bushels to fulfill contracts that we forward con-
tracted, we then have to go out and purchase bushels to replace
that forward contract, and without that HPO it is much more ex-
pensive to do that.

Senator KLOBUCHAR. Appreciate it. Thank you all.

Chairman ROBERTS. Senator Thune, and Senator Thune, before
you start your comments, I would like to point out, with regard to
the President’s budget that has been mentioned, and crop insur-
ance, that I met with the President about three weeks ago, along
with a telephone conversation, rather short, with Mr. Mulvaney,
who is in charge of the budget, the Office of Management and
Budget. The upshot is we are not going to cut crop insurance, pe-
riod. The House budget reflects that. We have yet to determine a
budget here, but that would be the Chairman’s choice, and I am
sure the distinguished Ranking Member as well.

Senator Thune.

Senator THUNE. Thank you, Mr. Chairman, and I want to thank
you and Senator Stabenow for holding the hearing today and for
a great panel, and multiple panels today, on a very important sub-
ject, which is the next farm bill. I especially want to thank Kevin
Scott for being here, representing the American Soybean Associa-
tion, a multi-generation South Dakota farmer going back to 1885.
I think the family operation has roots and he always provides great
counsel and insight and advice to me and my staff, and to all of
South Dakota when it comes to the issues that are important to ag-
riculture, and to our country, I might add. So welcome. It is good
to have you here, Kevin.

Let me just ask a question that has to do with the commodity
title of the next farm bill, and the first question has to do with
something that the National Corn Grower said in their testimony
today. I think Mr. Rohwer indicated there should be clear statutory
language requiring financial assistance to be determined by phys-
ical location of a farm.

So the question is—and I agree with that statement completely
and would point out that I have got a bill, a Commodity Title Im-
provement Act bill, introduced earlier this year, that does include
specific language that requires physical location of the farm to be
used to calculate payments. Does everyone here on the panel agree
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that the commodity title payment should be calculated using a
farm’s physical location instead of according to administrative
county?

Mr. ROHWER. Yes, sir, we do.

Senator THUNE. Does anybody disagree with that? Okay.

I have also introduced a bill that would create a short-term,
three-to five-year easement program, which I have named the Soil
Health and Income Protection Program, or SHIPP, and the ques-
tion is, do you think that in today’s short-term—or I should say in
today’s price environment that there is a need for such a short-
term easement program with very flexible hay and grazing provi-
sions that provide a reasonable alternative to cropping and placing
expensive inputs on the poorest land on a farm?

Mr. ROHWER. Conservation is always very, very important, and
with the weather patterns that are becoming more and more vari-
able some flexibility probably has its place.

Senator THUNE. Mr. Scott.

Mr. ScotTT. The current CRP, of course, is a 10-year contract and
that, for some people, is daunting. For me I may not farm for 10
years. I may, but a short-term, short-year span would probably fit
in more situations than a long-term one.

Mr. ScHEMM. Thank you, Senator. Our board has very much tar-
geted working lands conservation as a priority with us, to try to
work with those types of programs there, but then also targeted to
areas with longer-term possibilities in those areas, to try to put
sensitive lands, highly erodible lands into conservation programs.
That is where we stand.

Mr. McMICHEN. Thank you, Senator. Conservation is always one
of the highest priorities and I think the short-term help that you
are talking about would be very helpful to take sensitive land and
less-productive land and allow it for better use.

Senator THUNE. Thanks.

Mrs. JAMES. In relation to the rice industry, I believe that we are
only producing rice on the most highly productive land for rice, but
in the other areas that you speak of it sounds like very important
legislation.

Senator THUNE. I also, as part of a recently introduced bill, I in-
cluded a provision that would require mandatory base updates
using the planted and considered or prevented planted acres during
the years 2014 to 2017. The bill also eliminates generic base acres
that were created in the 2014 Farm Bill but leaves STAX in place.
According to CBO, the mandatory base update saves $466 million,
and the elimination of generic base acres saves $2.454 billion over
10 years. That, again, according to CBO.

Although I believe that calculating any future farm bill com-
modity title payments that use base acres in the calculation should
use a mandatory base update, I do not expect the commodity orga-
nizations to support this. But I do want to ask all of you the ques-
tion about whether or not you think a change like that would make
sense. I mean, do you believe that eliminating commodity title pay-
ments on land with base acres, that has not been planted to a com-
modity crop in the years 2014 to 2017, would be good policy and
should be pursued in the next farm bill?
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Mr. ROHWER. Corn growers heard about this proposal of yours,
sir, as our delegates were meeting here in Washington last week,
and having it as a new idea we had not looked at all ramifications
and this type thing, and so it was referred to our risk management
action team to be looked into, to study just exactly how it would
affect corn growers. We will be working through so as to decide
where our position should be.

Senator THUNE. Okay. Thanks.

Mr. ScoOTT. Senator, you are also ahead of us on the soybean
side. We have not also looked at the ramifications as closely as we
could. I know you are thinking about things and trying to improve
the program and we appreciate the effort. Keep it up. Keep bring-
ing new ideas.

Senator THUNE. Okay. Well, we will take that for now until you
get to yes.

[Laughter.]

Mr. ScHEMM. Thank you, Senator. You know, it is something
that initially our board has come out for a voluntary update, but
the concern that we would have is obviously, being very export sen-
sitive as possible, implications it could have with our export mar-
kets and what kind of litigation could be possibly brought against
us.

Senator THUNE. Thank you.

Mr. McMIcHEN. Thank you, Senator. In regard to generic base
acres, which is very sensitive to the cotton industry, they were es-
tablished in the current farm bill because cotton was no longer a
covered commodity, due to the Brazil WTO case. Cotton base acres
would have been of no value to producers and land owners unless
cotton base was reallocated to allow for support on covered com-
modities on these planted acres. Generic base was never intended
to be a long-term policy and it should be dealt with in the next
farm bill, if not before.

There are various ways to convert generic base back to cotton,
or cottonseed base, and possibly other covered commodity bases,
and the cotton industry is evaluating these options to help develop
industry recommendations. We all agree, though, that the crop
bases should be decoupled in the next farm bill.

Senator THUNE. Thanks.

Mrs. JAMES. Over the years that you speak of, the price of rice
declined, and so we should not be—farmers should not be punished
for following market signals and maybe not planting as many acres
of their base during that particular time.

Senator THUNE. Thank you. Thank you, Mr. Chairman. I just
think that base acres ought to reflect more recent planting history
and that we should not be—we should not have base acres that
have not been farmed for years that still have bases and receiving
payments, and I think there are some examples where that hap-
pens. I think this would be a real dollar saver, it would be more
efficient, and I think it would be a better farm policy.

So I hope your organizations will take a look at it and give us
some feedback. Thank you.

Chairman ROBERTS. Thank you, Senator Thune. Senator Thune
is the foreman of our legislative efforts to do more with less, and
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thank you for your suggestions on all three pieces of legislation
that you have introduced.

Senator Stabenow.

Senator STABENOW. Well, thank you, Mr. Chairman, and thank
you again to each of you.

Just an FYI. There is a broader discussion that Senator Thune
raised that is an important discussion, but as we look at what was
done in Appropriations for cotton and dairy, the generic base essen-
tially is being used to offset that, and so that piece of it essentially
will no longer be relevant, assuming that appropriations bill goes
through on generic base. So we will have to talk about that more,
but that is part of the proposal to help cotton and to help dairy.

So I would like to start with just a general comment from each
of you on the budget. This spring we had over 500 groups, includ-
ing every major commodity group, that came together to say—to
write a letter to us opposing any cuts to funding in the farm bill.
We know the administration proposed major cuts that would have
made it impossible to write a farm bill. Fortunately, that is not
going to embrace my either Appropriations Committee—although
there is a small cut in the House, as I understand it—but in the
Senate we did the opposite. The Appropriations Committee actually
added $1 billion to the farm bill commodity programs to help cotton
and dairy.

So just for the record, I would like each of you just to say yes
or no if you continue to hold the position that there should not be
cuts in the farm bill funding. Mr. Rohwer?

Mr. ROHWER. We do not feel there should be cuts to the farm bill
funding.

Senator STABENOW. Thank you. Mr. Scott?

Mr. ScotT. Yes. We also feel the same.

Senator STABENOW. Okay.

Mr. Scort. Thank you.

Senator STABENOW. Mr. Schemm?

Mr. ScHEMM. I would concur. We support not cutting any.

Senator STABENOW. Thank you. Mr. McMichen?

Mr. McMICHEN. The cotton industry is in the same position.

Senator STABENOW. Thank you.

Mrs. JAMES. USA Rice supports not cutting any funding.

Senator STABENOW. Thank you very much. Well, it is going to be
important that we continue to all work together to make sure that
we have the resources that we need for agriculture, so thank you.

A little bit more on crop insurance, and Bruce Rohwer, let me
ask you, and then anyone else from the panel as well. Again, when
we are debating and we know we will see, I am sure, amendments
on the floor as well, as we do every year, as we go through this
process on the farm bill, but in addition to the administration pro-
posing a $29 billion cut for crop insurance, I am concerned that
there are people, both in the Office of Management and Budget—
when I met with the Director and then the Deputy Director nomi-
nee that supporting cuts to crop insurance. But we now have also
a nominee that will come before us for a position at USDA who has
actually questioned the constitutionality of crop insurance, and on
a separate occasion suggested the entire crop insurance system be
eliminated since 9 out of 10 farmers in Iowa do not want it.
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Well, we have a farmer from Iowa here, if you would like to
speak, Mr. Rohwer, and respond to that kind of comment regarding
crop insurance or any proposed cuts. I wonder what you would like
to say on behalf of Iowa farmers.

Mr. ROHWER. Based on the surveys that Iowa Corn Growers and
National Corn Growers have done, crop insurance remains the
number one risk management tool in the tools available to us. It
is strongly supported by our membership and I am not sure where
that statistic comes from but it is not reflected in any of the studies
that we have conducted. We would look forward to the strong sup-
port that we have here on the Hill from the House and Senate to
crop insurance, because it is absolutely crucial to the future of
farming and for bringing in the next generation.

Senator STABENOW. Thank you very much. Does anyone else
want to respond as well, in terms of crop insurance and why it is
critical that we continue it and not see cuts? Does anyone want to
respond to the constitutionality of crop insurance? We might have
a debate here with any attorneys.

Chairman ROBERTS. I would like to respond, if I might.

Senator STABENOW. Yes. Excuse me, Mr. Chairman, you are on
the panel.

Chairman ROBERTS. I understand your concern with regards to
crop insurance. Everybody here has asked a question about crop in-
surance. If there is some nominee coming before this Committee
who says crop insurance is constitutional——

Senator STABENOW. Unconstitutional.

Chairman ROBERTS. —they might as well not even show up.

Senator STABENOW. Okay. Well, I am with you, Mr. Chairman.

Chairman ROBERTS. All right.

Senator STABENOW. I am with you, actually.

Chairman ROBERTS. I mean, the President has assured me, per-
sonally, that crop insurance will not be cut, and so I take him at
that word, as far as that budget is concerned. Obviously, if the
House budget is different then we do not know what our budget
will be until later. But that dog is not going to hunt.

Senator THUNE. Mr. Chairman——

Senator STABENOW. I am with you as well.

Senator THUNE. —were you not here when they wrote the Con-
stitution?

Chairman ROBERTS. Pardon me?

Senator THUNE. Were you not here when they wrote the Con-
stitution?

Chairman ROBERTS. Of course.

[Laughter.]

Senator STABENOW. He has given me blow by blow of the debate
that occurred at the time, and so—but I do think—and I wanted
to just ask one other question—I do think it is important, though,
to raise this in the context of comments that have been made, be-
cause my fear is that those comments will be pulled out by those
not supporting crop insurance, and we will hear those again. So I
think it is important that we continue to hear your voices about the
importance of this risk management tool.

One other just real quick, on the ARC program. I know you have
suggested some changes, Mr. Rohwer, Mr. Scott, Mr. Schemm, as
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it relates to getting the right yield data and so on. Assuming we
can provide the tweaks and so on, does the ARC program deserve
to continue?

Mr. ROHWER. The surveys of our members have shown that the
preference in Title 1 programs is for a revenue-based program. Any
improvements that can be made will be greatly appreciated and
will merely make it a more effective program.

Senator STABENOW. Thank you. Mr. Scott?

Mr. ScoTT. Our members would reflect the same as Bruce has
said. We like ARC. Currently, with our low commodity prices, it
has not benefitted us on the soybean side in the last few years, and
it probably will not benefit us as much as it had in the past. So
we would like some tweaks there, but otherwise very effective pro-
gram.

Senator STABENOW. Thank you.

Mr. ScHEMM. Ranking Member, yeah, we have heard very clearly
from our members, with wheat grown in 42 states in very diverse
growing regions, that they want that choice. They want an effective
ARC program for the producers that are sensitive to that yield
component, but there are areas where they are much more sen-
sitive to the price component, and that works for the PLC. So we
f}‘1ave heard very loud and clear that they want that choice in the
uture.

Senator STABENOW. Okay. Thank you. Thank you, Mr. Chair-
man.

Chairman ROBERTS. Senator Thune, I think I have to correct the
record. I did not work on the Constitution. I did do a lot of advice
and counsel on the Bill of Rights

[Laughter.]

Chairman ROBERTS. —which affects all of these people here, in
terms of their testimony. Thank you.

Senator Donnelly.

Senator DONNELLY. Thank you, Mr. Chairman. Mr. Schemm, I
have noticed you have a very notable goatee, and I was wondering
if our colleague from Kansas, if you could consult with him and
possibly he may start to grow a goatee as well. Any help you could
give in that effort we would really appreciate it around here.

Mr. ScHEMM. I will work on that.

Senator DONNELLY. Thank you.

Mrs. James, you testified about the importance of several con-
servation programs—the Regional Conservation Partnership Pro-
gram, the Conservation Stewardship Program, and the Environ-
mental Quality Incentives Program. You also mentioned how your
farm has provided for four, and soon five generations. I think those
two points are important together. You are an advocate for con-
servation because your farm has been handed down for genera-
tions. Your family has been there. Nobody wants to make sure that
land is handled better, that water nearby is cleaner than your fam-
ilfy who has been given the stewardship of that land for hundreds
of years.

Can you talk about how USDA’s conservation programs can help
farmers like you, who want to make sure you can offer the next
generation of your family a farm in even better shape than was
given to you?
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Mrs. JAMES. Thank you, Senator, and you are exactly right. Rais-
ing my son on that farm, and of course I want the environment to
be clean and safe, the water that we drink safe, and the food that
we provide to U.S. consumers and the rest of the word to be safe
as well, and so it is extremely important, and conservation is ex-
tremely important to the rice industry. The programs that NRCS
provides have allowed us to continue to improve in our water con-
servation efforts, and soil conservation efforts, and it has been a
valuable tool to the rice farmer.

In fact, when you speak of the waterfowl, migratory birds, it is
a very important habitat that the rice industry does provide in this
country. In fact, if you were to have to pay to replace that habitat
it would be about $3.5 billion, and to maintain it year to year
would be about $73 million a year to maintain what we are already
providing in that habitat. So they are very important programs.

Senator DONNELLY. Thank you, and this is just to the panel and
to all of us to follow up on the crop insurance comments. Obviously,
in Indiana, it is critically important. I just wanted to say, at my
first hearing as a member of the Ag Committee, Angie Steinbarger,
a Hoosier farmer, testified about the critical nature of crop insur-
ance, and essential to maintaining her family farm through a dev-
astating drought that we had in 2012, with no rain, with 100-de-
gree-plus days, day after day. I was at the farm of a friend of mine
in Columbus, Indiana. It was 106 degrees the day I was there, all
of this extraordinarily abnormal for Indiana. We were sitting under
the only shade, a big oak tree, and the fields we were looking at,
the projected yield was going to be five bushels per acre for corn
that year—five bushels. So we are now in a position, of course,
with too much rain, and having to have replanted.

So I just want to say that regardless of the type of disaster, crop
insurance is a critical backstop for family farms, and we will con-
tinue to fight to make sure that is included in any farm bill, mov-
ing forward.

Thank you, Mr. Chairman.

Chairman ROBERTS. It would appear that we have no further
questions for the panel. Thank you so much for taking the time to
come and presenting excellent testimony. Thank you very much.
You are excused and the next panel is urged to quickly come for-
ward.

[Pause.]

Chairman ROBERTS. I would now like to welcome the second
panel of witnesses. First we have Mr. Dan Atkisson, a graduate of
Kansas State University, home of the ever-optimistic and fighting
Wildcats, hailing from Stockton, Kansas. He and his family grow
grain and forage sorghum, wheat, and other forage crops. They also
raise commercial and registered Angus cattle. He serves as Vice
Chairman of the National Sorghum Producers and Chair of their
Legislative Committee. Dan, thank you so much for coming today.
I look forward to your testimony.

Senator Perdue was to introduce our next witness. I do not see
Senator Perdue, so Ms. Meredith Rogers is with us this morning
from Camilla, Georgia. Ms. Rogers farms in partnership with her
husband, parents, and siblings—something Senator Grassley ought
to take note of in his payment limitation lecture. They grow pea-
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nuts, wheat corn, cotton, and field corn. Their family also runs two
peanut-buying points that handle around 30,000 tons of peanuts a
year. Meredith, we look forward to your testimony.

Mr. Robert Rynning joins us today from Kennedy, Minnesota,
where he resides with his wife and two sons, a fifth-generation
farmer. He works with his brother and nephew to produce canola,
barley, wheat, and soybeans. Mr. Rynning is President of the U.S.
Canola Association. Robert, we are certainly glad that you are here
today.

I now turn to Senator Daines to introduce our next witness.

Senator DAINES. Thank you, Mr. Chairman. It is my honor to
take this opportunity to introduce a fellow

Montanan, and welcome to Washington, DC, Ervin Schlemmer,
his wife, Julie, who is just behind him. Thanks for making the trip
out here for this important hearing. Ervin is a third-generation
farmer, partners with his son, Greg, to run his operation in Joliet,
Montana. He produces sugar beets, malt barley, alfalfa, hay, and
corn, as well as operates a 20,000-head cattle feed yard. That is a
lot of cows.

Ervin has also been active within the American Sugar Beet
Growers Association and the Southern Montana Sugar Beet Grow-
ers Association for decades, and I want to thank him for taking
time out of his very busy schedule, at a very dry time of year in
Montana, to come out to D.C., and I look forward to his testimony.

Chairman ROBERTS. Thank you, Senator. We now turn to Sen-
ator Stabenow to introduce Mr. Nobis.

Senator STABENOW. Well, thank you so much. I am very pleased
to introduce my friend, Ken Nobis, who is President of the Michi-
gan Milk Producers Association and a dairy farmer from St. Johns,
Michigan. Mr. Nobis operates a 1,000-cow dairy farm with his
brother in St. Johns, and farms 3,000 acres. Mr. Nobis has been
an active leader in the dairy industry for many years, and serves
as First Vice-Chairman of the National Milk Producers Federation.
In 2015, his farm received an Outstanding Dairy Farm Sustain-
ability Award, and earlier this year Ken became an honorary alum-
nus of Michigan State University’s College of Agriculture for his
dedication to Michigan Agriculture and his work with MSU re-
searchers on his farm. Welcome.

Chairman ROBERTS. Dan, why don’t you start this off.

STATEMENT OF DAN ATKISSON, OWNER/OPERATOR,
ATKISSON LAND & CATTLE, STOCKTON, KANSAS

Mr. ATKISSON. Thank you, Chairman. Chairman Roberts, Rank-
ing Member Stabenow, and members of the Committee, thank you
for this opportunity to come before you and present the views of
the National Sorghum Producers regarding Title 1 crop insurance
in our next farm bill.

My name is Dan Atkisson and I farm near Stockton, Kansas. I
am a true family farmer, working alongside my father, my wife,
Amanda, and my four-year-old son, Eli. We grow wheat, sorghum,
and forages to support our herds of Angus cattle. I am honored to
serve as the Chairman of the National Sorghum Producers Legisla-
tive Committee.
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Mr. Chairman, I would also like to say how honored I am to be
here on a personal level. As a Kansas farmer, I was raised to ad-
mire and respect the tremendous work of our champion in our na-
tion’s capital, the Honorable Pat Roberts. We know that it is often
difficult to relate the unique challenges that the farm and ranch
communities face to more urban constituencies. I want to say how
appreciative we are to all members of the Committee who work so
hard to understand our issues and to do this difficult work where
it matters most.

I give an overview of several positive trends within the sorghum
industry in my written testimony, from increasing productivity to
expanding markets within the food sector. These are exciting, big-
picture developments for sorghum, but any positive developments
for the long term are completely overshadowed by the current state
of our ag economy. Since passage of the 2014 Farm Bill, prices for
sorghum have plummeted from a benchmark of $5.10 to just $2.69
per bushel of for the 2016 crop, 53 percent of the benchmark.

Today in farming, it is not a question of how to make a profit
but simply minimize our losses to survive. Virtually all commodity
crops have faced similar decline in prices but unique to sorghum
is an emerging pest, the sugarcane aphid, which is driving up cost
of production and adding a burden of $430 million to the 2016
growing season alone.

The National Sorghum Producers believe in the need for a strong
and reliable Title 1 safety net that is balanced and provides assist-
ance when needed. One very real problem with the current policy
is the timing of the payments and its impact on cash flow. The Na-
tional Sorghum Producers asks, do you consider moving up farm
bill timing assistance or even making marketing loan rates more
relevant to help with these cash flows?

Regarding ARC and PLC, clearly, with the 20/20 vision that
hindsight offers, PLC has been the better safety net for our sor-
ghum farmers. PLC was very conservative up front when prices
were still above $4.00 per bushel. In contrast, ARC assistance was
a virtual certainty when farmer elections were being made. With
a target county revenue generated at $5.10 per bushel, the logic
was to take a bird in the hand and put it to use.

Unfortunately for farmers, markets have not rebounded as
hoped. Going forward, we are open to the idea that the ARC model
could be improved. We believe that PLC could also be improved
and we generally favor this model, coupled with a strong crop in-
surance program. However, NSP pledges to work with you in a con-
structive manner to ensure that a proper balance is struck and an
adequate safety net is crafted.

Before moving to crop insurance, I would like to urge caution in
thinking about how policies affect plantings of commodities and
urge more thoughtful approaches to CRP going forward.

Crop insurance is indispensable for sorghum farmers, but that
does not mean it cannot also be improved. For sorghum, particu-
larly, participation rates and coverage levels are low when com-
pared to other crops. A full 19 percent of sorghum acres are left
uninsured, and this lower participation rate owes primarily to the
cost of sorghum insurance. Despite a 10-year loss ratio of 0.88, sor-
ghum rates remain high and need to be lowered.



37

Another area of concern is the regularity at which new and inno-
vative tools, which even EPA deems safe, are challenged in our
courts. In recent years, it seems that each time a product is im-
proved by the EPA under Federal Insecticide, Fungicide, and
Rodencide Act, or FIFRA, it is challenged by the Endangered Spe-
cies Act. Only the attorneys win in this situation while farmers
face a smaller and smaller toolbox.

Mr. Chairman, in closing, I want to say again how much we as
farmer members of the National Sorghum Producers appreciate the
task that you have before you and for being such a champion for
agriculture. We consider the farm bill to be critical, but tough eco-
nomic times cause us to focus, and Title 1 and crop insurance
rightly take center stage. NSP appreciate your attention to these
important policies and we stand ready to work with you to make
this policies work even better.

[The prepared statement of Mr. Atkisson can be found on page
73 in the appendix.]

Chairman ROBERTS. Dan, thank you so much for your very kind
comments, and I only wish Senator Thune could have been here to
hear them.

Ms. Rogers.

STATEMENT OF MEREDITH ROGERS, FARMER, FAMILY FARM
PARTNERS, CAMILLA, GEORGIA

Ms. ROGERS. Good morning, Chairman Roberts, Ranking Member
Stabenow, and members of the Committee. My name is Meredith
McNair Rogers. I have been farming with my family in Southwest
Georgia for over 20 years. This year we are farming peanuts, fresh
sweet corn, cotton, and corn. I am the first woman to be included
in the Peanut Leadership Academy, which is a program for young
leaders involved in the peanut industry.

I am testifying today on behalf of the Southern Peanut Farmers
Federation, the largest peanut grower organization in the United
States. I want to be clear today that the peanut provisions of the
2014 Farm Bill have worked as a safety net for peanut producers.
If the Price Loss Coverage, the PLC, program had not been in
place, I am afraid many farms in the Southeast would no longer
exist because of the downturn in the farm economy, which has
plagued us for the past three years.

The Federation supports maintaining the current PLC program
in the 2014 Farm Bill, including these key provisions: the current
reference price for peanuts; a separate peanut payment limit, as es-
tablished in the 2002 Farm Bill; and storage and handling provi-
sions.

The PLC program has worked but peanuts are not sufficient to
carry an entire farming operation. Corn and cotton prices have
been depressed and with the lack of a cotton PLC program more
pressure has been placed on growers to plant peanuts, by lenders
and others.

Peanut growers know that crop rotation is critical for their crop-
ping systems. However, during this period of a severely depressed
farm economy, many farmers modified their crop rotations in order
to survive. Although the increased peanut acreage has impacted
yields and cost of production, peanut acreage during the life of the
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2014 Farm Bill is not out of line. During the life of the 2014 Farm
Bill, average planted acres were only 16 percent more than average
acres planted during the 2002 to 2013 years.

What about the demand for peanuts? It is very important for this
discussion to note that demand has kept pace with the supply of
peanuts. Domestic demand and export demand have grown signifi-
cantly in the past few years. The number of peanuts used for pea-
nut butter has grown 64.4 percent since 2002, and 10 percent since
2014. When we take a closer look at USDA’s Foreign Agricultural
Services export data, comparing the average exports of peanuts and
peanut butter during the 2008 Farm Bill relative to the 2014 Farm
Bill, we see strong growth. Peanut exports increased approximately
71 percent.

What about the supply of peanuts in the U.S.? In the current
market, demand exceeds supply. Given this economic situation,
early contract prices for the 2017 crop have been reported in the
$475 to $550 per ton range.

In addition, peanuts have not seen significant forfeitures at the
USDA. From the evidence we see in the marketplace, there is not
an oversupply of peanuts. According to the University of Georgia,
the peanut program in the 2014 Farm Bill has not led to excessive
peanut acreage.

In conclusion, the Federation supports the peanut provisions in
the 2014 Farm Bill and appreciates the opportunity to work with
you as we move forward with the next farm bill.

Thank you for allowing me to testify today.

[The prepared statement of Ms. Rogers can be found on page 170
in the appendix.]

Chairman ROBERTS. Thank you for your testimony. The distin-
guished Ranking Member has told me that she certainly enjoys
peanut butter, and I join her in that respect. I also learned that
exports to China seem to be on the move, and that is certainly a
good indication for a lot of other crops as well.

Mr. Rynning, you have already been introduced by Senator Klo-
buchar, but why don’t you go ahead, sir.

STATEMENT OF ROBERT RYNNING, OWNER/OPERATOR,
ROBERT RYNNING FARMS, KENNEDY, MINNESOTA

Mr. RYNNING. All right. Thank you very much. On behalf of the
U.S. Canola Association I want to thank Chairman Roberts, Rank-
ing Member Stabenow, and the members of the Committee for in-
viting me to testify today.

I am Robert Rynning, President of the U.S. Canola Association,
and I am also a Board Member for the National Barley Growers
Association. While not a large crop acreage-wise, canola is grown
in diverse regions of the country, and although the Northern Plans
account for the major of the U.S. canola production, winter canola
varieties have been successfully introduced in the Southern Great
Plains, and it has the potential to become another major U.S. pro-
duction area. Winter canola production can also be found in the
mid-south states, with much of this acreage supporting double
cropping of soybeans or other spring-seeded crops. A fourth produc-
tion area is in the Pacific Northwest, which produces both winter
and spring canola varieties. In 2016, the U.S. produced a record 3
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billion pounds of canola seed, but for the coming year the U.S. will
still need to import 68 percent of our expected canola oil consump-
tion, and 75 percent of our expected canola meal consumption. For
2017, growers increased canola acreage in all regions, planting over
two million acres, up from the previous five-year average of 1.7 mil-
lion acres. However, the drought in western North Dakota and
eastern Montana will keep actual production from expanding this.

Commodity title—for us, the canola growers, it is generally—we
are generally pleased with the performance of Title 1. Although at
97 percent of the canola base acres were entered into the PLC pro-
gram, USCA supports the continuation of both the PLC and the
ARC—County programs as well as the ARC individual coverage op-
tion, allowing producers a one-time choice among the three options
at the start of the next farm bill. Canola is grown as a rotational
crop with other crops and many producers chose the ARC program
for those other crops they produce on their farms.

With regards to the problems of wide-ranging ARC-County
yields between adjoining counties, USCA suggests requiring the
use of RMA yields as the first option in the cascade rather than
the NASS yields. USCA also believes all support payments for PLC
and ARC should be paid on historic bases rather than planted
acres, to ensure the farmers’ decision is based on their actual grow-
ing—crops that they are growing. USCA also supports providing an
option to reallocate or update crop acreage bases as well as pro-
gram yields, as was the case in the last farm bill.

When it comes to crop insurance, the USCA strongly supports
the program as currently authorized. Without the risk manage-
ment tool, many producers would have difficulty in obtaining oper-
ating loans. The proposed cuts in the administration’s ’18 budget
would completely undermine the actual soundness of the program
and would lead to its failure. While premium discounts producers
receive are a major cost of the program, the net premiums paid by
producers are still substantial. The proposed $40,000 limit would
hit numerous family-sized farms across the country.

In the conservation title, USCA supports providing an incentive
to include canola and/or sunflowers in a cropping rotation to pro-
vide habitat for honeybees and other pollinators. Honeybees sup-
port $15 billion of agricultural production in the U.S. through polli-
nator services, but a major decline in honeybee health in recent
years has put these benefits at risk. This decline in bee health has
been linked to a variety of factors, including the lack of suitable
habitat due to increased agricultural monocultures and declining
wild spaces. Canola and sunflowers provide an ideal habitat for
honeybees. Canola fields bloom for a very long period of time, up
to a month or even longer under perfect conditions. Maintaining
the aclreage of cropland planted annually to these two crops is es-
sential.

Thank you very much for your time and attention. I would be
happy to answer any questions the Committee may have.

[The prepared statement of Mr. Rynning can be found on page
191 in the appendix.]

Chairman ROBERTS. Thank you, sir.

Ervin, thank you so much for coming all the way from Big Sky
Country, and you are invited to give your testimony, sir.
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STATEMENT OF ERVIN SCHLEMMER, OWNER/OPERATOR,
SCHLEMMER FARMS, JOLIET, MONTANA

Mr. SCHLEMMER. Thank you, Mr. Chairman.

American sugar farmers are facing a very difficult time. For the
past five years, refined sugar prices have been depressed as a re-
sult of Mexico dumping subsidized sugar into the U.S. market.
These unfair trade practices have cost our farmers more than $4
billion in lost revenues and cost taxpayers $259 million.

The U.S. government found Mexico guilty of subsidizing, dump-
ing, and harming the American sugar industry. Rather than impos-
ing huge duties, the U.S. and Mexican governments negotiated
agreements to suspend the duties and allow continued duty-free
sugar trade. But those agreements did not work and the industry
continued to be harmed.

We thank Commerce Secretary Ross and Agricultural Secretary
Perdue for negotiating recent amendments to the suspension agree-
ments, and we thank members of this Committee who supported
this difficult process. We are optimistic that the amended agree-
ments will be effective, but only with strict monitoring and enforce-
ment. We will work closely with the administration on implementa-
tion and we will keep this Committee informed of any problems.

Mexico’s subsidies and dumping are not the anomaly in the
world of sugar. They are the norm. Foreign governments around
the world subsidize overproduction that drives world market prices
well below average production costs. These distorted low prices
threaten efficient U.S. producers. Senators from states that
produce steel, aluminum, and lumber fully understand harm from
predatory foreign dumping. We must respond to these damaging
trade practices through our farm and trade policies or we will die.

American sugar farmers are among the most efficient in the
world. We would gladly compete against foreign producers if their
governments did not intervene in their markets. We can compete
against foreign farmers but not against foreign treasuries. It is im-
portant to note that the U.S. is the world’s third-largest sugar im-
porter, providing duty-free access to 41 countries.

Sugar farmers derive all of our revenue from the marketplace.
There is no government checks, no payments, or revenue insurance
products to manage our risk. We must have full access to CCC
loans on the sugar that we store for our customers throughout the
year. Crop insurance, too, is essential for risk management. It must
be both affordable and effective for farmers to meet the require-
ments of our bankers.

Sugar and sugarcane farmers are working with RMA to make
program improvements. The multi-year nature of cane cropping cy-
cles poses a particular challenge.

Research is the future of American agriculture. We implore this
committee to make research funding a priority—I repeat, a pri-
ority—so that we can reduce costs and improve yields and do so in
sustainable ways.

So, in conclusion, U.S. policy is a success. It enables our industry
to survive in a world of sugar subsidies and predatory dumping. It
defends 142,000 good American jobs in 22 states. It provides Amer-
ican food manufacturers and consumers with high-quality, respon-
sibly produced sugar at prices among the lowest in the world, and
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U.S. sugar prices achieve all of these goals at zero cost to American
taxpayers.

We look forward to working with you on the 2018 Farm Bill.
Thank you.

[The prepared statement of Mr. Schlemmer can be found on page
205 in the appendix.]

Senator STABENOW. [Presiding.] Thank you very much. The
Chairman will return in just a moment.

We will go on to Mr. Nobis. Welcome.

STATEMENT OF KEN NOBIS, OWNER/OPERATOR, NOBIS DAIRY
FARM, NOVI, MICHIGAN

Mr. Nosis. Thank you, Ranking Member Stabenow. Members of
the Committee, my name is Ken Nobis, as the Senator introduced
me. In my role as the President of Michigan Milk Producers Asso-
ciation—it is an association that covers the states of Michigan, In-
diana, Ohio, Wisconsin—we represent about 1,700 dairy farmers.

Over the last decade, the U.S. dairy industry has endured a tre-
mendous amount of volatility in milk prices. National milk pro-
ducers and other dairy leaders have spent years working with
members of Congress to develop a program to ensure dairy farmers
had a more stable safety net.

However, during the legislative process, Congress made changes
to that proposed dairy program, fundamentally altering the version
National Milk Producers Federation and other dairy leaders had
spent years developing. As a direct result of these changes, the
margin protection program, or MPP, safety net has failed to deliver
the appropriate protection for dairy farmers like me.

Many dairy farmers, including MMPA members, originally sup-
ported the MPP because they felt it would finally give their farm
a risk management tool to deal with the daily unpredictability of
milk prices and feed costs. However, we have found the program
simply has not done anything to help farms during the last two
years of sub-par margins. The changes Congress made to the MPP
as the 2014 Farm Bill was finalized rendered it ineffective when
dairy farmers needed it most.

I still believe the MPP is the right program for the future of our
industry, but changes must be made to prevent more dairy farms
from shutting down entirely. Among the concerns we have with the
program, the proposed feed formula, though deemed accurate, was
cut by 10 percent to address other broader budget concerns. Based
on the over $100 million government profit made from the pro-
gram, concerns about the budget that led to the 10 percent cut
were misplaced.

Also due to congressional mandated restrictions in the MPP, a
producer had to decide, at the beginning of the farm bill, to cover
their milk under either Livestock Gross Margin program or the
MPP. Almost every other commodity can utilize both risk manage-
ment agency and Title 1 programs without restrictions.

This leaves dairy farmers without the tools that other commodity
producers have in their arsenal when it comes to federal support
for their operations. I want to stress that dairy farmers are not
asking for a program that guarantees a profit or incentivizes excess
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production. All we are asking for is a program that provides a
meaningful safety net for dairy farmers when they need it most.

As you are aware, the Senate Appropriations Committee recently
marked up a bill for fiscal year 2018 that included important
changes to the MPP. We appreciate the leadership of Senators
Cochran and Leahy, Chairman and Vice Chairman of the Appro-
priations Committee, to address some of the problems with the cur-
rent safety net. We also greatly appreciate the efforts of Ranking
Member Stabenow for urging all farmers to be considered when
making significant changes to farm bill programs and ensuring in-
terim improvements are made to strengthen the dairy safety net.

The changes made through the Appropriations Bill are a step in
the right direction and we are open to other ways the MPP pro-
gram can be improved. More work is needed and the only way to
accomplish that is through a new farm bill. Making the MPP pro-
gram more attractive for dairy farmers is vital to ensuring partici-
pation in the program and the safety of America’s dairy industry.

In addition to the challenges we face with the MPP, we are
greatly concerned over challenges to our export markets and a need
for immigration reform. Child nutrition also is an important key
issue for our industry. Reintroducing one percent flavored milk
back into the schools will help ensure that children have access to
the nine essential nutrients and vitamins that milk provides.

Milk also played a big role last year to help the residents of
Flint, Michigan, during a crisis in which they were susceptible to
lead poisoning from contaminated water. MMPA partnered with
the Kroger Company to donate approximately 590,000 servings of
milk to the Flint residents after we learned that calcium and iron
found in dairy products can help mitigate health risks of lead con-
tamination.

Mr. Chairman, Ranking Member Stabenow, and Committee
members, the U.S. dairy industry looks forward to working with
you to improve federal policies that impact those that produce our
country’s food. I appreciate the opportunity to speak with you today
and I thank you for your support of agriculture. I would be happy
to try to answer any questions you might have.

[The prepared statement of Mr. Nobis can be found on page 161
in the appendix.]

Senator STABENOW. Well, thank you to all of you, and Mr. Nobis,
let me also reiterate thanks on behalf of the families of Flint, be-
cause Michigan Milk Producers stepped up right away to help, and
it was terrific to see, and we have had other commodity groups and
farmers in Michigan do the same, but Michigan Milk Producers
really took the lead on that, so it was great.

Let me ask just a brief yes or no for each of you, just to get on
the record again as I did with our first panel. We have had over
500 organizations go on the record saying they do not support cuts
to the farm bill. T think it is important to just ask each of you
again if you still hold that position, if your organization still holds
the position of no cuts in the farm bill. Mr. Atkisson?

Mr. ATKISSON. The National Sorghum Producers does not sup-
port cuts to the farm bill.

Senator STABENOW. Thank you.

Ms. RoGERS. We do not support cuts to the farm bill.
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Senator STABENOW. Thank you.

Mr. RYNNING. Yes. U.S. Canola Association very strongly feels
that there should be no cuts.

Senator STABENOW. Thank you.

Mr. SCHLEMMER. No cuts.

Senator STABENOW. Thank you.

Mr. NoBIs. No cuts for dairy.

Senator STABENOW. Thank you. Well, and let me ask, Mr. Nobis,
you have talked about the, of course, dairy farmers are interested
in the handout. You are not interested in anything that causes
oversupply, but you need an effective safety net. So I wondered the
other witnesses we are hearing from can have both federal crop in-
surance and Farm Service Agency safety nets. Dairy farmers, as
you said, cannot, which has put you at a real disadvantage, and I
wondered if you might discuss the efforts to improve both parts of
the safety net and the proposal that the Farm Bureau and Na-
tional Farmers Union and National Milk have come forward with
as it relates to having the opportunity to have crop insurance for
milk producers.

Mr. NoBis. Well, we think it is a great move forward. The Senate
Appropriations bill, it is a step forward, definitely. But the inclu-
sion of crop insurance type program for dairy is very important to
us all. So it is something we do not have available to us today.

In my association, we are doing member meetings. We started
doing that a year ago. We are in our third iteration right now. Be-
cause of the turmoil in the dairy economy today we find it impor-
tant to meet with our members face to face, to help explain what
is going on and for them to get their questions answered. At every
one of those meetings, the safety net issue comes up, and we have
been with our members and they have been asking about the possi-
bility of a crop insurance type program. It would find a great deal
of support in the countryside.

Senator STABENOW. Thank you. I would like to ask each of you
about how we continue to support beginning farmers, which we
know is so important, in each of our commodity areas and each re-
gion of the country. We know there are barriers, and particularly
if someone wants to go into farming without a family history of
farming, that is a particular challenge.

But I wondered if each of you would talk about the challenges
for beginning farmers, or describe a challenge that faces producers
in your industry, and ways that you and your organizations are
working to support our beginning farmers. What should we be
aware of?

Mr. Atkisson?

Mr. ATKISSON. In today’s farm economy, it takes a tremendous
amount of capital and a tremendous amount of overhead to operate
and to have a farm of any scale, especially within the sorghum in-
dustry and in my part of Kansas. My own personal experience,
through USDA loans, I have never taken one out. It had a bad rep-
utation within our community, there were too many hoops to jump
through, and there were too many red-tape items to follow through
with to get that loan. So when I came out of college and moved
home, I did not use those programs, just because there was so
much red tape involved.
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So I would like to see more young farmers take advantage of
those. I think the low interest rates make them a very attractive
option. However, when I moved home from college as a young farm-
er I did not access those.

Senator STABENOW. Thank you. Ms. Rogers.

Ms. ROGERS. I think it is very important to look at all—like you
are doing, all the farm programs and keep the ones that work. The
PLC program has worked for the peanut farmer, and we would like
to maintain that. I think that helps give the lenders some security,
a safety net, when it comes to young farmers and helps them feel
more comfortable lending to them because they have that safety
net. I think crop insurance does the same thing. It gives them a
safety net so that they feel better loaning to the young farmer.

Senator STABENOW. Thank you.

Mr. RYNNING. Yes, I would reiterate much of what has just been
said. I have a nephew that just started farming within this last
year, with my brother and I, and in the same type of thing the
USDA loan system is very good. It is highly used. But he decided
not to go that route because of the complications and the red tape
and the things involved.

But supporting him even more, I think, because of that, is the
crop insurance system and the PLC and ARC. They become ex-
tremely important at that point.

Senator STABENOW. Thank you.

Mr. SCHLEMMER. Being a sugar farmer, we are a little more
unique than probably some of the other commodities, even though
we grow other commodities also. But we plant the sugar in the
spring; we harvest in the fall. We get all that money into our crop,
but it is a full year before we get our final payment on our sugar.
In the meantime, we borrow money from the CCC, and that en-
ables us to pay our bills as soon as we maybe harvest a grain crop.
We start preparing our ground next year, the next year for beets,
and we are already putting these dollars into it. So come fall, we
cannot just sell our crop. We put it in a pile, it takes six months
to process it, and then we have got to sell it throughout the year.

Our customers are not going to pay us for that sugar until it is
delivered, so the CCC loans are just imperative to the sugar farmer
and to a younger farmer. There is no way that they could ever get
into it without. The bankers would just not loan that much money
that far out.

Senator STABENOW. Thank you.

Mr. Nobis?

Mr. Nogis. I just had conversations with two young couples this
past week. One of them was a first-generation dairy farmer. The
other one was taking over the family farm. Young couples. In both
cases they had everything figured out except for the prolonged
drought in dairy revenue, so the safety net was what was—repair-
ing the safety net, making it more effective—was what they were
most interested in having done.

Senator STABENOW. Thank you. Thank you, Mr. Chairman.

Chairman ROBERTS. [Presiding.] Thank you, Senator.

Let us see here. Dan, I heard a lot of concerns and frustrations
from sorghum growers about a new pest, the sugarcane aphid. So
from the prospective of the farm bill, and pest management in gen-
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eral, what can we do to help fight this pest that is already increas-
ing cost and impacting so much, or how much sorghum is planted
across the country?

Mr. ATKISSON. Well, as you may know, sorghum acres are down
over 35 percent since the introduction of the aphid, and we have
lost close to $430 million alone in the 2016 growing season. So with
the size of our industry, it is a very sizeable pest and it has caused
a very sizeable problem.

Specifically within the farm bill, I think that the research title
is where we can find the most good in helping sorghum farmers
combat the sugarcane aphid. If we can get research dollars within
the farm bill, it would greatly help. We have already invested a
great amount of producer dollars to combat the problem, but within
the farm bill anything that we can get for research dollars is going
to give us, as farmers, a great advantage.

Chairman ROBERTS. Are you aware of any specific research being
conducted?

Mr. ATKISSON. There is research at all the different ARS sta-
tions

Chairman ROBERTS. Right.

Mr. ATKISSON. —and there is also good research going on at
great universities such as Kansas State University, that are going
to greatly benefit us very soon, as farmers in the field.

Chairman ROBERTS. I appreciate that. Senator Hoeven.

Oh, I am sorry. Senator Heitkamp.

Senator HEITKAMP. Okay. I will go next. One of the things that
we have been concerned about in the downturn in commodity
prices and the additional challenge is access to credit. So far it has
been—I serve on the Banking Committee and so I frequently have
conversations with bankers in my state, and we are very concerned
about regulators becoming unaware of what it is like to be in a
cycle like we are in and whether, in fact, we are going to see real
challenges, both in terms of repayment but also in terms of secur-
ing additional operating loans.

I want to hear from anyone or all of you in terms of what you
see right now in trends in your state and whether you share that
concern. Let us start with Mr. Atkisson.

Mr. ATKISSON. Access to capital is extremely important, no mat-
ter what commodity you raise or what sector of agriculture you are
in. Whether those are private lending institutions or whether those
are USDA loans, access to capital is just crucially important.

Within the sorghum industry, we are in a much more arid region
and so generally when we have a downturn in, agriculture econ-
omy, we are hit very hard, very early. Luckily, we have had some
very bumper crops in our area and we have not seen as much of
those problems yet. If we do not see a turnaround in some of these
commodity prices, we could see a very real crisis.

Senator HEITKAMP. So as of yet you have not heard from any of
the producers that they are having trouble accessing credit.

Mr. ATKISSON. In our direct area, no, I have not.

Senator HEITKAMP. Okay.

Mr. ATKISSON. Within other areas, I have.

Senator HEITKAMP. Great.
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Ms. ROGERS. Yes, it is quite a challenge in this industry, too.
Most peanut producers are also cotton producers and corn pro-
ducers as well, and those prices have been very depressed. It has
made peanut producers—some lenders are requiring peanut pro-
ducers to grow more peanuts and messing up our rotations to an
extent, because that is the only crop with somewhat of a

Senator HEITKAMP. So now we have bankers farming.

Ms. ROGERS. Right. Because it is very important the PLC, the
safety net that the PLC provides, as well as some of the marketing
loan programs become very important with your relationship with
your banker.

Senator HEITKAMP. I think the other point that we all want to
make is that without a strong crop insurance program, without a
strong Title 1, access to credit is going to be very, very difficult.

Ms. ROGERS. Almost impossible.

Senator HEITKAMP. Right. These are interlinked. Mr. Rynning?

Mr. RYNNING. Yes, I think in my region of the northwest Min-
nesota there certainly has been an issue with obtaining credit.
Many farmers have gone on to a higher loan bracket, or interest
bracket in their loans, in the private loans. The USDA money gets
eaten up rather quickly. So there are big concerns. There has even
been some declining of loans to certain farmers, with some terrible
consequences, as bad as suicides, and a very critical situation, actu-
ally. That is under good crops. That is under good yields, but poor
pricing. I cannot imagine what would happen if pricing got worse.

Senator HEITKAMP. Well, we are going to find out in North Da-
kota with bad crops this year.

Mr. RYNNING. Yes.

Senator HEITKAMP. Any other comments? Yes, go ahead.

Mr. SCHLEMMER. Sugar farming takes a lot of money. We get be-
tween $900 and $1,000 in a crop before it is harvested. Younger
growers are having a tough time. I know three bankers personally,
they are good friends of mine, and they are very concerned about
their younger growers, and I guess I cannot reiterate enough of
just about how important it is to keep this younger generation in
farming. They are the future of agriculture.

Another thing, when you talk about credit, I mentioned before
about the CCC loans. Without that it just complicates the problem,
and we need to keep not only ourselves in business but these
younger growers coming up.

Senator HEITKAMP. Mr. Nobis?

Mr. NoBIS. After two years of sub-par margins, it is starting to
pinch seriously. Some people cannot get credit. I have a neighbor
who is milking 1,000 cows and farming 5,000 acres. There are no
cows left there. He went through bankruptcy because he could not
get the credit. I am sure there are extenuating circumstances.

I have talked to other people who they have traditionally had a
line of credit. They have maxed out their line of credit, and because
of the prices they just have not been able to repay it so they have
had to term out some loans. They were in a strong position before
it hit, but the deeper we get into this, the more critical it becomes.

But the one thing we have noticed with the bank regulations the
way they are today, the bankers are requiring a lot more informa-
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tion than they used to require. In our own case, they are requiring
annual

Senator HEITKAMP. Yes.

Mr. NoBIS. —in some farmers’ cases, annual appraisals, which
the farmer then has to pay, which is kind of double-edged sword.

Senator HEITKAMP. If you can find an appraiser.

I just wanted to make the point, Mr. Chairman, that we do not
stand alone in securing credit and providing a safety net. We have
got to work with the bankers and the bankers have to know that
we have a strong safety net, in order to keep these producers in
business during tough times.

Chairman ROBERTS. I appreciate that. Thank you, Senator, and
Mr. Nobis, thank you for those comments, more especially with the
regulatory reform that we need all throughout the banking commu-
nity as well, and all lenders.

Senator Ernst.

Senator ERNST. Thank you, Mr. Chair. Mr. Atkisson, in your tes-
timony you mentioned that by putting land out of production for
extended periods, CRP can cause communities and infrastructure
to suffer as a result of less economic activity. Many of the counties
in Iowa, with the highest poverty rates, are also the counties with
the most land enrolled in CRP. Decatur County, for instance, has
a 22 percent poverty rate and has 26.6 percent of its cropland en-
rolled in CRP.

At a time in which rural population growth is stagnant and un-
employment and poverty rates are higher in rural areas than
urban areas, would it be better for us to focus more on targeted
working lands conservation programs instead of land retirement
programs like CRP?

Mr. ATKISSON. I think we can all agree, as farmers, that CRP
does have a place and CRP is important to conservation. We are
no different in western Kansas. We have areas where a lot of land
went into CRP and much of what you said is very true. When you
take land out of production, people do not spend as much money
in town. They do not have to buy as much seed, as much fertilizer,
or as many groceries because they do not have as many people
working the land, so the community falls backwards.

The National Sorghum Producers does greatly support working
lands programs. Programs such as EQIP and CSP have been highly
adopted by sorghum farmers, and there is something—those pro-
grams we support a great deal to incentivize conservation instead
of just taking land out of production.

Senator ERNST. Yes. I think that is really important. We hear
that all the time from young farmers out there, as they are con-
cerned that land availability is not there, and so those young farm-
ers are not engaging in farmers. They are not raising their fami-
lies. They are not sending them to school in our rural communities.
So it is a problem that we do have to address.

Also, in your testimony, you mentioned how greater flexibility in
CRP might help farming communities in times of economic hard-
ship. Can you elaborate a little bit more on what we have been
talking about as well as your stated concerns about, especially,
about over-regulation from the Federal Government and how that
is impacting farmers?
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Mr. ATKISSON. Absolutely. To go ahead and then talk a little bit
about the Endangered Species Act we feel that the Endangered
Species Act has really hamstrung a lot of the tools that farmers can
get into the field these days. Just like the sugarcane aphid, there
are all kinds of different problems that pop up quickly for farmers,
and whether that is insect problems, fungus problems, or whatever
those problems may be, sometimes those pop up very quickly and
it takes a long time to work through a registration process to get
the tool to the farmers that they need desperately right now.

So a lot of times that Endangered Species Act can pop up. A lot
of times that can really hamstring farmers in using the tools that
even EPA has deemed safe. It will keep the farmer from using that
tool and then hurt farmers at the farm gate.

Senator ERNST. Yes, too true. We need to work through some of
that over-regulation and be a little bit more responsive for our
farmers.

Mr. Nobis, just in the last minute and a half that I have here,
I do appreciate you mentioning, in your testimony, the challenges
the dairy industry has in finding enough employees to care for the
cows every single day of the year. I regularly hear this from live-
stock producers across Iowa, as we are really suffering from those
same decrease in numbers of the farm kids, and I am sure you are
seeing that in Michigan as well.

What do you think we can do to help keep our young folks in our
farming communities and attract newcomers into our rural areas?

Mr. NoBis. We have been trying to do that for many, many
years. Obviously, a viable dairy economy, a viable agricultural
economy is going to keep more people at home. We have seen, in
the last 10 years or so, in my state, anyway, an increase in the
number of young people ‘that we see on the farm.

Going through the troubling times we are right now, with the
economy, they are starting to question why they came back to the
farm. I think it is the volatility in agriculture. If we can remove
more of the volatility, which means an adequate safety net, I think
that is going to help keep people involved in agriculture. They love
it. They come back because they like it, but if you cannot provide
an adequate income lifestyle for your family, it does not last.

Senator ERNST. Certainly. I appreciate your input. Thanks to all
the panelists. Thank you, Mr. Chair.

Chairman ROBERTS. Thank you, Senator. Senator Casey, if you
could hold for a moment I am going to recognize the leader. Leader
McConnell is going to introduce this panel’s first witness, “this
panel” meaning the next panel.

Senator, would you proceed please.

Senator MCCONNELL. Thank you, Mr. Chairman. I appreciate
you taking me out of order here. One of my old and dearest friends
will be testifying on your next panel, and it is my privilege to be
here today to represent—to introduce the President of the Ken-
tucky Farm Bureau Federation, Mark Haney, of Pulaski County,
Kentucky. Mark is a proud Kentucky farmer. It runs in the family.
He and his brother, Don, grow apples and peaches and raise cattle
on their farm near Nancy.

First elected as President of the Kentucky Farm Bureau in 2008,
Mark has proven—has a proven record of advocating on behalf of
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our farmers, farm families, on both state and national issues. As
a member of the American Farm Bureau Federation Board of Di-
rectors, Mark is here today not only representing farmers from
Kentucky but also as an advocate on behalf of millions of farm fam-
ilies across our country.

Representing nearly every part of the agricultural economy, the
American Farm Bureau Federation can share important informa-
tion with us as we continue our work on the 2018 Farm Bill.

I am thankful to have a fellow Kentuckian in a leadership role
at AFBF, ensuring that Kentucky’s priorities are always a part of
the national agriculture conversation. Knowing Mark personally for
many years, he has shown himself to be a strong leader in Ken-
tucky’s robust farming sector. Like most of the home states of
members of this Committee, Kentucky has a vibrant farming com-
munity that deserves our support. We also are a state that pro-
duces a diverse array of agricultural commodities—horses, cattle,
corn, soybeans, and tobacco, just to name a few. Kentucky has a
long history of supporting family farmers who are impacted by an
array of programs under the farm bill.

When I first entered the Senate, I knew I wanted to sit on this
Committee, to be Kentucky’s voice on our nation’s agricultural poli-
cies, a position that I am honored to still hold today.

Through the years, Mark and the Kentucky Farm Bureau have
provided valuable insight, to me, as a member of this Committee,
and I want to thank Mark again for all of his support over the
years. This morning he will continue to aid our work, highlighting
the priorities for farmers in Kentucky and across the nation. His
testimony will provide useful insights into the challenges facing
American farm families and how Congress can help.

So thank you, Mr. Chairman. I appreciate the opportunity to in-
troduce Mark this morning, and I look forward to working with all
of us together as we move toward writing a new farm bill in 2018.

Thank you so much.

Chairman ROBERTS. Leader, if I might suggest 17 might be a
better number. I know we are busy in the fall but as I have said
to you before, I think this Committee and the last effort that Sen-
ator Stabenow and I had, we marked the bill up one morning and
took only two days on the floor. If we can do that again and have
an agreement, I will be knocking on your door.

Senator MCCONNELL. The sooner the better. Thanks a lot.

Chairman ROBERTS. Senator Casey.

Senator CASEY. Thank you, Mr. Chairman. I want to thank the
panel for your testimony, your presence here. I am going to focus,
I think, most of my questions to you, Mr. Nobis, just to focus on
dairy for a couple of minutes.

I come from a state where, like a lot of states, it has been more
difficult, and in some cases a lot worse, when it comes to dairy
farming than bright days. So it has been a difficult number of
years for these families, as you know.

I guess the first question I have is a concern about perception.
In your testimony you said that your members are frustrated and
have lost faith in the Margin Protection Program, and I hear that
same sentiment expressed across Pennsylvania. So I guess the first
question is that perception question. Because that is the percep-
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tion, if not the reality, of the program, for those farmers and their
families, do you think that perception is so poisoned that farmers
may be reluctant to embrace the program in any fashion, even with
improvements?

Mr. NoBIS. No, I do not think so. It is a hurdle, there is no ques-
tion about it, but if we can work together and present something
that will work, I think the producers will see that and they will ac-
cept it. I do not think it is unfixable. I think we can do it, we can
work together.

Senator CASEY. Yes. You also talk, in your testimony, about
the—both feed costs and feed formula calculations included in the
Margin Protection Program, and as we look to that set of improve-
ments that you are referring to, do you think feed formula is where
we ought to focus in the work that we do, in terms of attention and
funding, as opposed to reducing premiums?

Mr. NoBis. I know there is always a money issue, but we spent
a lot of time, and I was on the committee at National Milk that
worked on that program prior to the 2014 Farm Bill, and there was
a lot of effort went into coming up with the right formula to gauge
the feed cost on the farm, because it is one thing that producers
see through. So if we do not fix that, I am not sure but what we
are going to have problems down the road with perception again.

Senator CASEY. Yes.

Mr. NoBiS. I mean, you can do it either way. I get that. But pro-
ducers look at that feed cost and if it is not accurate they are going
to say, “Well, that is not my feed cost,” and they are maybe not
going to trust the program.

Senator CASEY. I know that you and your members have been
working at this for a good while, and I just want to ask about, in
terms of your own discussions. Have you discussed any type of ei-
ther farmer-led or industry led inventory management program?

Mr. NoBis. Ad nauseam, to be honest. But you know farmers
very well, and I think you know what the answer is. We are so
independent that we do not want to do anything like that, and that
is what we always end up with.

I have thought about it an awful lot. Maybe from the pricing
angle we send the wrong signals. We do not send the right signal
quick enough when we have got more milk than what we need. But
we look at it—in my co-op we look at just what Michigan Milk
could do, and we could do an inventory management program.
There is no question about it.

But within the state borders of Michigan, we produce—market
about 43 percent of the milk. Even if we do something within our
own co-op, it is not going to have an effect on milk prices, and we
go through a chart and explain it to our members. The only thing
that is going to change here is maybe the out-of-state transpor-
tation cost. The price of milk is still going to be basically the same.

So even if you do it on the state level, the state of Michigan, for
example, produces 5 percent of the nation’s milk supply. So even
that is not going to have an effect, and besides which we cannot
get together as co-ops and have a combined supply management
program because that would be collusion—we cannot do that.

It is really an international issue. I mean, we have gotten so
good in agriculture, everything we do, and it is not isolated to one
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area of the globe. The information is there. It can be used wherever
weather conditions, the geography allows it. So it is a bigger prob-
lem than what we can solve within the United States. As far as
supply management, it is an international issue, but even then we
have to deal with the weather. So we do something and set a sup-
ply management program and then one area of the globe has a
huge weather impact issue and now we are under the gun because
we shorted the food supply. If it were simple we would do it, I
guess.

Senator CASEY. Thanks very much. I appreciate your testimony.

Chairman ROBERTS. I want to thank all the panel. You are ex-
cused and we welcome the next panel to come forward. Thank you
so much.

[Pause.]

Chairman ROBERTS. We welcome the final panel.

Mr. Haney, you have already been introduced by the Majority
Leader of the United States Senate. I cannot top that, but we wel-
come you to the panel.

Mr. Roger Johnson has served as the President of the National
Farmers Union since 2009. He is a third-generation family farmer
from Turtle Lake, North Dakota. Previously, he served as the
North Dakota Agricultural Commissioner and the President of the
National Association of State Departments of Agriculture. Roger,
thank you so much for joining us today.

I now turn to Senator Stabenow to introduce our next witness.

Senator STABENOW. Well, thank you so much. I know that Sen-
ator Gillibrand had hoped to be here. We are all, unfortunately,
trying to juggle many committees this morning, so she may be able
to join us. But I am very pleased to introduce Ms. Lindsey Shute,
the Executive Director and Co-Founder of the National Young
Farmers Coalition. Originally from Ohio, Mrs. Shute and her hus-
band, Ben, own and operate Hearty Roots Community Farm, a 900-
member CSA in the Hudson Valley of New York. As her role as Ex-
ecutive Director, Ms. Shute has grown the coalition from a few vol-
unteer farmers to a grassroots base of over 120,000 members from
26 different states. Very impressive.

In 2014, Ms. Shute was recognized by President Obama as a
champion of change in agriculture. Ms. Shute is a graduate of New
York University and Bard College, where she recently delivered the
Distinguished Alumni Lecture. Welcome.

Chairman ROBERTS. Senator Cochran wanted to introduce you,
Mr. Cole, and so I am going to stand in for him in that he has
other duties that he has to perform at the present time.

Mr. William Cole, from Batesville, Mississippi, is a life-long resi-
dent of the Delta. Mr. Cole has been serving farmers as a crop in-
surance agent for 22 years. Thank you for that. He also raises cat-
tle and quarter horses with his family. He is the current President
of the Crop Insurance Professional Association. Thank you for your
dedication to crop insurance and to producers. I look forward to
your remarks.

Senator Ernst and Senator Grassley were going to introduce our
next witness. Ron Rutledge, from West Des Moines, Iowa, where he
currently serves as President and CEO of Farmers Mutual Hail In-
surance Company. Mr. Rutledge also serves on the Board of Direc-
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tors for the National Crop Insurance Services and is Chairman of
the Board of the Crop Insurance Research Bureau. Thank you, sir,
for your continued work to improve and defend crop insurance. We
look forward to your testimony.

I now turn to Senator Stabenow to introduce our next witness.

Senator STABENOW. Thank you so much. With us today is Ms.
Mandy Minick, the Washington State President for Northwest
Farm Credit Services. Ms. Minick grew up in Snohomish, Wash-
ington, on a small farm, and attended Cal Poly Pomona, where she
studied agricultural business management. In her 24 years with
Northwest Farm Credit she has served as a credit officer and a
branch manager with a portfolio of mainly dairy and wine grapes.
Ms. Minick now oversees the lending and insurance services team
in Washington State as President, so thank you for being here.

Chairman ROBERTS. Our next witness, wrapping up what obvi-
ously is an excellent panel. Mrs. Brenda Kluesner is from outside
of Bloomington, Wisconsin. Mrs. Kluesner is a loan officer and crop
insurance manager with Royal Bank, a locally owned and operated
community bank serving central and southwestern Wisconsin. She
has over 20 years of experience working with farm service agency
programs, both as a lender and also as the owner of a cow-calf op-
eration along with her husband.

Mrs. Kluesner, thank you so much for joining us today, especially
from your perspective as a producer and as a loan officer. We have
had a lot of talk about this and you can add to this, I am sure.

Mr. Haney, please proceed.

STATEMENT OF MARK HANEY, PRESIDENT, KENTUCKY FARM
BUREAU FEDERATION, LOUISVILLE, KENTUCKY

Mr. HANEY. Thank you, sir, and thank you, Mr. Chairman, and
Ranking Member Stabenow, and members of the Committee.
Thank you for allowing us to be here.

I represent a fifth generation on our family farm in Nancy, Ken-
tucky. My brother and I produce apples, peaches, and beef cattle.
We also have a Farm Bureau roadside farm market, where we sell
produce from our farm, as well as cider, jelly, jams, all other baked
products at the farm level.

The farm bill is one of the most important pieces of legislation
related to agriculture, and what is most important to our farm fam-
ilies is the ability to stay on the farms in Kentucky and across the
country. But in doing so, we must face down challenges, such as
financing for our young farmers and farm families, who want to
continue the legacy of rural America; regulations that threaten to
make certain ag sectors extinct; and conservation issues, such as
adequate water resources for agricultural uses.

I want to draw your attention to the two charts included in my
testimony, as they do highlight the realities of the situation farm-
ers and ranchers are facing in today’s agriculture economy. The
farm sector debt-to-income ratio is at a concerning level, and de-
pending on what happens with the crops this year it could be even
higher as we begin 2018.

The second chart shows how quickly working capital has fallen
over the last five years, but if low prices persist, for many commod-
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ities, farmers will have gone through their working capital pretty
soon.

I draw your attention to these two charts because they provide
a good visual of the need for a strong safety net in the upcoming
farm bill. The American Farm Bureau Board of Directors met two
weeks ago to discuss our recommendations for the farm bill. Our
recommendations are not set in stone. Rather, they are designed to
provide the necessary flexibility to ensure that Farm Bureau is pre-
pared to work with you in achieving the best possible farm bill that
meets our key farm policy objectives while assisting you in meeting
the challenges this important legislature will endure.

Farm Bureau recommends the following provisions, in particular,
for your consideration.

Our farmers strongly support continuation of the Price Loss Cov-
erage program and the Agriculture Risk Coverage program. They
want a choice of which risk management program works best for
their operation. They want both programs to work so that the deci-
sion is truly a choice. Our farmers support the opportunity for all
farmers to re-elect and/or re-enroll in Title 1 programs and believe
that all Title 1 payments should be made on historic rather than
planted acres.

We have all heard about the discrepancy in ARC payments
across county lines, and we believe that this can be remedied by
allowing farmers to select the higher of the five-year Olympic Aver-
age or 10-year yield for the 10-year average yield. In addition, the
reference price used as the floor for the ARC—County programs
should be increased 5 percent for corn, soybeans, wheat, sorghum,
and other minor crops.

We support a cotton lint program and/or designated cotton seed
as another “another oilseed” to make cotton eligible for Title 1 com-
modity support payments.

The Dairy Margin Protection Program must be improved and we
have a suggested package of reforms that continues a two-tiered
approach to providing a safety net for dairy, and that increases the
feed ration formula by 10 percent. The increase in costs to do with
this are offset by adjusting the premium rates and by increasing
the administrative fee for cap coverage.

We want to increase the 520 million annual cap on livestock in-
surance products to $75 million annually. This will allow dairy,
beef, swine, and sheep producers to have more opportunity to in-
sure their risk.

The Conservation Reserve Program has been a huge topic within
our membership. It is critical that USDA be required to update
rental rate data for the Conservation Reserve Program every year
rather than every other year. It is also important that the polli-
nator rental rate be capped at the lower of $300 per acre or 90 per-
cent of the average county cash rent for the type of land that is
entered into the pollinator program. We will likely have more rec-
ommendations on rental rates in a few weeks.

Suffice it to say, we have had many members express concerns
about CRP rental rates exceeding land rental rates and making it
exceeding difficult, especially for beginning farmers, to be able to
rent land. We do not support increasing the cap on CRP above the
current 24 million acre cap. We would also like to make parcels of
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land that been enrolled in the general CRP for two contracts being
eligible for re-enrollment.

I want to thank you for allowing me to participate this morning.
I W(ﬁﬂd be happy to respond to questions later. Thank you very
much.

[The prepared statement of Mr. Haney can be found on page 97
in the appendix.]

Chairman ROBERTS. Thank you, Mr. Haney. Roger, you are up
to bat.

STATEMENT OF ROGER JOHNSON, PRESIDENT, NATIONAL
FARMERS UNION, WASHINGTON, DC

Mr. JOHNSON. Thank you, Chairman Roberts and members of the
Committee. Thanks for the opportunity to testify today and the
work this Committee is doing to understand the challenges that
face agriculture.

I serve as the President of the National Farmers Union. We rep-
resent about 200,000 family farmers, ranchers, and rural members,
and we work to improve the well-being and quality of life for these
folks by advocating for grassroots-driven policy adopted annually
by our membership.

Commodity programs, access to credit and crop insurance will be
key components of the 2017 farm bill, if it is possible. This rings
especially true as we continue to witness pressure in the country-
side as commodity prices remain low and farmers and ranchers
struggle to adjust.

We are three years into this downturn. Forecasts by USDA point
to a prolonged period of depressed prices. Given this scenario,
Farmers Union believes that the farm bill safety net should provide
meaningful assistance in two fundamental circumstances—when
disaster strikes and when prices are low and remain below the cost
of production for extended periods of time. These two scenarios
have separate solutions. The first is crop insurance and the second
is commodity programs.

Our current environment has negative implications for producers’
access to credit. During fiscal year 6, FSA set a new record across
its loan portfolio. Obligations of direct and guaranteed operating
and farm ownership loans reached $6.3 billion, highest in FSA’s
history. At the same time, servicing metrics associated with the
programs got worse, as delinquencies rose and debt restructuring
increased among private sector lending. Confidence is down and
stress on portfolios are up, according to both public and private re-
ports. Nearly 90 percent of agricultural lenders report an overall
decline in farm profitability in the last 12 months.

To combat periods of prolonged low prices, our members believe
a strong safety net is required. Much discussion and debate has
centered on programs that fit the budget. Using the budget as a
starting and ending point for the nation’s agriculture safety net is
problematic from our perspective. Feeding the nation is a national
security priority and should be treated as such. As recently as
April, the President reaffirmed this belief—we must maintain farm
programs that help offset low prices until favorable prices return.

To that end, we urge this Committee to raise reference prices
under the PLC, improve operability of ARC, return cotton as a cov-
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ered commodity, and rework the dairy safety net. It is important
to note that last week the Senate Appropriations Committee took
important steps related to cotton and dairy, but I would urge you
to use this as a starting point, not a final solution.

We must ensure that the next farm bill provides a meaningful
backstop for dairy and cotton operations. While we encourage alter-
ations to ARC, PLC, and MPP programs, our members are con-
cerned that the costs of improvements to one program will come at
the expense of another. NFU urges this Committee to add money
where needed in order to improve these programs.

The assistance that Title 1 programs are providing is com-
plemented by the role of crop insurance, which provides an essen-
tial risk management tool to farmers. Crop insurance changes con-
tained in the 2014 Farm Bill pertaining to policies such as NAP
and the Whole-Farm Revenue Protection program have proven an
important springboard for farmers, especially beginning farmers,
into crop insurance.

While both NAP and WFRP have a long way to go in the eyes
of these populations, they are an important introduction. Farmers
Union urges this Committee to look further at these programs, spe-
cifically expanding beginning farmer discounts from 5 to 10 years,
reducing the record-keeping burdens that have created a barrier to
use, removing livestock operations from being counted towards the
livestock insurance cap, and reworking the $1 million livestock li-
ability limit on this program.

Diversity on the farm leads to less risk. We should encourage
farmers to seek that additional diversity. Farmers Union believes
there are minor changes that can be made within the federal crop
insurance program that incentive rather than punish producers
seeking additional conservation benefits.

There are many challenges facing agriculture today. This Com-
mittee faces a challenging task ahead as it begins to grapple with
these problems. Farm bill safety net needs to be improved, crop in-
surance needs to be protected, and access to credit needs to be in-
creased, all for the benefit of family farmers. Our collective is to
continue working to provide help when and where needed, and en-
courage the continued growth and success of our most vital indus-
try—agriculture.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Johnson can be found on page
125 in the appendix.]

Chairman ROBERTS. We thank you for your testimony. We turn
now to Ms. Shute.

STATEMENT OF LINDSEY LUSHER SHUTE, HEARTY ROOTS
COMMUNITY FARM AND CO-FOUNDER AND EXECUTIVE DI-
RECTOR, NATIONAL YOUNG FARMERS COALITION, HUDSON,
NEW YORK

Ms. SHUTE. Chairman Roberts, Ranking Member Stabenow—
thank you for the introduction—members of Committee, my name
is Lindsey Lusher Shute and it is a distinct honor to be here with
you today.

Our country needs farmers. The generation of men and women
who have stewarded our land, who have grown food for the nation
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are aging, and there are simply not enough young people ready to
step up and take their place. Between 2007 and 2012, our nation
lost 90,000 principal operators. Farmers over the age of 65 now
outnumber farmers under the age of 35 by a margin of 6-to-1. Two-
thirds of farmland is managed by someone aged 55 or older. Then
in the next five years, the span of the next farm bill, we expect that
100 million acres of U.S. farmland will need a new farmer.

The only way to bring young people back to agriculture is to
prove to them that it is a career worth pursuing. We must prove
to them that you can still start farming in your 20s, when you have
a good back, good knees, lots of energy. We must prove to them
that farming can support you through all stages of life—through
having children, through retirement, through hardship. The only
way that we are going to be able to prove all of these things is to
ensure that people who are young and who are farming today, we
have to make sure that they make it, and that is why I am here.

Young Americans are farming, and many more are getting
trained. In the last Census of Agriculture, in fact, we saw the first
increase in the number of young people farming under 35 years old,
the second time we have seen this in the last century, so that is
significant. If these farmers make it, I believe more will follow.
These millennials, multi-generational farmers, first-generation
farmers, veterans, former farm workers, they are entrepreneurial
and tough, but far too many are finding that is just not enough.

Young farmers and ranchers struggle with finding farmland,
managing student debt, affording health care, as well as deep bi-
ases that disadvantage women and people of color who are farming.
Land access is dire. Over the past 15 years, farmland real estate
prices have gone up by 150 percent, and as farmland prices rise
faster than farm incomes, farmland ownership, that foundation of
a successful family farm, grows further out of reach.

Serving young farmers will require new ways of doing things and
working together to protect opportunity for all growers. There are
certainly changes that young farmers need in the next farm bill
and from USDA, but I want you to know that actions by this Com-
mittee and USDA are making a difference, and we need to build
on this progress in the next farm bill.

FSA’s microloans are essential. FSA’s new beginning farmer re-
gional coordinators, and its cooperative agreements with organiza-
tions like ours, are bringing these programs to more farmers.

We urge FSA and USDA to finally modernize its services and put
them online. To address farmland prices, we need to address the
direct farm ownership loan limit up and pre-approve farmers for
loans so they can actually compete on the real estate market with
an FSA loan. Farmland conservation funding must also be in-
creased to keep prices in check and, of course, to protect our land.

Farm safety net programs are critical and new products like
Whole-Farm Revenue Protection, NAP discounts for beginners, and
NAP buy-up are covering more growers and they should be fully
supported. But business models that young farmers are turning to,
like community-supported agriculture, CSA, like my farm, they still
do not fit these programs and many of them have no insurance
whatsoever.
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We urge you to further strengthen the safety net and help farm-
ers to save for tough time through tax-deferred or tax-free farmer
savings accounts. These savings accounts could also help young
growers save for future farm needs.

We also encourage this Committee to address student debt.
Chairman Roberts, we are grateful for your efforts to expand GI
Bill benefits for veterans pursuing careers in agriculture. That is
tremendous. This is the right direction. We encourage the Com-
mittee to explore ways that all young farmers pursuing farm ca-
reers could manage student debt, because it is, frankly, interfering
with their ability to secure additional credit.

Farming is a career that is easy to love, but to recruit the next
generation of farmers it must also provide a decent living. We look
forward to working with the Committee to make that possible.

On behalf of the National Young Farmers Coalition’s 36 farmer-
led chapters, thank you for this opportunity.

[The prepared statement of Ms. Shute can be found on page 224
in the appendix.]

Chairman ROBERTS. Ms. Shute, thank you so much for that very
excellent testimony regarding when and where the next generation

of farmers can come aboard.
Mr. Cole.

STATEMENT OF WILLIAM COLE, STONE CORNER FARMS AND
CHAIRMAN, CROP INSURANCE PROFESSIONALS ASSOCIA-
TION, BATESVILLE, MISSISSIPPI

Mr. CoLE. Chairman Roberts, Ranking Member Stabenow, thank
you for the privilege to testify today. My name is William Cole and
I am a crop insurance agent from Batesville, Mississippi.

Speaking before this Committee is a little surreal. After all,
Chairman Roberts and many members of this Committee have
been the driving forces behind legislation that built the framework
for crop insurance to become what it is. Today, farmers willingly
pay $4 billion out of pocket each year and insure more than 130
different crops on 90 percent of all U.S. acres, 290 million acres in
all, covering some $100 billion worth of liability. Thank you, Mr.
Chairman, and all the members of this Committee for all you have
done to ensure American farmers and ranchers have something as
basic as insurance.

I am the Chairman of the Crop Insurance Professional Associa-
tion. CIPA agents sell in insurance just about every state, serving
the risk management needs of our producer customers, so I greatly
appreciate that mitigating risks is the focus of today’s hearing.
Crop insurance helps farmers secure credit, invest in better equip-
ment and technology, and better market their crops. It also sta-
bilize the economies of our rural communities, especially in natural
disasters.

But it was not always this way. In my written testimony, I spent
considerable time on the 80-year history of crop insurance, and es-
pecially the watershed laws of 1980, 1994, and 2000, that moved
us to private delivery and laid the firm foundation for the meteoric
rise in both participation and coverage levels over the last 20 years.

It is this growth that finally put an end to costly unbudgeted, ad
hoc crop loss disaster programs, and crop insurance has served tax-
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payers and farmers well in other ways too, consistently coming in
under budget. Since the 2008 Farm Bill, crop insurance has yielded
some $17 billion in savings. According to the June 2017 CBO up-
date, we are now on target to save taxpayers another $6.7 billion
over the next 10 years.

Despite these great advances, there is still much room for im-
provement. We believe it should be the goal of all crops and regions
to have access to high-quality, affordable options. Certain changes
made in the 2014 Farm Bill have helped. The yield exclusion, ex-
pansion of enterprise units, whole-farm insurance, and beginning
farmer provisions have been very successful.

But there are a few provisions that have not performed as well.
Linkage of conservation compliance to crop insurance is an exam-
ple of where we have gained little in exchange for a lot of effort,
and some tragic stories of lost coverage in the wake.

Area plans of insurance, including SCO and STAX for cotton,
have also underperformed, we believe due to producer weariness to-
ward paying money for coverage that is not tailored to the risk on
their farm.

Looking forward to the 2018 Farm Bill, we believe that Congress
should consider the three following principles: that the current
farm bill is, in fact, below budget; that crop insurance is critical
and gives taxpayers a big bang for the buck; and that farmers need
a strong Title 1 for times of depressed markets like these, and
Eaﬁed on this, Congress should proceed to enact a strong new farm

ill.

We have to acknowledge that while crop insurance is working,
the critics have set it up as their big target. Legislation backed by
the Heritage Foundation and EWG would do irreparable harm to
farmers and ranchers. Dr. Art Barnaby of Kansas State University
sums it up this way: “If all these crop insurance changes were to
pass, it would kill crop insurance, and if just one of them were to
pass, it would upset the equilibrium and start the death spiral.”

What are they proposing and what would it impact? Well, arbi-
trary limits on coverage and on premium discounts and an AGI
means test would damage the risk pool. Further cuts to A&O and
company rate of return would kill the private delivery, and the
publication of insurance contracts would be used to distort informa-
tion against farmers. At bottom, these proposals would unravel the
work Chairman Roberts did 17 years ago, and the work of Senator
Leahy 23 years ago, and return us to an annual need for
unbudgeted, ad hoc crop loss disaster programs. We would strongly
urge you to reject these proposals that are not designed to reform
but destroy.

Finally, I want to say a word about program integrity, the reason
CIPA was created 20 years ago. While any form of insurance has
its bad actors, the universe in crop insurance is small. In most
years, the farmer writes a check rather than the insurance com-
pany. In 2016, only 19 percent of all policies received an indemnity.
Moreover, the improper payment rate was just 2.02 percent, rough-
ly half of the government-wide average.

So this is a good story but we can do even better, just as working
together we can enact a strong new farm bill, on time, that fully
protects federal crop insurance. CIPA stands ready to help.
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Thank you once again for the privilege of testifying today.

[The prepared statement of Mr. Cole can be found on page 85 in
the appendix.]

Chairman ROBERTS. Mr. Cole, thank you for an excellent state-
ment.

Mr. Rutledge.

STATEMENT OF RON RUTLEDGE, PRESIDENT AND CEO, FARM-
ERS MUTUAL HAIL INSURANCE COMPANY OF IOWA, WEST
DES MOINES, IOWA

Mr. RUTLEDGE. Good morning, Chairman Roberts, Ranking Mem-
ber Stabenow, and distinguished members of the Senate Ag Com-
mittee. I would like to thank you for having me here today to tes-
tify about crop insurance and the vital role it plays in providing
risk management to farmers across the country. I would also like
to thank this Committee for all of the support for crop insurance.

My name is Ron Rutledge and I am President and CEO of Farm-
ers Mutual Hail Insurance Company of Iowa, one of the 16 Ap-
proved Insurance Providers that sells crop insurance policies to
farmers and ranchers across the country. Farmers Mutual Hail was
founded by my great-grandfather in Iowa in 1893, and we have
been providing crop insurance to farmers for 125 years.

I am also Chairman of the Crop Insurance and Reinsurance Bu-
reau, and I am a Board member on the National Crop Insurance
Services.

As an Approved Insurance Provider, we underwrite crop insur-
ance policies, which means we share in bearing the risk of policies
so a taxpayer is not entirely on the hook for any loss. We hire
agents to sell policies and adjusters to assess and confirm losses.
We invest in technology, training, and services to ensure the high-
est integrity of the program.

As an industry, we are proud to sell crop insurance in all 50
states and to all types of farmers. Our industry covers farms of all
sizes and covers more than 100 different commodities, including a
significant number of specialty crops. For those crops without spe-
cific coverage, whole-farm revenue insurance is available. Crop in-
surance is continuously evolving and recent advances have in-
cluded improvements in organic policies and additional benefits for
beginning ranchers and farmers.

I cannot stress enough the breadth and depth of the protection
that is provided by crop insurance. Crop insurance protects farmers
and ranchers in every single state represented in this room today.
Crop insurance was purchased on almost 280 million acres of farm-
land in 2016, well over 90 percent of the 300 million acres available
in the United States. Crop insurance policies protected $95 billion
worth of liabilities in 2016. Crop insurance protected more than
$18 billion in liabilities for specialty crops alone, a number that has
increased significantly in recent years.

As you all know, crop insurance policies must be purchased by
farmers and only pay an indemnity when producers face a
verifiable loss above and beyond their deductible. Last year, losses
from drought were concentrated in the Northeast, with New Hamp-
shire and New York and Rhode Island all having losses that ex-
ceeded the premiums for the year. Arkansas, Louisiana, and North
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Carolina also had difficult years, with loss ratios well over 100 per-
cent.

This year, crop insurance will come to the assistance of farmers
in the Dakotas and Montana that are facing a devastating drought;
farmers in Alabama for losses from Tropical Storm Cindy; farmers
in Michigan for losses from the double-whammy of a late spring
freeze and flooding; and farmers in Kansas who endured both prai-
rie fires and late-season snowstorms, and that is just so far. There
is a lot of growing season left.

Yet despite the critical role crop insurance plays in providing fis-
cally responsible protection to farmers, we know crop insurance
will face attacks during the 2018 Farm Bill process. I believe many
of these attacks are fueled by misinformation, which is covered in
my written testimony but we simply do not have time to cover it
today.

I would like to point out, however, that on average, over the last
five years, 54 percent of Farmers Mutual Hail customers paid pre-
miums out of their own pockets and received zero indemnity pay-
ments. That is not an investment looking to earn a return; that is
how insurance is supposed to work.

Today I would like to ask this Committee to continue your sup-
port for the private sector delivery of crop insurance, as well as for
affordable and effective crop insurance for producers of all sizes,
crops, and regions. I ask that you oppose efforts to harm crop in-
surance during the 2018 Farm Bill, and specifically, I urge you to
oppose the policies put forward in the AFFIRM Act, or S. 1025.
This bill includes harmful policies such as cuts to the private sector
delivery of crop insurance, cuts to the premium discounts provided
to America’s farmers and ranchers who purchase crop insurance,
and multiple forms of means testing.

Again, I thank you for having me here today and for your contin-
ued support. I look forward to answering any questions you have,
and I am happy to be a continuous resource for you during the
farm bill process. Thank you.

[The prepared statement of Mr. Rutledge can be found on page
180 in the appendix.]

Chairman ROBERTS. Well, thank you, Mr. Rutledge. I am going
to mark you and Mr. Cole down as being in favor of crop insurance.

[Laughter.]

Chairman ROBERTS. Mrs. Minick.

STATEMENT OF MANDY MINICK, WASHINGTON STATE PRESI-
DENT, NORTHWEST FARM CREDIT SERVICES, PASCO, WASH-
INGTON

Mrs. MINICK. Mr. Chairman, Ranking Member Stabenow, and
members of the Committee, thank you for allowing me to testify
today on behalf of the farm credit system.

My name is Mandy Minick and I am the Washington President
of Northwest Farm Credit Services. We provide financing, crop in-
surance, and related services to farmers, ranchers, agribusinesses,
commercial fisherman, timber producers, and rural homeowners in
Washington, Oregon, Idaho, Montana, and Alaska. Northwest is
part of the nationwide farm credit system. Farm Credit’s mission
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is to support rural communities and agriculture with reliable, con-
sistent credit and financial services.

We are here today to talk and advocate for a strong farm bill.
Farm income has fallen, along with commodity prices, over the past
several years. Similar to the producers we serve, Farm Credit built
financial strength in anticipation of this challenging economic
cycle.

Like most, we could not predict when this cycle would begin or
end, but experience told us it was coming and our institutions pre-
pared for it. We built capital, we loaned conservatively. Today,
Farm Credit is financially stronger than it has ever been, and is
prepared to use those strengths to support our customer-owners
and continue to fulfill our mission.

Our philosophy on credit today is this: we know our customers
well, understand, and respond to their needs, and work coopera-
tively with them to analyze and structure transactions to provide
them with the best chance to succeed.

The current cycle in agriculture makes this Committee’s work on
the next farm bill crucial. We need a strong farm bill to provide
a safety net against sustained market downturns. We strongly sup-
port maintaining and improving federal crop insurance programs,
along with agriculture risk coverage and Price Loss Coverage pro-
grams. This is the heart of a strong farm bill.

Whole-Farm Revenue Protection has expanded options for spe-
cialty crop, organic, and diversified crop producers, allowing them
to insure all their crops at once instead of one commodity at a time.
A viable federal crop insurance program, including WFRP, is vital
to the flow of credit to farmers and ranchers, particularly those
that are young and beginning, who typically have less collateral
and equity.

Without the risk protections provided by crop insurance, agricul-
tural lenders would have to tighten underwriting standards, mak-
ing it more difficult for farmers to plant crops and replace capital
assets. Economic growth would slow and rural communities would
suffer.

As the farm economy continues to soften, Farm Service Agency
guaranteed and direct loans are even more important, particularly
for young and beginning producers. We are grateful for the leader-
ship of Senator Hoeven on this issue, as I understand he is work-
ing to enhance the current FSA guarantee limit. FSA guarantees
provide Farm Credit institutions additional flexibility to help cus-
tomers survive a potentially extended economic downturn.

Infrastructure that supports rural communities and links them
to global markets has helped make the U.S. the unquestionable
leader in agricultural production. However, our deteriorating infra-
structure threatens this leadership position.

We hope that the Committee will urge the Farm Credit Adminis-
tration to re-establish a program that facilities partnerships be-
tween Farm Credit, commercial banks, and USDA to build commu-
nity facilities in rural areas.

The lack of a reliable, stable, and legal workforce threatens the
economic health of our farmers. The labor shortage negatively im-
pacts our economic competitiveness, local economies, and jobs. We
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need an appropriate reform to address the agricultural labor short-
age.

Thank you again for allowing me to testify, and we look forward
to working with the Committee to pass the farm bill.

[The prepared statement of Mrs. Minick can be found on page
151 in the appendix.]

Chairman ROBERTS. We thank you very much for your testimony.

Mrs. Kluesner.

STATEMENT OF BRENDA KLUESNER, LOAN OFFICER AND
CROP INSURANCE MANAGER, ROYAL BANK, CASSVILLE, WIS-
CONSIN.

Mrs. KLUESNER. Thank you, Mr. Chairman. I am Brenda
Kluesner, Loan Officer and Crop Insurance Manager at Royal
Bank, Cassville, Wisconsin, testifying on behalf of ICBA.

Royal Bank is a $400 million community bank, serving 19 Wis-
consin locations, with over $90 million in ag loans, and providing
crop insurance for over 20,000 acres. Our nation’s 5,800 community
banks are vital to agriculture. Passing the new farm bill next fall
will be helpful, and a five-year time frame will provide certainty for
farmers and their lenders making business planning decisions.

My testimony suggests five principles for the next farm bill: pro-
vide adequate funding to weather a potential farm income or farm
credit crisis; consider any program changes that could help pro-
ducers and the banks that serve them; require agencies to reduce
regulatory burdens; ensure no regulations be adopted not based on
specific statutes or which add regulatory burdens; require agencies
to treat program participants equally; direct government loan pro-
grams should complement, not subtract, from private sector lend-
ing.

Community banks have been lending at historically low interest
rates. After four years of declining farm income, USDA projects net
farm income at one half of the levels of 2013. The decline in farm
income has stressed the abilities of money borrowers to cash flow.
Many farmers have strong equity but not enough working capital
or positive cash flow. Demand for debt restructuring will increase.
Bankers are concerned regulators may overreact, classifying loans
with negative cash flows despite strong land equity.

Following are recommendations from ICBA ag bankers.

Provide adequate funding. USDA guaranteed loan programs run
out of money in times like these. We need flexibility so USDA can
transfer unused surplus funds between programs or from CCC. We
suggest permanent legislative authority. Similar authority could be
in place for direct loans and the business and industry loan pro-
gram.

Raise loan volume caps. Loan limits on USDA farm loans are too
low. Higher loan limits are warranted given dramatic increases in
cost of inputs and farmland. The guaranteed ownership program is
self-funding, and the operating program is very low cost, providing
billions of dollars of credit to farmers unable to obtain credit.

Minimize origination fees, which discourage use. Minimize paper-
work. Remove USDA’s 12-to 24-month waiting period to refinance
from FSA guaranteed loans when there has been any type of
ground disturbance. Provide flexibility when financing loans across
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state lines, as USDA requirements often differ among states. In-
crease USDA staffing levels to quicken approval times and update
USDA software. Allow banks to choose which USDA-FSA office to
work with to ensure a timely loan approval process. Support Farm-
er Mac’s technical changes.

Regulators classify farm loans if farmers miss an occasional pay-
ment, even if farmers have strong equity. With a 90 percent USDA
guarantee, the loan amount of a classified loan is reduced 90 per-
cent. A $1 million loan would only have $100,000 classified. This
helps banks keep farmers in business without the bank being
under regulator-imposed enforcement action.

We need a strong farm safety net with a strong farm bill and
crop insurance program, both vital to producers and lenders. We
also need a very robust USDA guarantee loan program which can
help thousand of farmers farming in the potentially stressful times
ahead.

We look forward to working with you.

[The prepared statement of Mrs. Kluesner can be found on page
131 in the appendix.]

Chairman ROBERTS. Thank you very much for your testimony.

For Mr. Cole and Mr. Rutledge, thank you for the work that you
do to provide crop insurance to farmers and ranchers. We had a
change back in the 2014 Farm Bill, which I deem as unneeded,
costly, burdensome, and that was the addition of conservation com-
pliance to crop insurance. As the Department implemented this ad-
ditional requirement, what issues have producers, agents, and com-
panies encountered with conservation compliance?

Mr. CoLE. I will start, Mr. Chairman. As you well know, the in-
tention was to bring more farmers into compliance and not go the
other way, where they lose coverage. It is so punitive especially for
our friends that have specialty crops in the Northwest where they
might not have ever been in a program and they do not really
know that they are out of compliance, and then they miss a date,
and they receive harsh penalties. So if conservation compliance
stays in place then we have got to simplify these rules without the
punitive penalties where they lose coverage.

Chairman ROBERTS. Mr. Rutledge, anything?

Mr. RUTLEDGE. Certainly. We had our challenges too. Obviously
it is a lot of work any time those kinds of changes are put in, in
terms of updating IT, and getting the processes in place.

There were some data issues and some unintended consequences,
I think, from it. I do have to acknowledge, if I may, the AIPs and
agents like Mr. Cole, who all worked very hard together to get out
and contact the producers who were not in compliance and get
them in compliance before the compliance dates passed. There were
some exceptions and hopefully we can avoid those in the future.

Chairman ROBERTS. Mrs. Minick, on page 7 of your testimony,
paragraph 4, “Farm Credit helped organize Rebuild Rural, a coali-
tion of more than 200 organizations representing ag producers,
rural businesses, rural communities, rural families to advocate for
aggressive efforts to meet the unique infrastructure needs of rural
communities and agriculture.” You have apparently asked the
President to specifically address rural infrastructure needs as part
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of his administration’s comprehensive infrastructure renewal ef-
forts, and you have been encouraged, as you have indicated here.

Talk to us a little bit about Rebuild Rural.

Mrs. MINICK. Sure. So as we talked before, the rural commu-
nities need to be strong, for lots of reasons, to have a strong farm
economy, to attract young folks back and want to join in on that.
So a lot of that revolves around the services that are provided
there—medical, personal health, Internet—all those kinds of things
that attract folks that want—they want the same services that
they have there in urban areas to be in rural areas. Very important
for our young and beginning.

Also, that infrastructure is so important to make sure that we
maintain our leadership role in the long run in the world markets,
and being able to get products easily and efficiently from where
they are produced, from the farm gate to the ports, is so important.
So that is why we feel that we need to make sure that as we go
forward building infrastructure that it is not only in the urban
areas but in the rural areas as well.

Chairman ROBERTS. I appreciate that very much.

Mrs. Kluesner, I am looking through your entire statement here,
but you were mentioning the role of the regulator, and obviously
we have to have regulators. But I remember back in the 2008 days,
where regulators were coming in, and instead of going mark to
market they were going to mark to whatever they determined, and
in my view made the situation much worse.

What do you see out there right now, given the situation we are
in and the rough patch we are going through, on the part of the
regulators, and how—I am not trying to have you single anybody
out, but just where do you see this going right now?

Mrs. KLUESNER. Well, right now we are not as dire as what I be-
lieve it is going to be this fall, with commodity prices. You know,
with utilizing the USDA guaranteed loan programs, any problem
loans only count as 10 percent of the bank’s capital if the loan is
classified, so it is just going to help us by utilizing the USDA guar-
anteed loans. It will help satisfy regulator. But regulators need to
work with the banks and not overreact.

Chairman ROBERTS. For anybody on the panel, if you can men-
tion one thing that we need to do, on the Committee, and for that
matter, with regards to our farm program policy, to see some price
recovery, what would it be? I will give you a hint—I am aiming at
exports. But, anyway, go ahead, Mr. Haney.

Mr. HANEY. Yes, sir. We are certainly a free trade organization
and we understand exports is at the top of the list. Certainly labor
is going to be a big issue for our industry as well, and how we deal
with that labor issue.

Chairman ROBERTS. Roger?

Mr. JOHNSON. Well, sir, we agree that exports are very impor-
tant. We are in a challenging environment right now with an ad-
ministration that, while we agree with much of what he says, in
terms of trade philosophy, I think most of us would disagree with
some of the tactics. Words matter, and the ability to lose export
markets, they are pretty fragile. When countries are offended they
look elsewhere, and we are seeing some of that. So certainly with
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respect to exports, I think there are some different approaches we
could take.

I do think it is really important that, to your base question, we
have a safety net that really works, and in our view, you need a
safety net really in two fundamental circumstances—when market
prices are bad, below cost of production, and when disasters strike,
and I talk about that quite a bit in my testimony. I guess that is
what I would urge the Committee to really focus on. Thank you.

Chairman ROBERTS. Ms. Shute?

Ms. SHUTE. Our farmers are focused on the direct market, selling
direct to consumer, typically domestically, and their foundation of
profitability really depends on their land—how much they are pay-
ing in rent and mortgage payment, if applicable. So land access is
the single most difficult issue for young and beginning farmers. So
if I were to say if there was any issue you should focus on in the
next farm bill it is figuring out how we can make sure that land
is transferred from the existing generation of farmers to the next,
in a way that is affordable and really supports a family-scale farm.

Within that, we need to improve FSA services. As I said, we need
preapproval, we need to increase direct farm ownership loan limits.
We also need to consider tax incentives that would actually encour-
age farmers, enable some farmers to pass their land down to the
next generation and also encourage farmers to sell to the next gen-
eration of working farmers.

Chairman ROBERTS. We will mark you down on behalf of estate
tax reform, and I hope we get to tax reform. I will just leave it at
that.

Mr. Cole.

Mr. CoOLE. Yes, sir. At CIPA we are continuously working to im-
prove crop insurance protection, not only on the yield side but we
also keep working to expand it to other crops and also to provide
more support when prices fall, where farmers are not just looking
at PLC or ARC, but they also have crop insurance to step in and
help fill the gap as well.

Chairman ROBERTS. Mr. Rutledge.

Mr. RUTLEDGE. I guess I would just say, do not throw the baby
out with the bath water. The 2014 Farm Bill was a very solid bill—
job well done—and a few tweaks to some of the programs now will
serve us just fine.

Chairman ROBERTS. I think I can speak on behalf of Senator Sta-
benow and myself that this is no time for revolutionary ideas. Sta-
bility and predictability, I think, are the two key words.

Mrs. Minick.

Mrs. MINICK. Yes, on that stability as far as keeping families on
the farms, being able to pass them on to the next generation, so
keeping the programs that give that safety net a strong farm crop
insurance program and then the ability for private institutions to
work with FSA to help out even in some of these cycles are very
important.

Chairman ROBERTS. Ms. Kluesner.

Mrs. KLUESNER. A five-year time frame will allow long-term
business planning for farmers. A strong commodity safety net al-
lows us to make the long-term price projections and work with the
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farmers. It is very important not only for today’s farmers but it
also helps us prepare the way for the next generation.

Chairman ROBERTS. I thank you all for your testimony. That will
conclude our hearing today, with the exception of the comments by
the distinguished Ranking Member. Almost forgot you.

Senator STABENOW. That is right. Thank you, Mr. Chairman, and
thank you to all of you. I think, Mrs. Kluesner, at the end you were
talking about, you mentioned five-year farm bill, and I think it is
so important that we stress that we are not limping along year to
year to year, that the fact that this is a five-year economic develop-
ment strategy is very important. It should be at least five years.
Actually, the stability the Chairman talked about was so very im-
portant when you are trying to plan, and our farmers are trying
to do this. It is risky enough without having us add to it.

So I do want to start with one thing, Mr. Cole, because you were
talking about conservation compliance, and I just want to follow up
on that, because conservation compliance actually is not a new idea
for the majority of farmers. It has been around for 30 years. The
USDA testified in front of our Committee just last month that 99
percent of producers are meeting the new conservation compliance
requirements established in the 2000 Farm Bill. For those who are
new, the Department provides several exemptions to reduce the
number of farmers who may lose premium insurance.

So I wondered—I am just a little confused and I want to clarify
your statements, because—can you tell me if anyone that you serve
or personally know has actually lost the federal premium support
due to these provisions?

Mr. CoLE. I do not personally, because most of our producers in
the South have produced program crops for years. But now, the
biggest problem is timing. We are not saying that conservation
compliance is not a very good thing. Our producers need to be in
compliance. But I think it is more of a regulatory issue, including
the timing aspect of it, such as when farmers get the paperwork
filed with their farm service agency, if they miss something, or if
they change their operation, or have a death in the family. There
needs to be some exemptions. We have had to work with our cus-
tomers and help, through CIPA, to try and find a way that we can
get them back into compliance.

So it is a good thing. We have just got to simplify it, where the
producers do not have such a problem and possibly do miss out on
these benefits.

Senator STABENOW. Okay. Well, that is important clarification.
You are talking about specialty crops as well, which I rep-
resent——

Mr. CoLE. Yes, ma’am.

Senator STABENOW. —a lot of in Michigan. I have not heard spe-
cific concerns at this point about that, when we did the hearing in
Michigan.

Mr. Rutledge, the same question. Do you know of anyone in Iowa
who has actually lost their federal premium support?

Mr. RUTLEDGE. We had one situation where a beginning pro-
ducer missed the filing date, and it took some time to straighten
out. I think it was, in the end. But that is the biggest problem we
had, and is, I think, similar to some of the problems Mr. Cole ran
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into. If you did not hit the right date or had an entity change or
land change past the date, there was no way to get in compliance
for the current year. I do believe RMA has straightened that out
with their latest bulletin.

Senator STABENOW. Okay. Good. Thank you. Mr. Johnson, Mr.
Haney, the Farm Bureau, the Farmers Union, the National Milk
Producers had proposed in the spring I think an innovative idea to
improve dairy insurance options administratively, and I know that
Mr. Nobis talked about that on the first panel, and it makes sense
to me. I wonder if you could each briefly expand on that, and do
you support expanding the benefits of crop insurance for dairy?

Mr. HANEY. Yes, ma’am. Thank you. We certainly—this gives me
an opportunity to talk about the work that our staff has done at
American Farm Bureau on working with industry and being able
to really help produce another tool in the toolbox, I would say.
Maybe not the answer to everything but certainly an insurance
product that would allow a producer to have skin in the game and
certainly purchase more coverage, we think, is probably the right
way to go.

Senator STABENOW. Thank you. Mr. Johnson.

Mr. JOHNSON. Well, yes, thank you, Senator Stabenow, for the
question. You know, fundamentally this is probably a question
about the money, and I know that is an issue that you all struggle
with mightily as you try to write a farm bill within the confines
of a budget. One of the, I think the innovative ideas around this
is if it can be funded through the risk management, crop insurance
angle, then the budgetary implications are significantly different.
So to the degree that you can figure out how to finesse that, that
would be a very good thing.

The reason I think this idea emerged is because we had a dairy
task force that was put together a year or more ago from among
our membership, and reached out to others in the industry as well.
There was, as you know, an enormous amount of concern about the
economic problems facing the dairy sector, and there just is not
enough budget authority to do justice to a dairy title, to try and
fix this problem.

So one of the things that we learned in that process was there
are a lot of folks that talked about the LGM program, which, of
course, is this very restrictive limit on crop insurance, dairy pro-
gram, and so the argument was made, if you can sort of define
milk as something different than cattle then maybe you can do this
through RMA, and we would encourage you to pursue that ap-
proach. It may be a way to get some more resources into an indus-
try that direly needs some support.

Senator STABENOW. Thank you. Well, we did give authority to
the Secretary to designate and to a crop insurance board to be able
to expand crop insurance. That is how we did it

Mr. JOHNSON. Yes. We appreciate that.

Senator STABENOW. —within the 2014 Farm Bill. So it is cer-
tainly something that can be done under existing authority.

Mr. JOHNSON. Yes.

Senator STABENOW. Just as a follow-up, Mr. Rutledge, Mr. Cole,
from a crop insurance perspective, would you support and see bene-
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fits from expanding the crop insurance options available to dairy
farmers?

Mr. RUTLEDGE. Certainly we would and we would like to see a
policy similar to what is in place now that is actuarially sound. I
am sure we could deliver one.

Senator STABENOW. Mr. Cole.

Mr. CoLE. Milk and dairy are not my areas of expertise but I do
know that milk does not need to be classified as livestock and
should be taken out from under the cap so dairy farmers can actu-
ally get a crop insurance policy.

Senator STABENOW. Thank you. Thank you very much, Mr.
Chairman.

Chairman ROBERTS. Senator Van Hollen, I am delighted to recog-
nize you now, sir. You have been waiting a long time. You were
first in the Committee room, so I am delighted to recognize you.

Senator VAN HOLLEN. Thank you, Mr. Chairman, and I am sorry
I was not able to make the entire hearing in and out, but I under-
stand that you have covered some of the questions I intended to
ask, so I will try and keep this brief.

But I did have a question, Mrs. Minick, especially with respect
to using farm credit to help expand and develop infrastructure in
rural areas, including energy infrastructure but also specifically
broadband. Is there a role for farm credit in bringing greater access
to broadband, and exactly what have we done so far?

Mrs. MiINICK. I will speak to that a little bit and then our bank-
ing partners, which are CoBank and AgriBank, they are charted
differently than some of the farm credit associations, and so they
have the ability to do some of that infrastructure that the associa-
tions themselves do not.

Senator VAN HOLLEN. Okay.

Mrs. MINICK. So to answer your question, yes, we have a very
vested interest in making sure that rural infrastructure is there,
for lots of different reasons—for a strong farm economy, for vital
rural communities, for attracting folks and making them want to
live there, and to be able to have a viable businesses. So all of
those infrastructure points are very important to us.

Senator VAN HOLLEN. Anybody else care to comment on whether
or not we have been able to use access to this farm credit for the
kind of infrastructure I am referring to—broadband and that kind
of thing? Is there—so we have not been successful in using farm
credit to build out that kind of infrastructure so far. Is that right?

[No audible response.]

Senator VAN HOLLEN. Does anybody know? Okay.

Mr. HANEY. I am sorry. There has certainly been an effort to
build up broadband, various means, but whether it was farm cred-
it

Senator VAN HOLLEN. I got it. Okay. Thank you.

Mr. HANEY. —we do not know.

Senator VAN HOLLEN. Can I—so in Maryland we have a great
rural agriculture sector. We also have a rising interest in urban ag-
riculture. Can you tell me whether any of the programs you are
talking about, especially farm credit programs, how they are cur-
rently being applied, if they are being applied in the area of urban
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agriculture? Obviously totally different profiles and so I am just cu-
rious.

Mrs. MINICK. Sure. Sure. I will talk a little bit, when you are
saying farm credit I think you are meaning the farm credit system
but also then credit available to farmers. Right? So both of those.

Senator VAN HOLLEN. Yes.

Mrs. MINICK. So I will talk to the farm credit system piece of
that and then someone else can address the other part.

In Northwest Farm Credit we have a lot of folks that participate
in the CSAs and those kinds of things as well, especially our urban
areas around Seattle and that kind of thing. We have some great
young and beginning programs. We call that Ag Vision. It really
helps with the capital needed for that. Not only is their interest
rate rebates in there for people that are just getting started but
also that program is really hinged on education, so we offer a lot
of educational programs for folks to come to, all the way from fill-
ing out your basic financial statement to succession planning and
a lot of different things that go in there.

I think we heard earlier today that oftentimes, for young and be-
ginning farmers, they enjoy and they can understand the farm side
of things, but getting the financial and the business side of it down
is a little bit harder. At Northwest Farm Credit, our Board, who
are also farmers, they challenge us to grow that Ag Vision program
by 15 percent a year, so that is really part of the initiative, and
we are seeing that not only in our very rural areas but help in the
urban areas. I think it is really important to make sure that con-
sumer has a great tie to where their food is coming from, and that
is really important for agriculture in the long run.

Mr. HANEY. May I address, again, the broadband question from
a personal angle just a little bit? We are certainly, in the fruit busi-
ness, have a retail market on the farm. Broadband build-out is
more important now than ever. As we go through this local food
transition across the nation, we have to be able to really conduct
commerce at the farm, not at the marketplace but at the farm level
now, everything from being able to swipe a credit card to being
able to market the most effective way we market from our products
anymore, and that is through social media and online advertising.
So the importance of being able to connect the United States cer-
tainly to us and to farmers is more important now than ever.

Senator VAN HOLLEN. I appreciate that. I think it would be inte-
gral to people’s efforts these days, and that is why I was wondering
if we sort of expanded the reach of some of these programs to pro-
vide for broadband. But I look forward to following up with all of
you.

Thank you. Thank you, Mr. Chairman.

Chairman ROBERTS. Senator, thank you for an excellent ques-
tion.

This is going to conclude our hearing today. I want to thank each
of our witnesses for taking time to share your view on risk manage-
ment tools, including the commodities, credit, and crop insurance
programs. The testimonies and conversations are invaluable for the
committee to hear first-hand. They will not collect dust.

While we have much more work ahead of us, we now have held
hearings and gathered support related to eight of the farm bill ti-
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tles. Please go to ag.senate.gov and click on the Farm Bill Hearing
box on the left-hand side of your screen, not the right but the left.
That link will be open for five business days following today’s hear-
ing. To my fellow members, we would ask that any additional ques-
tions you may have for the record be submitted to the Committee
Clerk five business days from today, or by 5 p.m. next Tuesday,
August 1st.

The Committee stands adjourned.

[Whereupon, at 12:23 p.m., the committee was adjourned.]
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Senate Committee on Agriculture, Nutrition & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and
Trends for the 2018 Farm Bill
Tuesday, July 25, 2017
Statement for the Record

Senator Kirsten Giullibrand

Thank you, Chairman Roberts and Ranking Member Stabenow. I’m very pleased to
introduce Lindsey Shute, who will be providing testimony during the third panel of today’s
important hearing,

Lindsey is a farmer from my home state of New York. She operates Hearty Roots
Community Farms, which is a 70-acre organic vegetable, egg, and hog farm, in Clermont,
New York.

Lindsey is also the founder of the National Young Farmers Coalition, and she has been
become a national leader in advocating for young farmers on issues of land access, credit,
training, and USDA programs.

One of the biggest issues that I continue to hear about from our agriculture community is
the looming crisis of farmland transition...and Lindsey and her staff have been incredible
advocates for making sure that here on this Committee, we are working to solve this
problem.

So I’d like to thank the Chairman and the Ranking Member for including Lindsey Shute
today, and I want to thank Lindsey for her valuable perspective.
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Introduction )

Chairman Roberts, Ranking Member Stabenow and Members of the Committee, thank you for
this opportunity to come before you and present the views of the National Sorghum Producers
regarding the next Farm Bill as it relates to commodity policy and Crop Insurance. These
policies are critically important to America’s farmers and ranchers, so we greatly appreciate the
subcommittee’s focus here today.

Mr. Chairman, I want to say how much we as farmer members of the National Sorghum
Producers appreciate the task you have before you. As a proud Kansan, I appreciate your
leadership on past farm bills and the focus you've placed upon the current farm bill, which our
industry needs more than ever. I also want to say how honored I am to be here on a personal
level. As a Kansas farmer, I was raised to admire and respect the tremendous work of our
champion in the nation’s capital — the Honorable Pat Roberts. We know that it is often difficult
to relate the unique challenges that the farm and ranch community face to more urban
constituencies. I want to say how appreciative we are to all the members of this Committee who
work so hard to understand our issues and do this difficult work where it matters most.

My name is Dan Atkisson, and I farm near Stockton, Kansas. [ am a true family farmer, working
alongside my father, my wife, Amanda, and our 4-year-old boy, Eli, who I hope might also take
care of our land and make a living from it one day. We grow sorghum, wheat, and forages to
support herds of commercial and registered black Angus cattle. I am very honored to serve as
Chairman of the National Sorghum Producers Legislative Committee. I am also Vice Chairman
of the NSP board of directors and have been very involved since becoming a member of the
second Leadership Sorghum class just a couple years ago. I am a proud graduate of Kansas State
University with a bachelor’s degree in Agricultural Technology Management and a minor in
Animal Science. Again, I am humbled to be here today, and I hope my testimony as a farmer and
on behalf of NSP will be helpful to you.

State of Sorghum and the Sorghum Economy

Although sorghum is considered an ancient grain, it has recently gained tremendous popularity
for its positive health benefits for both people and pets. However, the fact remains most
Americans wouldn’t recognize sorghum if they saw it, and even in the world of agriculture
where it is more common, sorghum has lost ground over the last 30 years to higher value crops.

Before getting into the specifics of the farm safety net, I want to begin by telling you a bit about
this very important crop, and then I want to discuss the current economic realities facing
sorghum farmers. Sorghum is a highly adaptable crop with many varieties and uses. It produces :
grain for livestock feed but is also chopped for silage or hay or simply used as a forage which is
often referred to as hay-grazer. As a feedstock for renewable fuels, sorghum is uniquely
positioned as a source of starch, sugar, and cellulose all in a single crop. What makes sorghum
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really special is that it uses up to one-third less water than corn. It is grown throughout the U.S. —
even in Minnesota and the Dakotas where it makes excellent pheasant habitat — but its water
efficiency, drought tolerance, and soil conditioning qualities make it particularly valuable as a
low input cash crop in the more arid western Great Plains and hotter regions like South Texas.
The top two sorghum states arc in fact Kansas and Texas, followed by Arkansas, Oklahoma,
Colorado, and Nebraska.
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Due to its health and environmental benefits, we believe sorghum has unique advantages and is
well suited for growth on more U.S. acres. As such, our policies reflect the promise sorghum has
as a crop. Sorghum acres, nationally, plummeted through the late 1980s and 1990s, and have
only begun to recover in the last few years. We want to see that positive trend continue.

The first table in my testimony contains avcrage planted acres for sorghum in five-year
increments. The steep decline in the latc 1980s can be directly tied to certain farm policies. For
example, the Conservation Reserve Program took millions of acres in the western Great Plains
out of production. Further declines in sorghum acreage were the result of economic and
agronomic changes coinciding with the planting flexibility gained in the mid-1990s. During this
time, many farms that had previously utilized sorghum in rotation with other crops began to
focus on producing their highest yielding and grossing crops like cotton, corn and soybeans.
Please do not misunderstand me. We support a targeted CRP and the planting flexibility farmers
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now enjoy. We just need to be careful in the development of farm policy to avoid unintended
consequences.

Average Planted Acres
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While sorghum has been knocked down over the years, we are not out. Recently, sorghum
demand and markets have increased significantly. In fact, for an extended period in 2015 and
2016, sorghum was actually trading at a premium relative to corn. China has accounted for much
of the increase in demand by importing sorghum to feed geese and ducks for their domestic
market and to supply distillers who prefer its unique flavors. The domestic ethanol and feed
markets are also growing. And, sorghum is also experiencing greater demand in high-end food
markets, catching the eye of top chefs, nutritionists, and bloggers as a healthy, versatile whole
grain alternative that also meets niche consumer requests, being non-GM and gluten-free.

For years, the sorghum market was roughly as follows: one-third for domestic livestock feeding;
one-third for biofuels; and one-third to exports, with significant volumes used abroad for food
aid. However, in the last years, the sorghum market has changed dramatically as shown in the
charts included below.
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Seed genetics and productivity are also improving for sorghum. In fact, 2016 was a record year
for sorghum yields with a national average production of 77.9 bushels per harvested acre. This is
further evidence of a real and exciting trend as the 2014 through 2016 average of 73.8 bushels
per acre exceeds the previous 10-year average by 16 percent. Our sorghum yield contests are also
highlighting remarkable productivity gains as winners in the last few years have consistently
approached or exceeded 200 bushels per acre. This is truly remarkable.

With this backdrop, you can appreciate why we feel these are exciting times for sorghum in the
big picture and for the long-term. But, as this committee well knows, times on the farm are not
as encouraging. Depressed commodity markets are yielding prices below cost-of-production.
This is a function of many things, including but not limited to strong production worldwide, a
strong U.S. dollar, unpredictable export markets, and predatory trade practices used by foreign
countries. As is nearly always the case in agriculture, the situation we find ourselves in today is
not the result of anything that we as farmers or ranchers can control. All we can do is develop
a good strategy for what might work best this year; do our best to implement the plan as
efficiently as possible, cutting costs wherever we can; and pray the rain will fall right, that our
crop will be better than we could hope for, and prices rebound.

Since passage of the 2014 Farm Bill, prices received by sorghum farmers have fallen
precipitously, as is the case with most crops. In the five years prior to the enactment of the
current Farm Bill, sorghum prices averaged $5.10 per bushel. For the 2014 crop, prices fell to
$4.03 per bushel — a 21 percent drop. For the 20135 crop, it fell even further, to $3.31 per bushel —
a 35 percent drop compared to the five-year benchmark. Worse yet, for the 2016 crop that was
just harvested last fall, USDA is projecting the price received by farmers will be $2.70 per bushel
- that is 53 percent of the benchmark price, meaning it takes twice the bushels to generate the
same revenue for a farm. For the 2017 crop we are planting this spring, most farmers are again
facing the sorry prospect of burning through savings or equity. Today, in farming, it is not a
question of how to make a profit, but how to minimize our losses to survive.

For sorghum specifically, we have also had to battle a very significant emerging pest threat. The
sugarcane aphid (SCA) is pressing up costs of production even as market prices decline. In 2016,
the SCA reached all sorghum producing regions in the United States, impacting over 70 percent
of the planted acres. When present, the sugarcane aphid increases operating expenses by as much
as $40 per acre — an almost 30 percent spike in production costs. This translates into an
additional $200 million in expenses, nationally. When added to resulting yield losses, we
calculate the total burden incurred by U.S. sorghum farmers on account of the sugarcane aphid
approached $430 million in the 2016 growing season alone.
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In summary on the state of sorghum and the sorghum economy, there are some real reasons for
optimism about growing sorghum markets and increasing productivity for the crop. But, this
positive outlook is being over-shadowed by the economic reality facing our farmers right now.
While this current reality is really taxing farmers, one silver lining may be that these conditions
are a better lens through which to view the importance and purpose of U.S. farm policy.

Title I — What is Working and What is Not?

Before getting into the details on our thoughts conceming the Commodity Title of the Farm Bill,
I do want to thank the Agriculture Committee for its strong statements regarding the budget
process — making sure that adequate resources are available to write a good Farm Bill. We think
it is right to point out that the 2014 Farm Bill, designed to save some $23 billion, is now
estimated to save more than $100 billion. This is a real, and unique when looking at the totality
of federal spending, contribution to deficit reduction made even as commodity prices and the
farm economy have faltered. The National Sorghum Producers has proudly added its name to
letters sent to the Budget Committee of both the House and Senate asking that a portion of these
savings be reinvested into this critical sector of the economy. There is no more basic, nor
important infrastructure that serves this nation and the world than the patchwork

of independent family farms and ranchers that dot the countryside and feed, clothe, and fuel
America in a manner unrivaled in history.

The National Sorghum Producers believes in the need for a strong and reliable Title I safety net
that is appropriately balanced and provides assistance when and where it is needed. One very real
problem with the current policy that is felt very acutely in times like this has to do with
something as simple as the timing of payments and the problem this poses for farmers trying to
cash flow. The National Sorghum Producers asks you consider moving up the timing of Farm
Bill assistance so the support is put in the hands of farmers earlier than a full calendar year
following the crop year it is meant to cover. For money that will be paid either way, there should
be no significant budget impact. Along these lines, we would also ask that you investigate the
possibility of raising loan rates to make them more relevant, which could also relieve cash flow
burdens in the marketing year.

ARC and PLC

On the choice farmers were given under the 2014 Farm Bill, 5.966 million acres or 66 percent of
the total sorghum acres were enrolled in Price Loss Coverage, while 2.998 million or 33 percent
were enrolied in Agriculture Risk Coverage. In the first two years of the Farm Bill, ARC paid an
average $12.14 per acre for 2014, and $17.98 per acre for 2015. It is expected that a comparable
amount will be paid relative to the 2016 crop, even as crop prices have dropped to 53 percent of
the original benchmark average. PLC made no payments in 2014 since the season average price

of $4.03 per bushel was above the reference price of $3.95 per bushel. However, for 2015,
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average payments of $28.23 per acre were made, and for 2016 it is expected that rclief to farmers
will increase to more than $50 per acre.

Clearly, with the 20/20 vision that hindsight offers, PLC is the better safety net for sorghum
farmers. PLC was very conservative upfront when prices were still above $4.00 per bushel. But,
the policy is now kicking in to provide help when the help is desperately needed. In contrast,
ARC assistance was a virtual certainty when farmer elections were being made. With a target
county revenue generated from a $5.10 per bushel previous 5-year average, and futures prices
sinking, the logic was to take the bird in hand and put it to use, hoping the market would turn
around in the out-years. Unfortunately for farmers, markets have not rebounded.

When assessing the relative value of ARC and PLC, then, we do not look at the dollars generated
but rather at the risk management or downside protection that is provided. To us, the safety net is
more about the reliability, fairness and timeliness of help when help is most needed. On all these
counts, NSP believes PLC provides the better safety net for our farmers. Going forward, we are
very open to the idea that the ARC model could be improved. We also believe PLC could be
improved, or that a hybrid approach might surface as the best model for Title T assistance. What
follows is just our frank assessment of how these respective policies are working relative to the
important goals listed above.

In regard to reliability, ARC misses the mark because of the revenue calculations that are used.
The reality of PLC is that our farmers know that if national prices are below $3.95 per bushel,
some help is on the way. Farmers can count on this, secure credit, make plans, and leverage
dollars based on this certainty. In the highly uncertain business of farming, any certainty we can
get is of tremendous value to us. This is also why Crop Insurance is so valuable — because of its
rock-solid certainty. With ARC, even in the first year where, due to price decreases, it was a
virtual certainty that some help would be on the way, one could not really count on it, and
bankers could not lend on it, because it all hinged on how the county performed. In fact, many
counties in heavy ARC areas did not receive ARC assistance because of strong county yields.
Problems of this sort are greatly exacerbated for crops, like sorghum, that have variable yields.
With large sized counties and weather events, such as hail, that can decimate one corner of the
county while the bulk of the county gets a nice rain, even counties that do receive an ARC
payment have both winners and losers. In short, because ARC is not reliable, it cannot hedge risk
or leverage dollars in the agricultural community as effectively as PLC.
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Concerning fairness, ARC again falls short because of county variability that does not always
coincide with producer experience. PLC pays the same rate based on national prices to all
farmers based on the historic yields they have proven on the farm. While it is not perfect, it is
fair. For both 2014 and 2015, we have counties that received significant ARC payments next to
counties that received no ARC payment. And, in every county that received a payment, there are
producers that yielded well above the county average and producers that yielded well below. Not
to mention, the FSA’s arbitrary 20 percent threshold requirement for yields to be split between
irrigated and non-irrigated creates even more frustration. No policy is perfect, and the National
Sorghum Producers has and will continue to defend ARC against critics of U.S. farm policy, but
there is no question the county-based model creates inequities and frustrations. That is why
Congress has rejected this kind of approach in the past. Perhaps some of these wrinkles can be
ironed out. But, as long as ARC remains a county-wide policy, it will inherently create these
kinds of issues.

And, finally on the issue of timeliness, our bedrock principle is that help under the Commodity
Title should be reserved for when help is most needed. And, we believe that PLC better achieves
this objective. As prices for commodities have continued to collapse, the ARC safety net has
withered. In my home county of Rooks, Kansas, the ARC revenue guarantee was $289.48 for
2014, $267.55 for 2015, and $246.13 for 2016. For the 2017 crop to be planted, the revenue
guarantee is significantly diminished again — to $211.04 per acre — just as the maximum
assistance per acre has diminished from $33.66 when the fall started to $23.70 this year. Contrast
this to PLC which, by remaining constant, has effectively increased in significance to the farmer
as the economy has weakened. We believe that this is the better and more efficient model going
forward.
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There are three more issues I would raise relative to the Commodity Title. First is the issue of
cotton and generic base. A significant number of sorghum farmers throughout the south also
have generic base. The National Sorghum Producers support the National Cotton Council’s
efforts to designate cottonseed as an oilseed, establish a ginning assistance program or to
otherwise restore Commodity Title coverage for this important crop. The second issue is that of
payment limitations and means testing. Given that the National Sorghum Producers believes the
safety net should kick in to help cover significant losses when times are hard, we also believe the
safety net that only partially covers losses should not be further reduced by arbitrary limits.
Third, concerning the Conservation Reserve Program, which we recognize is not a Title I policy,
but does intersect closely with commodity policy, we would be open to ideas around shorter term
CRP contracts that would use cover crops, including annual forages, with the caveat that
communities and infrastructure can suffer due to decreased economic activity when land goes
out of production for extended periods. We also note that if more sorghum were planted around
the country, there would be a lot more pheasants and quail.

Finally, let me just reiterate again that the National Sorghum Producers strongly support an
effective and reliable safety net under the Commodity Title. We are grateful to the Agriculture
Committees for the diligence and work you put into crafting a reasonable compromise in the
2014 Farm Bill that is providing some important help during these hard times, putting farmers
and ranchers in a better place than we would otherwise have been. However, the primary purpose
of the safety net under the Commodity Title is to provide a bridge to help independent farm and
ranch families stay in business through the tough times, and we are genuinely concerned that if
current price predictions for the next few years come to pass, the current safety net in place will
fail many of our farmers. This is why we so ardently believe the farm safety net must be
strengthened and why we are as frank as we have been today. It is also why we are so eager to
work with you and encouraged by this hearing today.

We have witnessed time and again how a struggling farm economy is left ailing for too long
without a prompt and effective mitigation effort through farm policy. And, without exception,
the problems that could have been fixed fairly inexpensively early on mount and mount and so
does the cost of repair. When it comes to cconomic trouble in farm country, an ounce of
prevention is truly worth a pound of cure.

Crop Insurance

The National Sorghum Producers is strongly supportive of Federal Crop Insurance and urges this
panel and Congress to reject any attempts to cut or weaken it. Make no mistake, proposals like
the so-called AFFIRM Act introduced by Congressman Ron Kind in the House and touted by the
Environmental Working Group are crafted to kill Federal Crop Insurance. To struggling farmers
and ranchers across this great country, there is absolutcly nothing affirming about Ron Kind’s
AFFIRM Act. Means tests and arbitrary limitations would only restrict the actuarial pool and
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make crop insurance products more expensive for all of us. Elimination of the Harvest Price
Option would kill a critical tool that helps us market our crops better. And the publication of our
contractual premiums and other financial information would not be used to inform, but rather to
further alienate producers. These ideas should be roundly rejected.

Crop Insurance is indispensable for sorghum farmers, but that does not mean it cannot be
improved. For sorghum particularly, participation rates and coverage levels are low when
compared to other crops. As the chart in my testimony illustrates, a full 19 percent of sorghum
acres are not insured — the highest among major row crops. Moreover, only 25 percent of acres
have coverage at 75 percent or above compared, for example, to 66 percent in the case of corn.
There are many reasons for this, but the single biggest reason is that sorghum insurance is too
expensive. Over the last 10 years the loss ratio for sorghum has been 0.88 —lower than corn, for
instance, and 12 percent lower than the statutory target. Considering this window of time
includes three years — 2011 through 2013 — of record drought covering much of the Sorghum
Belt, we believe the rates for sorghum, generally, should be lowered.

NSP is very grateful for the improvements that were made to Crop Insurance in the Farm Bill.
Given the epic drought of 2011 through 2013, many of our producers have benefitted greatly
from the Yield Exclusion provisions of the Bill, along with the ability to purchase different
coverage levels between irrigated and non-irrigated farms. While some Supplemental Coverage
Option policies have been sold, it has not met expectations. However, we expect these sales will
pick up when the pricing options become more attractive, and we would encourage the
subcommittee to maintain this option, which can work well in conjunction with PLC.

Crop Insurance Covéragef as a Percentage of Planted Acres
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While all these movements are positive for farmers, we need to recognize that Crop Insurance
benefits cover what is planted and, therefore, can impact plantings based on the relative
competitiveness of the policies. While we argue that our average rates are too high, the real
problem becomes obvious when we start comparing county by county rates relative to competing
crops. This is why NSP is so focused on bringing sorghum Crop Insurance policies up to par
with its competing crops in all regions. We currently are working with private partners and RMA
on exploring means of improving the policies via the 508(h) process or other authorities. This is
not a new effort. We have worked in the past to increase options for sorghum silage, and more
recently annual forage crops. We hope to continue these efforts and will keep the Committee
apprised.

Finally, NSP recognizes that many of the professional critics of agriculture policy who are not
actually putting themselves at risk but only booing from the sidelines have moved their vitriol
from the fixed or direct payments that were eliminated in the 2014 Farm Bill to Crop Insurance.
Again, this is where Congressman Ron Kind is carrying their water with the reintroduction of the
AFFIRM Act. NSP believes Kind’s bill has no place in the business transaction of Crop
Insurance, as previously noted. Crop Insurance is very expensive, but I appreciate the fact that I
as a famer can choose to participate at whatever level I need and will have bankable and reliablc
support. The value of Crop Insurance is not the premium discount, or the indemnity, as the critics
would have you believe, but rather it is the certainty created by this contractual arrangement
where I have the peace of mind that comes with insurance on my crops. NSP is absolutely
committed to protecting and improving this important tool.

Regulatory Burdens
Finally, we would be remiss if we did not address some of the regulations and red tape that drive
up our costs as producers and add to the risk management challenges we face.

NSP is grateful for the recent rescinding of the Obama administration’s Waters of the United
States (WOTUS) rule. We also hope similar attention will be given to pesticide and herbicide
registrations under FIFRA. Growing crops comes with many challenges. T can be certain that
each year we will face pest and discase issues. However, we are continually less certain about the
crop protection products we will have access to. I have noticed that products which were
previously registered appear to be held to a new and much more precautionary standard in re~
registration process. However, I am 1nost concerned with the regularity at which new and
innovative tools, which even the EPA says are safer from an environment and human health
perspective, are challenged in the courts. In recent years, it seems that each time a product is
approved by the EPA under the Federal Insecticide, Fungicide, and Rodenticide Act (FIFRA) it
is challenged in the courts under the Endangered Species Act (ESA). Only the attorneys win
under the current situation, while farmers risk a smaller and smaller toolbox. We need Congress
to provide greater clarity on how FIFRA and ESA apply to pesticide registrations or I fear that
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the lower acreage crops like sorghum will be left without the necessary tools to deal with the
pest, disease, and weed challenges we face.

Increased regulatory burdens have only continued to raise our cost of production, not only with
sorghum but with all crops. The same type of commonsense approach as taken to WOTUS needs
to be taken to the Endangered Species Act, FIFRA, OSHA and other agencies and policies that
impact our livelihood and the ability to keep producing the safest, cheapest, most abundant food
and fiber supply in the world.

Conclusion

As prices continue to drop and inputs continue to skyrocket, it's urgent that we have a farm bill

done on time to provide our growers with the policy certainty they need more than ever. Again,
we want to thank you, Mr. Chairman, for your dedication to America's farmers and ensuring we
have, and will continue to have, the policy we need to continue being productive and profitable.

We have focused on Title I and Crop Insurance today, but I hope from my comments you can see
that we consider all aspects of the Farm Bill to be critical, from research issues like the sugarcane
aphid, to rural development and bioenergy, to easing burdensome regulations on farmers, to trade
promotion and market development policies. It is all important and a part of a piece, but tough
economic times like our current reality do cause us to focus on the farm and making it through
the next season — an area where Title 1 and Crop Insurance rightly take center stage.

NSP appreciates what was accomplished in the 2014 Farm Bill. We look forward to working
with the Senate Agriculture Committee and our fellow commodity organizations to make it even
better going forward.
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Chairman Roberts, Ranking Member Stabenow, and Members of the Commitiee,
thank you for the privilege of testifying before this Committee today.

My name is William Cole. | am a crop insurance agent from Batesville,
Mississippi and | was bom and raised in the small town of Pope just 9 miles down the
road. The Mississippi Delta has been my home all of my life, except for my time at Ole
Miss where | earned a degree in Business Administration.

I have been in the crop insurance business serving my farmer customers for 22
years, primarily insuring cotton, rice, corn, soybeans, wheat, peanuts, and grain
sorghum in Mississippi, Tennessee, Arkansas, Louisiana, and Alabama. We have also
written some PRF policies since its expansion into our area.

Karen, my wife of 24 years, our two sons, Harris and lan, and | live on our farm
outside of Batesville where we raise commercial cattie and quarter horses. We also
have a rice and soybean farm in the Delta. My family and | are involved in our
community as well. | serve as an elder at our Presbyterian Church and | also serve on
a local school board.

Speaking about the importance of Federal Crop Insurance before this Committee
is alittle surreal. After all, the Chairman of this Committee authored the Agricultural
Risk Protection Act of 2000 in the Senate that has doubled participation over the past
17 years.

The Chaimman’s work is largely responsible for the success story of Federal Crop
Insurance which today insures 90 percent of all U.S. planted acres, 290 million acres in
all, with $100 billion in liability protection in force today. Thank you, Mr. Chairman, for
all you have done for America’s farmers and ranchers by ensuring that they have
access to something as basic as insurance, which most Americans simply take for
granted.
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Participation in Crop Insurance
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The organization | am representing today is the Crop Insurance Professionals
Association, or CIPA, which is the only national organization of crop insurance agents
that is focused solely on Federal Crop Insurance and led solely by agents. We are very
proud of this distinction but we also greatly appreciate and work very closely with other
organizations that share our strong commitment to crop insurance, including both
company and agent organizations.

As this Committee knows, private sector delivery is one of the four main drivers
that has made Federal Crop Insurance what it is today. For this reason, CIPA certainly
pays close attention to issues affecting private sector delivery. Overall, however, CIPA
probably spends much more time trying to ensure that farmers and ranchers have
access to high quality coverage and in working to address any problems with crop
insurance that our customers may run into. In short, CIPA and our agent members —
who serve farmers and ranchers in at least 35 States — are very focused on the risk
management needs of our producer customers. As such, | greatly appreciate that this
is also the focus of today's hearing.

Under today's Federal Crop Insurance, producers of some 130 commodities from
across the country can more effectively manage their risks. A farmer can know at the
beginning of the year what kind of insurance he has in force, and in the event of a loss
he knows that relief is on the way, usually within 30 days of a claim being finalized.

Crop insurance offers peace of mind to farmers, helps them secure credit, invest
in their farms, and better market their crops, and it also stabilizes the economies of rural
communities, especially in times of natural disasters.
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But, it was not always this way. Although lawmakers in 1938 had a grand vision
for Federal Crop Insurance much like we see it today, it was only a vision and they had
to start out small, beginning with just one crop.

Unfortunately, Federal Crop Insurance did not grow much beyond that fairly
inauspicious start until 1980 when Congress turned the sales and servicing of crop
insurance over to the private sector. This decision by Congress to entrust Federal Crop
Insurance to companies and thousands of dedicated agents from across the country
has paid off and it is one of the four key drivers behind the success in crop insurance
that really took root 37 years ago.

Fourteen years later, after the Mississippi River floods of 1993, Congress sought
to improve upon the Federal Crop Insurance Act of 1980 with the passage of the
Federal Crop {nsurance Reform Act of 1994 — authored by a distinguished Member of
this Committee and then Chairman, Senator Patrick Leahy — that aimed to increase
participation and coverage levels for farmers. That legislation, along with the
introduction of revenue insurance developed by Kansas State University Professor Art
Barnaby, significantly built on the achievements of the 1980 Act.

And, finally, in 2000, Congress went to the drawing board one last time to make
critical adjustments in order to boost participation and access to quality coverage that
brought us to where we are today. Under the leadership of Chairman Roberts and
others, the Agricultural Risk Protection Act was developed in a way that would give
meteoric rise to both participation and coverage levels of farmers and ranchers,
doubling in 17 years the participation rate achieved over the previous 56.

{rop irsurarce rsured Acreage 1348-2018

1980 Act 1994 Act 2000 Act
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it is a remarkable success story. Not only has Federal Crop Insurance provided
farmers with the insurance they have sought for nearly 80 years, but it has ended costly,
unbudgeted ad hoc crop loss disaster programs that have not been enacted by
Congress in 10 years.

Many Members of this Committee undoubtedly recall that ad hoc assistance was
far more costly and far less effective than crop insurance. It would patch holes at a 65-
60 maximum rate, but it did nothing to help farmers leverage risk and make critical
investments to improve their operations. Estimates are that even under this model
the 2012 drought could have cost taxpayers more than $17 billion had the program
mirrored the 1988 drought package. That is $3 biflion more than the total cost of crop
insurance in that worst of all years.

But, that is not the end of the story when it comes to taxpayer savings under
Federal Crop nsurance. Earlier this year, the Congressional Research Service (CRS)
issued a report in which it notes that the Congressional Budget Office (CBO) overstated
the five-year costs (FY 2014-2018) of Federal Crop insurance by $10.887 billion.

In fact, the revised CBO cost estimate of Federal Crop insurance for this year is
$3.471 billion, a level of spending that approximates the costs of crop insurance 13
years ago, despite the doubling of participation that has largely occurred over the same
period of time.

While CBO estimates show costs settling into the $7 billion range in future years,
the fact that five-year estimates were so significantly overstated, with 2016 and 2017
estimates off by $4.5 billion and $5.3 billion, respectively, future CBO baseline updates
may well bring further good news of taxpayer savings.

But, even as things stand, the June 2017 CBO baseline update indicates that
Federal Crop Insurance is on target to save taxpayers $6.69 billion over the next 10
years relative to the baseline used to write the 2014 Farm Bill.

These budget savings are in addition to the roughly $17 biltion in savings from
Federal Crop Insurance achieved through administrative or legisiative actions taken
since 2008, including the 2008 Farm Bill, the renegotiation of the Standard Reinsurance
Agreement in 2010, and the subsequent rerating of crop insurance policies. '

That Federal Crop Insurance has saved taxpayers money is incontrovertible.

While we are very proud of crop insurance’s fiscal success it is very important to
understand that these cuts have also meant great pain for the private sector delivery
system, including for the thousands of agents who are the “boots on the ground” for
crop insurance.

Of course, crop insurance policies do not sell themselves. The impressive record
of success of Federal Crop Insurance did not just happen. Rather, Congress provided
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the private sector the risk management tools that farmers and ranchers need to manage
risk and stay afloat and we have gotten those products out there. That is why private
sector delivery is so critically important not just to companies, agents, and loss
adjustors, but to America’s farmers and ranchers who depend upon crop insurance,
most especially over the past 24 years.

The timing of crop insurance’s emergence as a cornerstone in the farm safety net
has been crucial. Ranking Member Stabenow often remarked that the 2014 Farm Bill is
“not your father's Farm Bill". Neither are the risks, challenges, and stakes involved in
farming and ranching today those of previous generations. As examples, the average
size of non-real estate loans to farmers has doubled since 1994 and the average cost of
production per farm has more than doubled.

Crop Insurance has been absolutely vital in seeing America’s farmers and
ranchers through this dramatically changing economic landscape for agriculture.

Yet, despite the great advances that have been made over the past 37 years,
some regions and crops have not benefited to the degree others have. This is not so
much a criticism of Federal Crop Insurance but a challenge as we all seek to continually
improve policies. In CIPA’s view, we ought to be every bit as aspirational as the authors
of the key crop insurance acts have been in ensuring that all of America's farmers and
ranchers have a strong menu of risk management options under crop insurance. After
all, if Chairman Roberts and other lawmakers had not had a vision in mind at each of
the key periods of time in the history of crop insurance, we would not have reached the
place we are at today.

Coverage for corn is a good example that we should strive to emulate for all
other crops. 67 percent of corn has 75 percent coverage or higher, meaning most comn
farmers have a 25 percent deductible or less. Now, contrast this with cotton, sorghum,
peanuts, rice, and wheat where just 22, 24, 29, 31, and 38 percent, respectively, have
75 percent coverage level or higher. The majority of policies for these crops involve
deductibles of anywhere from 35 to 50 percent. A similar story can be told with regard
to other crops as well. So, there is plenty of work to be done, and this work is certainly
ongoing.
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Crop insurance Coverage as a Percentage of Planted Acres
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On the positive side of the ledger, there have been over 160 new product
introductions since 2000, with many of these new risk management tools aimed at
addressing the perils unique to underserved commodities or regions of the country.
And, this work is paying some dividends. For instance, liability protection in force for
specialty crop farmers has nearly tripled since 2000. In fact, 5 of the top 10 insured
commodities, as measured by liability protection in force, are specialty crops.

We are certainly hopeful that changes made in the crop insurance title to the
2014 Farm Bill will continue to enhance the quality of risk management tools available
to farmers and ranchers.

The Yield Exclusion, for example, has helped many, many farm and ranch
families get back on their feet, often times after multiple years of natural disasters that,
but for this provision, would have artificially deflated their actual production history and
insurable yields resulting in what would amount to a double deductible. During debate
over this provision, concern was expressed by some that the Yield Exclusion might
adversely impact actuarial soundness requirements. However, the data indicate that
Yield Exclusion is actually improving the overall actuarial soundness of crop insurance.
In fact, in 2016, the loss ratio was less than half of what the law requires.

Similarly, the changes made to Enterprise Units (EUs), including allowing farmers
to elect EU by practice and by differing risk, have also been favorable, allowing farmers
to more affordably close deductibles and ensure that coverage is tailored to their risks.

Whole farm insurance is yet another means by which Congress has given us the
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tools we need to reach out to farmers and ranchers that find more traditional policies
less optimal for their operations. Specialty crop farmers, especially out west, but also in
Florida and elsewhere around the country, have found the new policy very effective.

Beginning farmer provisions have also been extremely beneficial to thousands of
young farm and ranch families just starting out who need crop insurance even more
than most because they do not have the reserves and equity built up that those who
have farmed or ranched for years may have.

There were also some important equity provisions included in the Farm Bill that
took off some of the unnecessarily hard edges of compliance that did not contribute to
the integrity of crop insurance but injured innocent farmers. For example, the
Administrator was given some discretion to allow for the late payment of premiums in
special cases where, before the Farm Bill, a sort of strict liability rule canceled policies
on farmers. There were situations where farmers lost insurance coverage just because
the post office failed to collect the mail one day at a local mailbox that the farmer put his
payment in. We believe that there are more common sense changes like this that
should be made under crop insurance in order to avoid these kinds of inequitable, even
punitive, results.

As agents, we are on the front lines of protecting the integrity of crop insurance
and avoiding improper payments, and we take this job very seriously. In fact, in 2016
alone, the improper payment rate under crop insurance stood at 2.02 percent, which is
roughly haif of the government-wide average. Agents are very proud of this
achievement.

While any form of insurance will always have its share of bad actors, the universe
is very small in crop insurance. Farmers do not want to lose a crop any more than
someone wants to wreck his car or lose his home or business in a fire. To this point,
consider this; since 1988, crop insurance has covered $15 trillion in liability. During this
same period, total premiums were $136 billion and total indemnities came to $116
billion. Farmers pay premiums year after year without receiving an indemnity, with only
about 19 percent of policies paying an indemnity in 2016. In short, farmers and
ranchers view crop insurance as risk management, not a means to receive a payment.
And, typically, it is the farmer, not Uncle Sam, who is writing the check.

There are specific ways to build upon the success of these important provisions
but, for now, it suffices to say that each has been a success.

But, there are aiso a few provisions that have not performed quite as well as we
might have all hoped.

Linkage of conservation compliance to crop insurance is an example where little
has been gained in exchange for a whole lot of effort, and some tragic stories of lost
coverage to boot. The provision was adopted under the premise that farmers and
ranchers would not lose their coverage on account of red tape, and the goal was always
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to bring farmers into compliance rather than to punish a farmer for non-compliance.
However, in practice, farmers have lost coverage on account of red tape and they can
be denied coverage even if they work successfully to come back into compliance.
While | appreciate that hard line positions, for and against near any proposal, are
becoming more commonplace these days, there is no reason why this issue of equity
could not be addressed, particularly where the solutions seek to fulfill the pledges made
concerning how conservation compliance is supposed to work on the ground. We
believe that dealing with these issues would actually strengthen producer support for
conservation compliance.

Area plans of insurance, including the Supplemental Coverage Option and the
Stacked Income Protection for Upland Cotton (STAX), have not sold well for a multitude
of reasons, including producer wariness about coverage that is not tailored to the risks
on their farm, higher than expected premium rates, and, in the case of STAX, the fact
that the policy was simply never designed to mitigate the impacts of predatory trade
practices by China, India, and other countries. That is the job of the Farm Bill, not
Federal Crop Insurance, and CIPA certainly adds it support for our cotton farmer
customers who seek inclusion in the Commodity Title to the Farm Bili.

While well intentioned, the Acreage Crop Reporting and Streamlining Initiative, ol
ACRSI, needs considerably more fleshing out if it is to actually ever work on the ground
without adverse conseguences for farmers and other parties involved. ACRSI was
intended to benefit farmers but the liability involved and the potential for the inadvertent
loss of Farm Bill benefits or crop insurance coverage is simply too great under the
program as it currently exists.

In regard to dairy eligibility for crop insurance, we agree with dairy farmers who
make the case that milk is not included in the definition of “livestock” under the statute
and should, therefore, not be subject to the cap on the cost of livestock insurance
products. Historically, we have seen the Risk Management Agency forced to shut down
the LGM dairy policy offering within minutes due to sales exceeding capacity. As the
Whole Farm policy continues to expand, this is going to be an increasingly frustrating
problem. Meaningful eligibility for crop insurance coverage could help struggling dairy
farmers in the same way Commodity Title eligibility will help struggling cotton farmers.

On a related note, a few studies were initiated by the Farm Bill on the feasibility
of different crop insurance policies to benefit livestock producers. However, as long as
the cap is in place, there really cannot be the kind of private sector innovation that is
necessary to create a successful livestock policy since there is no capacity to offer the
policy once it is developed.

In sum, as crop insurance agents, we certainly want to ensure that our farmer
and rancher customers have reliable protection under Federal Crop insurance. But, as
the primary trusted advisor of so many producers, we also want make sure that farmers
and ranchers have all the tools they need to survive in a very difficult economic climate
for U.S. agriculture.



94

Looking forward to the 2018 Farm Bill, we hold out hope that Congress will
carefully consider that the 2014 Farm Bill is on target to save more than $100 billion
over 10 years, four times what was pledged; the considerable savings that crop
insurance is contributing; the hardship a 50 percent drop in net farm income over the
past four years is causing; and agree that a strong new Farm Biil ~ complete with much-
needed and long-overdue regulatory reform — is in order.

In the interest of the farmers and ranchers we serve, CIPA strongly believes that
a strong new Farm Bill must be passed on time in order to provide the safety net that
struggling producers need right now. Crop insurance is working, but other areas of the
farm safety net need shoring up. On this score, | would be remiss if | did not express
my personal gratitude to my Senator, the Honorable Thad Cochran, for his work to
ensure cotton farmers have an adequate safety net in order to weather these very
difficult times.

None of the four Farm Bills that | have experienced in my capacity as a crop
insurance agent has come easy. The last process took from late 2011 to early 2014 to
complete. The delay was not a function of the Agriculture Committees not able to get
their work done because the Agriculture Committees have a long tradition of getting
good work done in a bipartisan manner. Instead, extraneous factors slowed Farm Bill
efforts down.

We are seeing some of this play out already at the beginning of the current Farm
Bill process. Legislation offered by Senator Jeff Flake (R-AZ) and Rep. Ron Kind (D-
W), proposals by the Environmental Working Group and the Heritage Foundation, and
even provisions within the Administration’s FY 2018 budget are deeply troubling
because of the irreparable damage they would do to Federal Crop Insurance.

Among those who are responsible for the success of Federal Crop Insurance
today, Dr. Art Barnaby of Kansas State University certainly ranks among them. And,
this is what Dr. Barnaby had to say about these proposals that share many common
threads between them: “If all of these crop insurance changes were to pass, it will kill
crop insurance. One wouldn’t expect the critics will get ali of the changes they are
asking for, but just one of these changes could upset the equilibrium in [crop insurance]
and start the death spiral.”

These are ominous warnings from a long-time crop insurance expert in
academia. And they are the same warnings issued by farmers, ranchers, and lenders
from across the country in 2015 when a deal was hatched to cut crop insurance without
the consent of the Agriculture Committees. Thankfuily, due to the work of the
Agricuiture Committees, Congress quickly rescinded these ruinous cuts.

If | were to categorize the attacks against Federal Crop Insurance, | would say
they largely break into three different groups: (1) kill the insurance risk pool by excluding
farmers and acreage that are good risks from crop insurance through arbitrary limits on
the levels and kinds of coverage, limitations on premium discounts, and means testing;
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(2) kill private sector delivery through unsustainable cuts to A&O and company rate of
return; and (3) demand Congress breach fong-time privacy protections under crop
insurance so the information can be publicized and distorted in much the same way
Farm Bill information is today.

In evaluating these proposals, Dr. Barnaby asked the question: “Is the debate
over budget [savings] or [over the] elimination of crop insurance?... [Making] these
changes...will likely make [crop insurance] ineffective, and over time farmers will drop
their coverage.”

The first category of attacks — including what would be first ever limitations on
premium discounts, first ever means testing, the capping of coverage levels, and the
elimination of other kinds of coverage — threaten harm not only to farmers directly
affected but all farmers because they propose to remove good risk from the crop
insurance risk pool, driving up premiums for those remaining in the pool to the point
where, in the words of Dr. Barnaby, the “insurance pool Kiils itself".

Beyond the impact on the risk pool, there are many other serious problems with
these proposals as well. There are, in fact, too many to number. For instance, Dr.
Barnaby points out that a California farmer with 543 acres would hit the proposed limit
on premium discounts. And, | know from conversations with a peach farmer in South
Carolina that he would hit the pay limit with just 25 acres. Obviously, at what acreage
level a farmer would be hit by the pay limit depends on the crop, production per acre,
and crop value but one thing is clear wherever or whatever a farmer produces: if you
are a full time farm or ranch family just struggling to make ends meet, the proposal is
aimed at you, although the grapeshot would manage to hit all farmers.

The proposed means test also fails to recognize that farmers operate in a
perfectly competitive market where average returns over the long-haul are close to zero.
In fact, annual returns to many farmers are often in the red. And, this means that
farmers must make hay while the sun shines, building up reserves and shoring up
equity in the relatively fewer good years in order to survive the muitiple bad years. The
proposed means test would deny crop insurance to farmers using this common sense
risk management strategy because rainy day funds built up in good years can mean
ineligibility for crop insurance in years when farmers are under water.

These proposals, along with the Heritage Foundation’s proposal to cap crop
insurance coverage at 70 percent yield coverage and eliminate revenue and
replacement coverage, would drive down participation and coverage levels, unraveling
the achievements of Chairman Roberts in the Agricultural Risk Protection Act of 2000
and that of Senator Leahy in the Federal Crop Insurance and Reform Act of 1994 and
return us to the days when costly, unbudgeted ad hoc crop loss disaster programs are
needed almost annualily.

The second category of attacks would cut administrative and operating (A&O)
expense reimbursement used to pay a portion of the costs of delivering crop insurance,
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including agent commissions and loss adjustor wages and salaries, by 30 percent
despite the fact that the current Standard Reinsurance Agreement aiready cuts A&O by
30 percent, and would reinstate the deep cuts to the rate of return to providers that
Congress specifically rejected because of the irreparable injury they would have worked
upon private sector delivery and, thus, crop insurance. In short, these attacks would
undo the achievements of the 1980 Federal Crop Insurance Act that underpins the
whole system.

1 will not go into the third category having to do with distortions but will instead
simply suggest that data and information can be very helpful in Farm Bill deliberations
only insofar as they are not misused for the purpose of misleading public and lawmaker
opinion concerning U.S. farm policy. Without putting too fine a point on this, the misuse
of information for this nefarious purpose is the sole contribution of certain think tanks to
every Farm Bill debate | have witnessed.

Working together, | am convinced that we can enact a strong new Farm Bill on
time that fully protects Federal Crop Insurance and CIPA stands ready to help however
we can.

Thank you once again for the privilege of testifying before you today. | am truly
grateful for the Committee’s dedication to America's farmers and ranchers and sound
U.S. farm policy, including strong Federal Crop Insurance.
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Thank you, Chairman Roberts, Ranking Member Stabenow and members of the committee, for
the opportunity to share the views of the American Farm Bureau Federation (AFBF) on the
current state of the agricultural economy and on our recommendations for the upcoming farm
bill.

1 am Mark Haney, and I represent a fifth generation on our family farm in Nancy, Kentucky
where, along with my brother we produce apples and peaches as well as raise beef cattle. We
also have a Farm Bureau Certified Roadside Farm Market where we sell produce from our farm
as well as cider, jellies, baked goods and other products. I am privileged to serve as president of
the Kentucky Farm Bureau and a member of the AFBF Board of Directors. AFBF is the nation’s
largest general farm organization, with nearly 6 million member families, and works on behalf of
our members in every state in the nation and Puerto Rico. Our farmer and rancher members grow
virtually every crop produced, in all sectors of the livestock, dairy, poultry and aquaculture
industry, on farms and ranches of every size, using the full range of production systems from
organic methods to the latest in high-tech and biotechnology tools. We also proudly include as
members many of the men and women who are our neighbors in rural communities all across
America.

Farm Bureau has been following the committee’s work to gather information to assist you in the
formation of the new farm bill, and it is with great interest that we have reviewed the testimony
presented by other organizations representing the many agricultural commodity, animal
agriculture and specialty crop sectors sharing their concerns about current market prices, farm
income, and the economic outlook for the near future. I do not intend to reiterate all of those
concems other than to note I hear many of the same from Farm Bureau members.

I do, however, want to share one chart that I believe highlights the realities of the situation
farmers and ranchers are facing in today’s agricultural economy. The following chart showing
debt-to-income ratios was developed from data provided by USDA’s Economic Research
Service (ERS) and CoBank. The verbiage accompanying this chart states: “The farm sector debt-
to-income ratio is a leading indicator of the health of the farm economy. Debt-to-income, which
shows farmers’ ability to pay down liabilities, is forecast by USDA-ERS to rise above six times in
2017. A ratio of 4-5 times is seen as a concerning level. Comparatively, the debi-to-income ratio
in the 1970s reached worrisome levels for the four years leading into the 1980s farm crisis.
Long-term, the severity of the farm financial situation will depend on how fast debt levels rise
and how fast the Federal Reserve System raises interest rates. Higher interest rates ultimately
will have the dual effect of depressing land values and stressing borrowers at a time of elevated
debt levels.”
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As indicated in the chart, 2017 and 2018 will be a critical period for farmers and ranchers. This
chart also emphasizes the reason we need a strong safety net in the upcoming farm bill. For
many of our major commodities, there is little domestic demand growth on the horizon. A strong
dollar amplified by weaker economic growth in many countries and the production expansion by
our major competitors in international markets gives us all pause regarding expectations for
significant export demand growth. Add to this the uncertainty regarding the reactions among our
key export markets relative to the new administration’s position on trade agreements, and the
concems rise even higher. Farmers and ranchers are tightening their belts and paying very close
attention to their individual financial situations. Simply put, they are in greater need of strong,
secure safety net programs and risk management tools than has been the case for several years.
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The ratio of debt to assets has increased for commercial farms since 2012. The chart above
reinforces what we hear from farmers and lenders. Farmers have working capital challenges, but
not a debt crisis, at least not yet. Their lenders report they have the assets to refinance short-term
debt to longer-term loans with more manageable annual payments that allow them to continue to
operate. But if commodity prices continue at present levels, most everyone agrees the financial
conditions of farmers and ranchers will slowly and steadily deteriorate. If there is any comfort in
the carrent situation, it is that most economists do not expect a crisis such as agriculture experienced
in the 1980s.

This again highlights the importance of the safety net programs and risk management tools this
committee has provided for agricultural producers. The last thing we need at this point is a
reduction in the level of federal commitment, substantial or otherwise, and on behalf of Farm
Bureau members, we appreciate your continued efforts to protect these important programs.

As was pointed out in the letter that 18 farm groups sent to Congress a few months ago, we are
concerned about the financial pressures on farmers and ranchers as prices remain low and costs
of production remain at high levels. We outlined the following reasons additional funding will be
necessary to draft a farm bill that provides a robust safety net:

= Net farm income has dropped 50 percent from just four years ago, the largest four-year
percentage decrease since the Great Depression.

s The aggregate debt-to-asset ratio remains low compared to the mid-1980s farm financial
crisis, but it has risen from 12 percent to 14 percent in the last two years.

= Many farmers and ranchers are relying on capital reserves while many others, including
beginning farmers, have already depleted reserves because they have not had the
necessary good years to build them up.

= Based on averages, one in 10 farmers is either highly or extremely highly leveraged. For
most major commodities, the figures are significantly higher — 19 percent for cotton
farmers, 24 percent for wheat farmers, and 16 percent for corn farmers.

* The dollar remains strong, which makes exporting our products even more difficult.

=  Qur export markets may be stifled by U.S. trade policy. Farm Bureau estimated the
completion of the Trans Pacific Partnership agreement would have increased farm
income by $4.4 billion annually—income that has effectively been left on the table.

= Agricultural exports to Mexico and Canada have quadrupled since we entered the North
American Free Trade Agreement (NAFTA), and Canada and Mexico are our second- and
third-largest export markets. Loss of market share in Canada or Mexico due to less-
favorable ag trade terms in a renegotiated NAFTA or due to less-friendly relations
between our countries will depress prices further.

= Other countries heavily subsidize and protect their producers. The Organization for
Economic Cooperation and Development provides a Total Producer Support Estimate
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(PSE) each year for the 30 developed countries around the world. The average PSE is 18
percent, meaning 18 cents of each dollar a farmer receives comes from domestic support
by the government. The U.S. is way below that average, with a PSE of only 8 percent.

= Developing couniries arc providing large sums of support to their producers. For 2015,
China's rice, wheat, and corn subsidies are estimated to be $100 billion in excess of the
levels to which it committed. That is more than the entire safety net for all of America’s
farmers and ranchers over the life of one farm bill and more than half of another. U.S.
farmers are willing and able to compete with farmers in other countries on a level playing
field, but they cannot compete with the treasuries of foreign governments. Until there is a
level playing field, U.S. agriculture requires a strong safety net.

= The 2014 farm bill contributed $23 billion to deficit reduction over 10 years. It was the
only reauthorization bill that voluntarily offered savings during the 113th Congress.

»  Farm budgets are very tight this ycar and, with USDA predicting commodity prices to
remain flat for the next several years, we need a strong, effective farm bill to help farmers
and ranchers through this difficult, long-term period of depressed commodity and
livestock prices.

The AFBF Board of Directors recently met to discuss our recommendations for the upcoming
farm bill debate. Based on the outcome of this discussion I am providing the following
recommendations, grounded in our grassroots policy, for your review and consideration as you work
to develop the new farm bill.

These recommendations are not set in stone; rather, they are designed to provide the necessary
flexibility to ensure that Farm Bureau is prepared to work with you in achieving the best possible
farm bill that meets our key farm policy objectives while assisting you in meeting the challenges this
important legislation will endure.

The following overarching goals serve as the basis for our recommendations:

= Protect current farm bill spending.

* Maintain a unified farm bill that includes nutrition programs and farm
programs together.

* Ensure any changes to current farm legislation be an amendment to the
Agricultural Adjustment Act of 1938 or the Agricultural Act of 1949.

® Prioritize our top funding priorities -~ risk management tools, which include
both federal crop insurance and Title I commodity programs.

® Ensure programs are compliant with the World Trade Organization agreements.

The Board recommends the following five provisions in particular for your consideration:

= Allow farmers to select the “higher of” the five-year Olympic Average yield for the
Agriculture Risk Coverage County Program (ARC-CO) or a simple 10-year average
yield.



102

Increase the reference price used as the floor for the ARC-CO program by 5% for
com, soybeans, wheat, sorghum and other minor crops. Increasing the ARC-CO plug
prices for com, soybeans and wheat by 5% would mean ARC-CO floor prices of
$3.90, $8.80 and $5.80 per bushel, respectively.

Support a cotton lint program and/or designating cotton seed as an “other oilseed” to
make cotton eligible for Title 1 commodity support programs.

Improve the Dairy Margin Protection Program by supporting a package that
contains the following: a) a two-tiered approach to providing a safety net for dairy
by continuing to treat production of 4 million pounds of milk covered annually
differently than more than 4 million pounds of production; b) increase the
administrative fee from $100 to $300 for the catastrophic level of protection; c)
reduce premium rates 25% from the current rate for the first 4 million pounds of
production history covered and increase premium rates 25% from the current rate
for coverage above 4 million pounds; d) lower the maximum coverage level from
$8.00 to $7.00; e) raise the catastrophic level from $4.00 to $4.50; and f) increase
the feed ration formula for all producers by 10 percent.

Increase the $20 million annual cap on livestock insurance products to $75 million
annually.

The AFBF Board also approved the following recommendations to address additional
issues important to our farmers and ranchers.

Commodity Programs:

We support:

Continuation of the Price Loss Coverage program and the ARC program. Farmers
want a choice of which risk management programs work best for their operation.

Changes to the ARC-CO program to make it more effective and fair to all farmers.
The opportunity for all farmers to re-elect and/or re-enroll in Title 1 programs.
Basing Title 1 payments on historic, rather than planted, acres.

Altering the cascade used to determine county yields for the ARC program to
make Risk Management Agency (RMA) data the primary option followed by
contiguous county RMA data, National Agricultural Statistics Service data and
discretion of the state Farm Service Agency director.

Making ARC-CO payments using the ARC-CO payment rate for the county in

which the land is physically located rather than the rate for the administrative
county used by the farmer.
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Conservation Programs:

We support:
* Requiring USDA to update rental rate data for the Conservation Reserve Program
(CRP) every year rather than every other year.

= Capping the pollinator rental rate at the lower of $300 per acre or 90% of the
average county cash rent for the type of land that is entered into the pollinator
program.

»  Allowing adequate flexibility in establishment practices and mid-contract
maintenance for acres enrolled in the CRP to completely control any noxious
weeds or problem species that may have been introduced in the pollinator plot.

We do not support:
= Increasing the cap on the CRP above the current 24 million acre cap.

= CRP “knock offs™ that offer contracts similar to the current CRP program but only
require short-term (3-5 year) contracts rather than 10-15 contracts.

= Allowing the same parcel of land to be re-enrolled in the general CRP after the
conclusion of two contracts.

Dairy:

‘We support maintaining the current three-month sign-up gap and ending enrollment in
September prior to the Margin Protection Program coverage year and retention of the
Secretary of Agriculture’s ability to delay the sign-up period on an ad hoc basis.

‘Whole Farm Revenue Protection Program (WFRP)
We support keeping the WFRP as a pilot program rather than making it a permanent
federal crop insurance program.

Working Together:

Over the years, many members of the House and Senate Ag Committees and members of
Congress in general have encouraged various groups to work together to come up with consensus
positions for farm bills. AFBF President Zippy Duvall has stressed unity as onc of his highest
priorities for Farm Bureau and we have played a role in at least four initiatives to do just that in
2017:

» In February, Farm Bureau helped organize a coalition letter to Congress signed by 502
groups representing agriculture, nutrition, conservation, rural development, crop
insurance, energy and other interests. The letter stated, “It is imperative that the
committees not be hamstrung by further budget or appropriations cuts to any farm bill
program. Instcad, we strongly encourage you to recognize the substantial savings already
achieved, which far exceed expectations, and to provide the committees the opportunity
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to complete their work through regular order, without arbitrary budget cuts or caps. With
the agriculture and rural economy struggling, households across the country struggling tc
meet their basic needs for nutrition, and farm income down 46 percent from only three
years ago, it would be perilous to hinder development and passage of the 2018 farm bill
with further cuts.”

=  Earlier this year, Farm Bureau joined with a coalition to protect the crop insurance
program, Ninety-four companies and trade associations representing crop insurance
companies, agents, farm and commodity groups and lenders are participating and are
circulating weekly messages on various aspects of the crop insurance program.

* In March, Farm Bureau helped organize a coalition letter to Congress signed by 18 farm
and commodity groups which stated, “The factors outlined (in the letter) make the case
for a strong safety net that will ensure that U.S. farmers and ranchers have the
wherewithal to continue to farm and ranch until market conditions improve

= Also in March, Farm Bureau signed a document that addressed 13 issues on which cach
of the following eight farm and commodity groups have agreed for the upcoming farm
bill. We will continue to work toward further agreement on other issues and with other
farm and commodity groups. We also continue to seek guidance from the leadership of
the House and Senate Ag Committees. That document is printed below.
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FARM BILL ISSUES ON WHICH WE AGREE
March 24, 2017

On March 15, 2017, farm and commodity organizations sent a letter to the Senate Budget and
Appropriations Committees pointing to the sharp fall in farm prices and income since 2013 and
asking Congress to provide additional funding in order to develop an effective farm income
safety net in the 2018 Farm Bill. A number of these organizations have met to discuss specific
issues that need to be addressed in the next farm bill and will continue to work to develop
consensus proposals to share with the Agriculture Committees on potential ways to resolve
them. The following organizations are in agreement on the attached initial list of positions. To
be clear, the beginning of this document covers only those issues where there is a consensus on
every issue.

As our discussions continue and as guidance from the Committees is provided, we hope to
expand this list to cover additional issues expected to be considered during negotiation of the
new farm bill.
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Overarching Issues:
Increase funding in the 2018 farm bill in order to-address the significant reductions in farm prices
and income incurred since 2013, and to meet other critical needs.

Federal crop insurance and commaodity programs are our top funding priorities.

Commodity Programs:
Continue a counter-cyclical program like the Price Loss Coverage (PLC) program and a revenue
program like the Agricultural Risk Covcrage (ARC) program.

Change the ARC and PLC programs to make them more effective and fairer to all farmers.

If the ARC and PLC programs continue, farmers must be allowed to re-elect and re-enroll on a
crop-by-crop basis.

Commodity program payments should be based on recent historical crop production rather than
on current-year planting.

Crop Insurance Programs:
Oppose reducing premium discounts.

Conservation Programs:
Maintain strong funding for federal conservation programs which preserve environmental
benefits, while continuing the prioritization of working lands conservation programs.

Maintain strong funding of the Environmental Quality Incentives Program (EQIP) and the
Conservation Stewardship Program (CSP).

Examine the rental rates of the Conservation Reserve Program (CRP) and the Conservation
Reserve Enhancement Program (CREP) annually at enrollment to ensure they mirror the rental
rates of comparable land in the immediate area.

Improve State Technical Committees to make them more ag-friendly by encouraging producers’
participation and input.

Other Programs:
Ensure adequate funding for agricultural research and education.

Continue work on simplifying procedures, reducing paperwork requirements and streamlining
interactions between the Farm Service Agency (FSA), the Natural Resources Conservation
Service (NRCS) and the Risk Management Agency (RMA) via the Acreage Crop Reporting
Streamlining Initiative (ACRSIL

Continue and wotk to improve the Young and Beginning Farmer Programs implemented in the
2014 Farm Bill.
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Additional Farm Bureau Policy Objectives:
While many of the issues facing farmers and ranchers are outside the jurisdiction of the House

Ag Committee, they nonetheless are huge influences on our ability to be profitable. Nevertheless,
these issues are important and impactful to the future of America’s family farms and are worthy
of your attention. Farm Bureau has five priorities on which we are focused in 2017 to help
farmers and ranchers. They are (1) a robust 2018 Farm Bill; (2) a workable immigration
program; (3) tax reform; (4) improvements in trade; and (5) regulatory reform.

Immigration Reform

U.S. agriculture faces a critical shortage of workers every year as citizens are largely unwilling
to engage in these rigorous activities and guest worker programs are unable to respond to the
marketplace. This situation makes our farms and ranches less competitive with foreign farmers
and less reliable for the American consumer. Securing a reliable and competent workforce for
our nation’s farms and ranches is essential to agriculture and the U.S. economy.

Farmers and ranchers have long experienced difficulty in obtaining workers who are willing and
able to work on farms and in fields. Jobs in agriculture are physically demanding, conducted in
all seasons and are often transitory. To most U.S. residents seeking employment, these
conditions are not attractive. A number of studies document this fact, and farm worker
representatives also acknowledged this in recent congressional testimony. Yet, for many
prospective workers from other countries, these jobs prescnt real economic opportunities.

In times of labor shortages farmers have relied on these foreign workers, who are admitted under
a government sponsored temporary worker program known as H-2A, and on workers who appear
to have legal status to be working in the United States. The demand for foreign workers is
heightened due to not only a lack of a domestic workforce, but also the reverse migration of
workers from the U.S. to Mexico, historic levels of immigration enforcement and bipartisan
congressional commitment to a credible work authorization system through mandatory E-Verify.
Those factors, combined with an increasingly rigid and burdensome H-2A program, demonstrate
the need for a new approach.

Reforms to the immigration system can ensure that American agriculture has a legal, stable
supply of workers, both in the short- and long-term, for all types of agriculture. This requires a
legislative solution that deals with the current unauthorized and experienced agricultural
workforce and ensures that future needs are met through a program that will admit a sufficient
number of willing and able workers in a timely manner.

Tax Reform

Farm Bureau supports replacing the current federal income tax with a fair and equitable tax
system that encourages success, savings, investment and entrepreneurship. We believe that the
new code should be simple, transparent, revenue-neutral and fair to farmers and ranchers.

Agriculture operates in a world of uncertainty. From unpredictable commodity and product
markets to fluctuating input prices, from uncertain weather to insect or disease outbreaks,
running a farm or ranch business is challenging under the best of circumstances. Farmers and
ranchers need a tax code that recognizes the financial challenges faced by agricultural producers.
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Tax reform should embrace the following overarching principles:

- Comprehensive: Tax reform should help all farm and ranch businesses, including sole-
proprietors, partnerships and sub-S and C corporations.

- Effective Tax Rate: Tax reform should reduce combined income and self-employment
tax rates low cnough to account for any deductions/credits lost due to base broadening.

- Cost Recovery: Tax reform should allow businesses to deduct expenses when incurred,
including business interest expense. Cash accounting should continue. Sect. 1031 like-
kind exchanges should continue.

- Estate Taxes: Tax reform should repeal estate taxes. Stepped-up basis should continue.

- Capital Gains Taxes: Tax reform should lower taxes on capital investments. Capital gains
taxes should not be levied on transfers at death.

- Simplification: Tax reform should simplify the tax code to reduce the tax compliance
burden.

Pass-through Businesses: Any tax reform proposal considered by Congress must be
comprehensive and include individual as well as corporate tax reform. More than 94 percent of
farms are taxed under IRS provisions affecting individual taxpayers. Any tax reform proposal
that fails to treat those taxed under the individual and corporate tax codes fairly will not help, and
could even hurt, the bulk of agricultural producers who operate outside of the corporate tax code.

Effective Rates: Any tax reform plan that lowers rates by expanding the base should not increase
the overall tax burden (combined income and self-employment taxes) of farm and ranch
businesses. Because profit margins in farming and ranching are tight, farm and ranch businesses
are more likely to fall into lower tax brackets. Tax reform plans that fail to factor in the impact of
lost deductions for all rate brackets could result in a tax increase for agriculture.

Cost Recovery: Because production agriculture has high input costs, farmers and ranchers place
a high value on immediate expensing of equipment, production supplies and preproduction costs.
Also of critical importance is the deductibility of business interest expenses for interest paid on
mortgages for land and buildings, operating loans, and vehicles and equipment purchases.

Cash Accounting: Cash accounting is the preferred method of accounting for farmers and
ranchers because it provides the flexibility needed to optimize cash flow for business success,
plan for business purchases and manage taxes.

Like-Kind Exchanges: Farm Bureau supports the continuation of Sect. 1031 Like-Kind
Exchanges for real property such as land and buildings, for personal property including
equipment and vehicles, and for breeding and production livestock.

Estatc Taxes: Farm Bureau supports permanent repeal of federal estate taxes. Until permanent
repeal is achieved, the exemption should be increased, be indexed for inflation and continue to
provide for portability between spouses. Full unlimited stepped-up basis at death must be
included in any estate tax reform. Farmland owners should have the option of unlimited current
use valuation for estate tax purposes. Capital gains taxes should not be imposed on transfers at
death.
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Capital Gains Taxes: Farm Bureau suppotts eliminating the capital gains tax. Until this is
possible, the tax rate should be reduced and assets should be indexed for inflation. In addition,
there should be an exclusion for agricultural land that remains in production, for transfers of farm
business assets between family members, for farmland preservation easements and development
rights, and for land taken by eminent domain. Taxes should be deferred when the proceeds are
deposited into a retirement account.

Other Provisions Important to Farmers and Ranchers: Farmers and ranchers support tax
incentives for renewable fuel and energy, the Domestic Production Activities Deduction (Sect.
199), farm and ranch income averaging, installment land sales, elimination of the UNICAP Rules
for plants, and the tax deduction for donated food and donated conservation easements.

Trade

The U.S. food and agriculture sector is heavily dependent on international markets and trade is
vital to the continued prosperity of farmers and ranchers. Half of the U.S. wheat and rice crop is
exported. Soybean exports accounts for more than 40% of U.S. production, while corn exports
have declined in recent years to 12% of production. These numbers, however, understate the
impacts of agricultural exports. Indirect exports of com and soybeans (and other ag
commodities) occur through meat and livestock exports. Domestically fed livestock that are
exported are also an indirect export of corn, soybeans and wheat used as feed for those animals.
This impact is substantial as exports account for 21% of pork production and 10% of beef
production. The percentage is even higher for crops such as cotton and tree nuts. Over the past
few years, foreign markets have also become increasingly important to supporting the dairy
industry, with exports now accounting for one out of every seven days of U.S. milk production.
Clearly, without those markets, commodity prices received by producers would suffer.

With over 96 percent of the world’s population living outside of the United States, expanding
access to international markets is essential for our future success. This includes maintaining and
increasing access to markets through existing and future trade agreements, and leveraging export
programs that serve as catalysts to increased market access.

Over 20 million jobs across the country are directly or indirectly dependent on agriculture and
account for nearly $1 trillion or 13 percent of gross national product. If our agricultural sector
can preserve its competitiveness in the global marketplace, we can grow this number and be a
strong contributor to a growing economy.

Finally, demand growth will be eritical to helping the agriculture sector get out of this revenue
downturn. The Trans-Pacific Partnership had the potential to raise net farm income by $4.4
billion annually without the need to boost government spending. We are disappointed that our
participation in the TPP was withdrawn, but we are working on ways to ensure a quick start to
bilateral negotiations with a variety of countries.
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Regulatory Reform

Federal regulations have a direct impact on farmers and ranchers. Over the years, the breadth and
extent of that regulatory landscape have increased. Today, agricultural producers are faced with a
flurry of requirements through the Clean Water Act (such as the “waters of the U.S.” rule, the
“prior converted cropland” criteria, wetlands jurisdictional determinations or total maximum
daily load limits); the Endangered Species Act (through designation of species, establishment of
critical habitat and questionable use of science); the Federal Insecticide, Fungicide and
Rodenticide Act; the Food Safety Modernization Act; immigration and labor regulations; and
interpretation of the Federal Land Policy and Management Act, to name just a few.

Often, these requirements are the result of federal regulations. Sometimes they emanate from
court decisions. But no mattcr how they are established, the result often can be controversial.
Stakeholders disagree on the language in the statute and affected parties disagree on the science,
the data or the models underpinning one or the other.

Amecricans, including farmers and ranchers, nced a rcgulatory systcm that is fair, transparent,
adheres to the will of Congress, takes economic impacts into account and respects our freedoms.

The Administrative Procedure Act is the principal federal statute that governs how regulations
are promulgated. Enacted in 1946, the law has not substantially changed in the 70 years it has
been on the books even though the federal government has expanded enormously.

Policies today are also increasingly determined as the result of litigation.

We must also ensure that our public policy does not hurt the economic viability of farm and
ranch families across the country. These issues often come from corners of the federal
government that may not understand production agriculture. Yet a broad range of regulatory
actions have the potential to increase the costs and reduce the margins of farmers and ranchers.

Whether the regulations dcal with the environment, immigration and labor, food safety or
financial reform, they can create an uncertainty that threatens to hold back investment and
growth across the agricultural sector. Congress and the administration must ensure that the
marketplace, not the federal government, determines the cost of production for America’s
farmers and ranchers. If our farms and ranches are weighed down with costs imposed by either
regulatory actions or delays in the regulatory process, farm income will decrease and market
sharc will be lost to our competitors.

Thank you again for holding this important hearing and for providing me the opportunity to
share the concems of Farm Bureau members from all across our great nation as you move
forward on developing the next farm bill. We appreciate your leadership and are fully committed
to working with you as you seek ways to ensure America’s farmers and ranchers are sustained
through the economic challenges we face today.
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Introduction

Chairman Roberts, Ranking Member Stabenow, and Members of the committee, thank you for
holding this important hearing to review the farm safety net. My name is Jennifer James, and I'm
a fourth generation rice farmer from Newport, Arkansas. While I identify myself as a rice
farmer, our family farm is diversified. I farm in partnership with my father and my husband, we
primarily grow rice and soybeans, and provide overwinter habitat for migrating waterfowl on
6,000 acres every year. We take great pride in our commitment to the conservation of natural
resources and instituting practices that provide wildlife habitat and conserve water.

I am proud to serve the rice industry as Chairwoman of USA Rice Federation’s Sustainability
Committee and as a member of the USA Rice Farmers Board of Directors, the USA Rice
Domestic Promotion Committee, the USA Rice Communications Committee, and the USA Rice
Asia, Turkey Promotion Subcommittee. I'm also active on the state level and serve as Vice Chan
of the Arkansas Rice Farmers Board of Directors, a member of the Arkansas Agriculture Board,
the Arkansas Ag Council Board of Directors, the Jackson County Farm Bureau Board of
Directors, and the St. Louis Federal Reserve Bank Agribusiness Industry Council. I appreciate
your invitation and am honored to offer my testimony on behalf of the USA Rice Federation.

We operate our farm much like a publicly owned business operates. Although not offieially, we
recognize my father as the CEQ, my husband as the COO, and myself as the CFO. We conduct
monthly manger meetings with agendas and supporting documentation. We review our budget
to actual costs and discuss crop conditions, marketing plans and progress, and human resource
concemns. We report to our land partners regularly and meet with our lender in an official review
at our request at least twice per year. We employ multigenerational family members as well as
extended members of our family. Some employees have been with us for more than 30 years.
We truly are a family farm.

I am very proud of the fact that the original farm has been owned and operated by our family for
over 100 years and we are recognized as an Arkansas Century Farm. The land has provided a
living for four generations and we are currently raising the fifth generation. My grandmother
outlived her husband by 20 years. Because of the hard work of my father, our farm provided
rental income for my grandmother which enabled her to have the full care she needed at assisted
living facilities after my grandfather passed away. Our farm has provided for my Father who is
now 73. I’m at the midpoint in my career and it has provided for me and my family as well. My
son dreams of obtaining a degree in Agricultural business and returning to till the land his great-
great grandfather purchased in the late 1800s.

I'm very proud of this heritage but I do fear that my son will have to downsize in the future
because of the current and arbitrary AGI means test and restrictive and burdensome rules for
program cligibility. Even if my son were to farm with his first cousins they would not be
considered a family farm because my brother left the farm last year to pursue another business
venture.
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State of the Rice Industry

While the last few years have been extremely difficult for the U.S. rice industry we continue to
have a major impact in our local communities and the national economy. The U.S. rice industry
is a multibillion dollar industry that provides jobs and income for not only producers and
processors of rice, but for all involved in the value chain. Much of this economic impact occurs
in the rural areas of the Sacramento Valley in California, the Gulf Coast region of Louisiana and
Texas, up and down the Mississippi River Basin starting in Illinois, down the Bootheel of
Missouri, through the Grand Prairie of Arkansas, where I call home, and down through the
Mississippi Delta. All combined, these areas plant rice on threc to four million acres annually.

The U.S. rice industry is unique in its ability to produce all types of rice, from long grain,
medium grain, and short grain rice, to aromatic and specialty varieties. Last year, rice farmers
produced a crop directly generating $5.6 billion that was reinvested in local economies. This
production and the subsequent sales of rice generated $34 billion in total value added to the U.S.
economy from rice production, milling, and selected end users. The industry provides jobs and
income to more than 128,000 people within the U.S. labor force.

Today, about 81 percent of all the rice that is consumed in the U.S. is produced here at home.
And, despite significant trade barriers to exports, the U.S. remains the largest non-Asian exporter
of rice and within the top five largest exporters worldwide. On average, about 50 percent of the
annual rice crop is exported as cither rough or milled rice. The top U.S. export markets for rice
include Mexico, Haiti, Japan, Central America and the Middle East. Of the rice produced by our
famers that remains in the domestic market, 53 percent is bound for direct food use, 16 percent is
dedicated to processed foods, 15 percent is used to produce beer, 14 percent is for pet food, and
the balance is used for industrial purposes.

Recent analysis conducted by Texas A&M’s Agricultural and Food Policy Center concluded that
on average, each rice farmer in the U.S. generates more than $1 million of economic activity in
his or her local economy annually. While rice farming and the associated production and
processing industries continue to act as economic drivers in rural communities, many of our
growers have been struggling with rice prices well below the cost of production for the last three
years. Farmers rely on good years to help support them through the bad years. This is especially
challenging for young and beginning farmers, who have not yet had an opportunity to build
reserves.

When the current Farm Bill was enacted in early 2014, U.S. rice prices across all grain lengths
averaged $16.30 per hundredweight. The USDA’s most recent forecast for the 2016/17 prices
show an average price of $10.50 per hundredweight — a ten-year low for the industry, and an
overall decrease of 36 percent. Even more extreme, California’s Temperate Japonica rice was
averaging $21.60 per hundredweight for the 2014/15 marketing year, and is now forecast at
$13.60 per hundredweight — a 37 percent decline in just two years. In addition to the low prices
we are witnessing, the rice industry has been severely impacted by natural disasters. Over the last
four years, our national average yields have taken a significant hit and decreased annually due to
extreme flooding or drought throughout the rice-growing regions. The U.S. rice industry has
clearly been injured by factors far outside of our control. Weather events will continue to impact
our yields and other major rice producing countries, many of which do not abide by World Trade
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Organization (WTQO) rules, will continue to overproduce and artificially depress world market
prices for rice. A robust safety net is necessary to protect American farmers from not only
extreme weather events but also multiple year price declines.

Beyond the substantial economic and nutritional benefits of rice are the environmental dividends
from winter-flooded rice fields that provide critical habitat for migratory waterfowl and other
wetland-dependent species. Using flooded rice fields over winter for waterfowl habitat is a
leading example of the compatibility of agricultural and natural resource management. Rice
farmers capture winter rains to help decompose straw, prevent erosion, and control weeds. But
the flooded rice fields have an additional benefit, food for wildlife and waterfowl including
waste grain, weed seeds, and invertebrates. These natural byproducts of rice production provide
vital nutrients for millions of migratory birds need to survive the winter and to prepare for their
journey north the following spring.

All of the major rice-producing areas in the U.S. host important waterfow] activity during winter
months. In the Delta region of Arkansas, Mississippi, Missouri, and Louisiana, at least 70
wildlife species rely on rice fields for habitat. In California, rice fields provide habitat for 230
species of wildlife, and provide wintering habitat for some seven million ducks and geese that
winter each year in the Pacific Flyway. This habitat is so critical to the flyway that experts
estimate we would lose more than one million ducks if California rice acres were cut in half.
Additionally, rice production areas in Texas correspond with the bird migration corridor known
as the Central Flyway, providing important habitat to hundreds of bird species that rely on these
temporary wetlands during their migratory journey.

The cost of replacing existing rice habitat with managed natural wetlands would be more than
$3.5 billion, and the operation and maintenance costs of maintaining those managed seasonal
wetlands would average $73 million a year. Without rice farming, the amount of wetland habitat
in the U.S. would be vastly reduced — a loss that would have a disastrous effect on waterfowl,
shore birds, and a host of other wetland-dependent species.

This symbiotic relationship with the waterfowl industry led to a historic partnership with Ducks
Unlimited, called the Rice Stewardship Partnership. While we both have separate missions and
methods, we have managed to collaborate and find common ground and develop goals for our
Partnership, including work on the Regional Conservation Partnership Program (RCPP).

Regional Conservation Partnership Program is a Success

Our Partnership was awarded $10 million in 2015 by the USDA’s Natural Resources
Conservation Service (NRCS) to implement an RCPP project across the six major rice-growing
States. The project directly funds Environmental Quality Incentives Program (EQIP) and
Conservation Stewardship Program (CSP) contracts with rice growers. While the CSP portion of
our project is still underway, the Partnership has been able to facilitate more than 200 EQIP
contracts with growers throughout the country to further improve rice’s environmental footprint.
This year, the same Partnership was able to secure an additional $15 million through two new
RCPP projects, further stretching the reach of the cost-share programs throughout the South.

It is important to us that this fiscally responsible program is reauthorized when you are writing
the next Conservation Title. Qur three projects alone have pulled together nearly 100 diverse
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partners to help implement their goals, communicate successes, and ultimately share the cost of
investment in working lands conservation programs to ensure NRCS gets the most bang for their
buck.

The Importance of Working Lands Programs

CSP, and especially EQIP, are referred to by farmers as the “workhorses™ of NRCS conservation
programs. They are valuable cost-share programs that incentivize farmers to implement a
number of conservation practices on our operations that have proven benefits to the environment.
The relatively small investment made by the program has no doubt made our land more resilient
to extreme weather events by reducing erosion and runoff and improving soil health.

EQIP is vital because it is such a straightforward program with an extensive list of practices that
NRCS is able to assist farmers with implementing, EQIP’s structural practices can help establish
the equipment needed to better manage water resources, help with irrigation efficiency, fencing,
and erosion control.

CSP has been revised to become more like EQIP but operates with five-year contracts to provide
more time for the extensive work to be completed. This program helps to target specific
resources using a number of complimentary practices, and has been a great tool for rice farmers
to have in our toolbox to pay for expensive long-term management practices.

In the South it is not uncommon for farmers to rent portions of their cropland. Many farmers do
not have certainty of whether they will hold the lease on a piece of ground from one year to the
next so it is often not worth the risk to invest a lot of capital into someone else’s land. These
cost-share programs are the only thing that helps to bridge that gap, allowing land-renters to
install conservation measures while footing only a portion of the cost. Improvements in
efficiencies benefit the farmer while the environmental perks benefit the landowner by
simultaneously raising the land value. Across the country, a great deal of EQIP and CSP
contracts are carried out on rented land that would otherwise probably be left untouched by
conservation improvements.

Working Lands Programs are Economic Drivers

Throughout rural America, working lands programs serve as economic drivers. It takes more
than just one farmer to complete the work needed to implement an EQIP or CSP contract. Think
about the outside technicians, engineers, and local soil and water conservation districts needed to
help oversee the conservation planning; the scientists, the land movers, the equipment that needs
to be purchased to implement these conservation practices.

Not to mention, with working lands programs the land is still in production, so the economic
drivers of small communities are still working, unlike some programs like the Conservation
Reserve Program (CRP) that pay farmers not to grow a crop. Small towns like mine rely on the
agriculture industry for jobs and investment or they would disappear; when my business
prospers, everyone around me benefits in one way or another.

More than 75 percent of rice farming operations in the South operate in what USDA considers
“StrikeForce counties™— rural counties with more than 20 percent of the population below the
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poverty line. These communities all rely on vibrant farming operations to stay alive and NRCS
working lands programs help to shoulder the burden of high operating expenses. These
conservation practices have helped me stay in business over the course of this depressed farm
economy having increased my efficiency by increasing my yields and decreasing my input costs
to boost my margins.

When we are not in the growing season and purchasing inputs, we are still growing the local
economy. The waterfow] hunting business brings millions of dollars to the South’s local
economies during the fall and winter months when work elsewhere is short. Visitors travel from
all over the world to hunt in rice fields and they all need lodging, food, equipment, etc.

As an industry, we see EQIP and CSP targeted every year during the appropriations process.
Their mandatory funding is cut, reducing the amount of work NRCS can provide in each of your
Districts throughout the country and creating a backlog that will take years to catch-up to the
demand that is out there. It is important to us that these are not only preserved but codified in a
way that they are not always seen as low-hanging fruit when it’s time to find savings.

EQIP Provision Limits Long-Term Effectiveness

Current EQIP rules place an arbitrary three-year limit on funding annual management practices.
As strong stewards of the land and staunch advocates for migratory waterfowl, we support a
change in this limitation for projects implemented *purely for the benefit of wildlife”. This is
necessary in order to sustain these beneficial practices and demonstrate long-term benefits.
While these annual management practices benefit waterfowl, some of them ultimately reduce
farm profitability because of their expense to the farmer. Therefore, producers will most likely
stop implementing them if cost-share assistance for these proven, effective annual management
practices is terminated after three years.

SAM/DUNS is a Barrier to Conservation Adoption

Currently, farmers who want to participate in Farm Bill conservation programs have to wade
through an annual registry process called the System for Award Management (SAM) and Data
Universal Numbering System (DUNS), designed for transparency for multi-billion dollar federal
defense contractors. This complicated process to comply with SAM and DUNS typically ties up
hours of my time and that of our local soil and water conservation district or NRCS office. It is
disincentive for many us to sign-up for these important conservation programs. Immediately
following a successful registration using SAM, my inbox, mailbox, and phone are flooded with
solicitors who have just been provided my information, a serious breach of my privacy. The rice
industry is supportive of efforts to exempt NRCS programs from complying with this
burdensome reporting process.

Sustainability is Necessary for Future Generations

As a mother, farmer, conservationist, and on behalf of the USA Rice Federation, T greatly
appreciate the work this committee has done to ensure that farmers have the tools they need to
implement conservation practices and feed our growing population. While conservation may not
necessarily be the most controversial issue in the Farm Bill, it is a vital part of our industry and a
necessary investment if we want to leave our land and operations as a legacy for our children. T
urge this committee to increase farm bill resources in working lands programs.



116

The reality is that if we aren’t good stewards of our working lands, the food security we enjoy
today in the United States may not be available to our children. That’s why I have worked as
Chair of the USA Rice Sustainability Committee over the past eight years to make conserving
water and providing habitat for waterfowl a priority for the rice industry.

Over the past 20 years, rice farmers have decreased land use by 35%, energy use by 38%, and
water use by 53%. Conservation may not be at the top of our list every day, but it is on the list
every day.

Trade and Export Factors Influencing U.S. Markets

The U.S. rice industry relies heavily on exports. Approximately 50 percent of our annual crop is
exported to more than 120 countries around the globe, accounting for 8 percent of global rice
trade. These exports are critical to rice farmers, millers, and merchants. U.S. rice exports have
been inconsistent over the last decade, adding to the uncertainty in our markets and we are also
seeing a consistent increase of imported foreign rice, growing from 5 percent to nearly 20
percent of consumption over the last two decades. These growing imports are mostly originating
from our global trade competitors that are frequently in violation of their WTO obligations.

According to a 2015 study on the global competitiveness of the U.S. rice industry by the U.S.
International Trade Commission (USITC), rice has the highest levels of government-interference
when compared to all other crops. U.S. farmers simply cannot compete with foreign government
treasuries, like that of China, India, and Thailand. Producers in these and other countries
overproduce as a result of the lucrative subsidies they are provided that encourage them to plant
rice even when the market tells them otherwise, distorting the world market price. Thankfully,
last year the U.S. Trade Representative finally initiated a case against China’s grain subsidies at
the WTO, including their rice subsidies. We appreciate this Committee’s recognition of these
WTO violations and for holding several Congressional hearings to bring the issue to the
forefront. We are confident that the U.S. has a strong case and will win. While WTO cases take
some time to run their course, we are already seeing other bad actors take note of the case against
China. Two weeks ago, India, another notorious violator of WTO commitments, requested
“observer status” on the case out of concern that the U.S. will soon challenge their illegal
subsidies. It is critical that the U.S. government continue to go after the bad actors that put
American rice growers at an unfair disadvantage and threaten our livelihood.

The USITC report lays out these problems in great detail. The key conclusions are well known to
our industry and my fellow producers. It outlined the extent of foreign government involvement
in global rice markets and the high levels of foreign tariffs that keep U.S. rice from competing in
those markets. USITC analysts concluded that U.S. rice production would be 1.3 million metric
tons (mmt) higher in the absence of global tariffs. Removing foreign tariffs not only leads to
higher production in the U.S., but would also increase U.S. exports by slightly more than 1.3
mmt or approximately 25 percent. Please keep in mind that U.S. import duties on rice are
essentially zero.
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Examples of Export Challenges
The U.S. rice industry continues to face a number of challenges in exporting our safe, nutritious,
and cost-effective crop. Several examples include:

= No access to the Cuban market.

With the appropriate statutory changes, the U.S. could regain 30 percent of the
Cuban rice market within two years. That is an estimated 135,000 metric tons of
new demand. We anticipate the U.S. share of the market would exceed 50 percent
within five ycars, and it could reach 75 percent or more within ten years with full
commercial relations. That is equal to somewhere between $40 and $60 million
worth of new demand from Cuba within those first two years of lifted sanctions.
We appreciate the leadership of Senators Heitkamp and Boozman for introducing
S. 275, the Agricultural Export Expansion Act, which secks to remove private
financing barriers for agricultural commodities with Cuba, and also appreciate the
support of the cosponsors on this committee: Ranking Member Stabenow, Senator
Cochran, Senator Leahy, Senator Klobuchar, and Senator Bennet.

» Irregular/non-transparent tenders for rice to be shipped to Iraq.

The U.S. State Department worked with the Iragi government to sign a
memorandum of understanding that supports regular U.S.-specific tenders for
rice. While we have seen some positive movement, this large export market
remains inconsistent and intergovernmental corruption in Iraq often acts a barrier
to selling our rice. Iraq at one time was the largest market for U.S.-grown rice but
in recent years has been sourcing much of its rice from Thailand — a major
competitor with the U.S. in terms of rice exports.

» Lack of meaningful, quality access to Japan.

While the Trans Pacific Partnership (TPP) trade deal would have provided some
new access for U.S.-grown rice to Japan, the real gains were unclear and volume
remained below what we felt was fair. The industry sought a higher volume tariff
rate quota (TRQ) for U.S.-grown rice going into Japan. We support a bilateral
trade deal with Japan that revisits the TRQ level for U.S.-grown rice and provides
the additional assurances we need on quality of access.

= Little to no access to the European Union (EU) and the United Kingdom (UK).

U.S. rice exports to the EU effectively halted in 2006 due to an incident where
genetically engineered rice accidentally entered the commercial supply. The issue
has been resolved yet the market never recovered beyond a small quantity shipped
largely to the UK under an existing trade concession. EU duties applied on U.S.
rice outside the concession are high but unfortunately they provide favorable trade
concessions for our global competitors. USA Rice is seeking substantive market
access gains in Europe. That is why we support a U.S.-UK bilateral trade deal
once the UK has formally exited the EU in 2019 and why we support returning to
talks surrounding the Transatlantic Trade and Investment Partnership.
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U.S. International Food Aid Programs

In addition to trade and export challenges, USDA and the U.S. Agency for International
Development (USAID) international food aid programs continue to be a target for cuts and
statutory revisions by Congress, the administration, and others. These international food aid
programs have long been a critical component of our diplomatic success. They are supported by
farmers, shippers, processors, mills, and humanitarian organizations. They have a distinguished
record of saving lives in the face of daunting emergency situations and preventing crisis through
effective monitoring and response. The programs have an extensive history of measurable
successes reducing hunger and malnutrition while also supporting education, democracy, and
agricultural development in vulnerable populations throughout the world. This year in particular,
our food system is projected to face unprecedented demand, especially in nations across Sub-
Saharan Africa and the Middle East.

Rice is one of the primary commodities utilized by a number of these programs, whether it is by
direct aid or through monetization. Unfortunately, the administration’s recent budget proposal
threatens to reduce or even eliminate this already small market for U.S. rice farmers through cut:
in funding. The U.S. rice industry has invested a lot of time and capital into developing fortified
rice which has been recently approved for use in food aid to reduce global hunger and
malnutrition, particularly in women and children. Despite only serving as a one to five percent
share of all rice exports, it is important to the industry that we continue to play a strong role in
providing our nation’s agricultural bounty to those in necd by fully funding the USDA’s Food
for Progress and McGovern-Dole Food for Education programs and USAID’s Food for Peace
program.

Export Marketing and Development Programs are Worth the Investment

Trade and exports are not self-sustaining without regular, strategic marketing of our products.
The majority of U.S. agricultural products are promoted globally through the USDA’s Market
Access Program (MAP) and Foreign Market Development (FMD) program that provide annual
allocations to commodity organizations through an extensive application/request process. These
programs are vital in promoting growth and new opportunities for our agricultural exports and
have a long track record of measurable success throughout their lifespan.

USA Rice not only effectively utilizes our annual allocation, but we contribute $7 in private
industry funds for every $1 in federal funding through MAP and FMD, making them true
economic drivers. Unfortunately, funding for these programs through the farm bill has remained
flat for a number of years. Without additional funding, there are less dollars for us to develop
export markets. Each year, commodity organizations participate in these programs which
highlights their success but also means there’s less money to go around. Additionally, annual
sequestration cuts means the programs will become less effective. We would like to see a
significant increase-- even a doubling of funding for these programs to help grow agricultural
exports amid this turbulent trade atmosphere. We believe providing additional resources will
help to elevate commodity prices, thus offsetting the costs of the Commodity Title.

Increasing Costs for Production
According to USDA’s Economic Research Service, the 2018 crop year is forecast to have some
of the highest production costs on record — nearly $1,000 per acre for rice. Our operating costs
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plus labor exceed every other crop covered by the Commodity Title. To put that into perspective,
the production costs forecast for 2018, including labor, are: $679 per acre for corn; $479 per acre
for soybeans; $312 per acre for wheat; and $317 per acre for sorghum. Folks may question why
rice farmers do not typically choose to grow something else, and the answer has many important
aspects. Weather, water availability, and soil type all play a role in whether it is agronomical to
grow rice in a region. But, most importantly, it is economics. The initial investments for rice
farmers including equipment, infrastructure for irrigation, conservation measures that have been
installed, etc. are so specialized that it is difficult to economically justify a shift from year to
year.

According to USDA’s February Agricultural Prices Report, the Prices Received to Prices Paid
ratio in January for food grains, including rice, was at 62.9 percent, down 15 percent from a year
ago. With rising input costs and decreasing rice prices, our reserves, if we have them, are going
to continue to dwindle for the foreseeable future.

Options for Different Crops & Production Regions

Farm policy must be designed to give producers options of what policy will work best for their
mix of crops and growing region. I consider my farm to be diversified, growing four of the
major program crops. We are fortunate to farm in an area where we have the ability to rotate
among several crops. Not all production regions have that ability and may be limited to just one
or two crops that can be profitably produced. Because of this great diversity across American
agriculture we need policy options that can be tailored to the risks we are faced with.

On my farm in the Mid-south I can rotate up to three other crops with my rice, whereas rice
producecrs on the Gulf Coast have, in most cases, only one other crop rotation option, and yet in
California, rice producers have, in most cases, only one cropping choice: rice. Due to a host of
differences in market prices, production costs, yields, marketing patterns, and uses. Each crop
has very different pricing and marketing options.

For rice farmers and our lenders, statutorily set reference prices are simple and bankable, and if
set at the appropriate level will provide some level of protection from our main risk, multiyear
price declines. However, the current reference prices are not reflective of our increased cost of
production and do not take into account year over year inflation.

In the past, there have been concerns raised about statutorily set reference prices distorting
planting decisions and resulting in significant acreage shifts. Based on my personal experience,
the experience of the thousands of rice farmers that the USA Rice Federation rcpresents, as well
as the analysis of accredited economists that this committee relies on; the reference prices that
we are currently conducting economic analysis on, will not create distortions or drive planting
decisions. This is because the reference prices are below the cost of production and will be
decoupled from production (paid on historic base acres) and use only percentage of historic
yields for purposes of calculating the payment rates. Further, PLC only covers 85% of base
acres and any assistance that comes from PLC is calculated and distributed more than a year and
a half after I planted the crop.
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As I noted earlier, we have a diverse cropping mix, and our planting decisions are based on a
number of economic, agronomic, and marketing factors, but farm policy that sets support levels
below costs of production is not a factor in those planting decisions. For these reasons, [ do not
believe that it is possible to plant simply for the purpose of receiving program payments under
the current policy.

Price Protection is Key

The development of farm policy should be focused on providing producers with price protection,
not just for price moves during the growing year, but for multiple years of price declines as
we’ve seen since the current legislation was enacted. Those that say crop insurance is the
centerpiece of farm policy or that believe crop insurance is the cornerstone of the safety net,
certainly don’t understand the nature of growing rice. Crop insurance can’t, and it was not
designed to, provide price protection across multiple years. Adequate price protection is the
most critical component of the next farm bill and must be included in any policy option.

It is safe to say that the reason I am still in business today is because of the safety net provided
by the 2014 Farm Bill and, specifically, Price Loss Coverage (PLC). When prices were as high
as they were during the last farm bill’s development, USA Rice advocated for a safety net to
protect us during multi-year price declines (i.e., PLC) instead of shallow losses. We appreciate
this Committee’s recognition that the farm safety net is not one-size-fits-all and for including
PLC, which, by and large, is working as intended.

The 2014 Farm Bill allowed growers to choose between PLC and the Agriculture Risk Coverage
(ARC) within Title I. While a small number of rice farmers elected to use ARC, the vast majority
enrolled in PLC. In total, 99 percent of long grain rice farms and 94 percent of medium grain rice
farms selected PLC as their safety net of choice.

Rice is unique in that it has different market prices for Southem-grown long grain and medium
grain rice types and California’s Temperate Japonica-type rice. Since the current farm bill has
been in place, a small number of insubstantial ARC payments have been made to rice farmers in
select counties. PLC has been the primary safety net for rice farmers. Long grain rice prices
settled below the reference price after the 2014 and 2015 crop years and growers received much
needed assistance. Southern medium grain rice growers only received support through PLC for
the 2015 crop year.

We acknowledge the political and budgetary considerations at play in writing the last farm bill,
and the subsequent need to shift assistance timing for Commodity Title benefits until the crop
year is fully completed. But the time delays are exaggerated for rice. If triggered, USDA issues
PLC assistance to long and medium grain rice growers in the South in November based upon the
previous crop year’s Market Year Average price -- so the payment is made roughly 18 months
after the crop had been planted. For Temperate Japonica rice growers in California, PLC
assistance Is issued even later -- in February -- based on the Market Year Average price for the
crop that had been planted two years before.

There are multiple problems created at the farm level as a result of this delay. The bills for our
input costs ahead of planting season do not wait until a year after the crop is harvested before
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coming due. When farmers go to the bank after harvest, it is nearly impossible to predict a year
and a half in advance what kind of assistance they may qualify for — making it impossible to
accurately predict cash flow. That has a big negative impact on the ability of farmers to access
capital through financing.

Our first priority in the upcoming reauthorization of the farm bill is to increase the rice reference
prices for PLC or any price triggered program to more closely reflect the significant increases in
production costs for rice across all regions and take inflation into account as well.

We also request that this Committee look into mechanisms to accelerate at least a portion of the
PLC assistance which growers are anticipated to receive. I believe that the assistance will be
more effective if producers can start utilizing it sooner during the year. More importantly,
bankers would be more apt to approve our annual operating loans if the PLC assistance is
advanced or accelerated.

Program Eligibility and Payment Limitations

The 2014 Farm Bill made very substantial changes to the payment eligibility provisions,
lowering the adjusted gross income (AGI) means test and, included a very significant tightening
of “actively engaged” requirements for eligibility. In my opinion, USDA over-stepped the intent
of Congress in key payment eligibility provisions and issued regulations that are overly
complicated, restrictive, and punitive.

Following the publication of USDA’s 2015 Actively Engaged in Farming regulation there was a
lot of confusion and disruption throughout farm country. This regulation is burdensome and
costly for the affected operations, which are primarily in the Mid-south. There are, unfortunately,
no safeguards in the USDA s final rule that would protect entities from maintaining “family
farm” status following the death or retirement of a lineal family member, such as a parent or
grandparent. It was not the intent of Congress to force family farms out of eligibility as a result
of family transitions. As a daughter, granddaughter, and mother, I can truly attest to the
importance of estate planning activities to ensure the continued operation and viability of a
family’s farm. My son hopes to one day take over the family farm from and this rule makes that
future less certain because of a few misguided or perhaps unintentional phrases in a federal
regulation. This Committee should revise the statute to provide an exemption or safeguard to
protect hardworking farm families against unforeseen linkage breaks in their operating structure.
This Committee should revise the statute to provide an exemption or safeguard to protect
hardworking farm families against unforeseen linkage breaks in their operating structure.

In addition, the regulations should not include a cap on active personal farm managers. Invoking
an arbitrary limit of one to three farm managers completely ignores the diversity and unique
needs of farming operations across different crops and regions. Southern family farming
operations are often larger than three individuals, and are most affected by this limit. While a
family operation can have as many farm managers as required to manage the complexity and
scope of the operation, it is irrational to then limit the number of eligible farm managers in
similar operations that involve non-lineal family members, friends, or neighbors. The diverse
sizes and scopes of farming operations across the nation require different types of expertise and
numbers of individuals to adequately manage such operations. A limit ignores economies of
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scale, the increasing need to achieve efficiencies in agricultural production, and the complexity
of sueh operations.

USA Rice opposes additional eligibility requirements based on a producer’s adjusted gross
income (AGI). In fact, we firmly believe that this AGI test should not exist at all. Farmers need
to build up reserves in good times in order to weather bad times. But, an AGI test that excludes
farmers from farm bill assistance in a given year due to the AGI of the farmer in previous years
turns this fact of life on its head.

Additionally, a $125,000 payment limit seemed like a farfetched problem when the 2014 farm
bill was written and prices were higher. Unfortunately, in current market conditions, many
growers are at or close to the payment limits. If a farmer is limited at $125,000 and their losses
are $200,000 across the operation, there is a serious problem with the effectiveness of the safety
net. It seems counterintuitive to maintain policy that provides full assistance to producers when
they experience some losses but only partial assistance to those that are hit the hardest and
experience deep losses.

Finally, the fact that the previous Administration chose to impose sequestration after pay limits
were applied has effectively changed the pay limit. Farmers have already been sequestered
through our own budget reductions and more than a 50 percent decline in farm income over the
last few years. We believe that the farm safety net should be exempt from sequestration. If not
exempted we believe that any future sequestration rates should be applied before the pay limit is
applied.

Crop Insurance Needs Improvement

Crop insurance has not been as valuable a risk management tool for rice as it has been for other
crops and regions. Rice farms are 100 percent irrigated, and on average, our yields are very
consistent. Qur financial problems occur with higher production costs due to irrigation or as the
result of a weather event in the fall that disrupts our harvest and affects the quality of our crops.

Revenue Protection policies work well when prices are high and were increasingly utilized by
rice farmers through 2014, but have faced challenges and diminished sales in recent years.
Revenue-based insurance uses averages from the Rough Rice Futures Contract in the fall to set
the expected price used to calculate revenue. Unfortunately, because rice is a thinly traded
commodity in the futures market, in 2015 there was not an adequate amount of activity for RMA
to determine an expected price. Therefore, revenue policies were not available for that year and
producers were forced to use Yield Protection coverage, which did not provide adequate
protection.

Though rice yields do not tend to be as variable as other crops due to our irrigation practices,
crop insurance rates remain high relative to other crops. For example, a 75 percent Revenue
Protection policy for corn in Floyd County, lowa on a slightly above average Actual Production
History would cost the farmer $9 per acre — that is $1.70 out of pocket for every $100 in
coverage. The same policy on rice in Richland Parish, Louisiana would cost $23 per acre — that
is $4.87 for $100 in coverage. So in this example, the cost of rice insurance is nearly three times
as high as the corn insurance — and this is reflective of the cost across the rice belt. With the price
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guarantee of $10.30 per hundredweight of rice this year, it is easy to see why standard Revenue
Protection insurance is not as useful of a tool as we had hoped it would be for rice farmers.

The 2014 Farm Bill created a county-wide insurance-based policy called Supplemental Coverage
Option (SCO) that we had hoped, coupled with PLC in the Commodity Title, would provide a
complementary set of risk management tools for our growers. However, after the product was
rated by USDA’s Risk Management Agency (RMA), in most counties it was economically
infeasible to purchase for most producers.

USA Rice spent several years working with consultants to develop an insurance product that
would provide coverage for drastic changes in margins based on rising input costs. This product
was finally approved in 2015. However, in the course of its development it was merged with a
product designed to cover margins in other crops, and the resulting changes did not meet the
needs of the rice industry. Participation in the Margin Protection insurance product has been very
low, with the number of policies sold in the single digits last year. For all of our investment and
efforts, the product is simply not functioning as an adequate risk management tool. However,
this does not mean the concept is without merit. Because of our investments in the initial product
structure and the need to cover our margins as input costs rise in the future, we would be very
supportive of this Committee looking into ways to revise Margin Protection to be more
affordable and to better fit the needs of rice farmers.

Finally, we have made attempts to improve crop insurance for rice farmers through the
promotion of a downed rice policy that indemnifies producers for increased harvest costs
associated with late-season storms that lay the rice down. This policy has been fairly successful
in certain areas but problems with the overall range of the policy persist. As an industry, we plan
to continue to work to improve crop insurance coverage and options for rice farmers and will
continue to utilize basic coverage options to, at least partially, insure our crop in the event of
catastrophic losses due to weather.

Farm Policy is Necessary for National Security

Our nation’s strong farm safety net would not be what it is without all of the pillars that make up
farm policy. Agriculture is not a partisan issue. We divide ourselves by region and sector but not
by political beliefs. Fortunately, the Commodity Title and other titles make sure that each of our
different sectors and regions has something that works. Without the certainty of this legislation,
our already high-risk career would take on a new level of risk.

‘While some of the factors affecting the farm economy are within the control of the farmers
themselves, most of them are not. Illegal and over-subsidizing of rice production by our foreign
competitors, phony sanitary and phytosanitary barriers, lack of private financing options, etc. all
play into the need and justifications for strong farm policy to protect our basic agricultural
infrastructure.

The average U.S. farmer faces more and different risks than any other business we could point
to. We are affected by global futures and cash markets, weather, pests and disease, and any
number of other factors that could cause our crop to fail and our farms to go bankrupt. We are at
the mercy of our bankers who have to be able to justify giving us our annual operating loans and
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determine if the lenders ean absorb the unique risks associated with farming. The business of
agriculture is high stakes. Most farmers borrow more money in one year than the average family
borrows in an entire lifetime.

‘When threats are made to cut or eliminate funding and policy for the farm safety net, the very
existence of the full-time family farmer is put in jeopardy. Without a strong and predictable
safety net, only a small number of truly consolidated operations would survive. These would not
be the competitive family enterprises we know today.

Please keep in mind that if it were up to us as farmers, we would prefer to prosper solely on the
great prices our crops bring at the market. Unfortunately, commodity markets are not always
kind, and agricultural markets are distorted by our foreign competitors. The simple fact is that
right now our crops are not bringing enough at the market to pay our loans and buy our supplies
for next year without the assistance provided by the farm bill.

I am here to ask for this Committee’s consideration in not only maintaining our Commodity Title
policies, but strengthening them by using our recommendations as you prepare to reauthorize the
farm bill.

I want to again thank you, Chairman Roberts, Ranking Member Stabenow, and the Members of
the committee for inviting me herc today to provide insight on behalf of the U.S. rice industry.
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Chairman Roberts, Ranking Member Stabenow, members of the committee,

Thank you for the invitation to testify today and the work this committce is doing to understand the challenges that
facc agriculture. My name is Roger Johnson, and I serve as president of the National Farmers Union (NFU). NFU
represents roughly 200,000 family farmers, ranchers, and rural members. NFU works to improve the well-being and
quality of life of family farmers, ranchers and rural communities by advocating for grassroots-driven policy adopted
annuaily by our membership.

As the title of this hearing indicates, commodity programs, access to credit, and erop insurance, will be key
components of the 2018 Farm Bill. This rings especially true as we continue to witness pressure in the countryside as
commodity prices remain Jow and farmers and ranchers struggle to adjust. We are three years into this downturn,
forecasts by the U.S. Department of Agriculture (USDA) point to a prolonged period of depressed prices. Given this
scenario, NFU believes that the farm bill safety net should provide meaningful assistance in two fundamental
circumstances: when disaster strikes and when prices are low and remain below the cost of production for extended
periods of time. These two scenarios have scparate sofutions, the first is crop insurance and the second is commodity
programs.

QOur current environment has implieations for producers accessing credit, negative farm budgets, depressed markets,
viability of the safety net and increascd demand for mediation services. In my testimony I will discuss all of these
issues and also note some NFU priorities heading into this farm bill cycle.

Credit:

We face increased challenges nationwide associated with accessing credit. Farm Service Agency’s (FSA) Farm Loan
Program has seen significant increases in loan demand. On top of demand increasc, we have also witnessed an uptick
in challenges associated with loan servicing. The one year period from June 30, 2016 to June 30, 2017, FSA saw
delinquencies rise in the direct loan program from 20,344 to 21,719 and from 1,392 to 1,562 among guaranteed loans.
Direct delinquent loans more than 90 days past due rose from 7,492 to 8,060. Lastly, debts restructured in the same
time period rose from 2,064 to 2,592.

During fiscal year (FY) 2016 FSA set a new record across its loan portfolio. Obligations of direct and guaranteed
operating and farm ownership loan funds reached $6.3 billion. This was the highest volume in FSA’s history.’ As
many of you know, FSA ran out of money last summer, after which reprogramming of funds was required in order to
limp into the next fiscal year. Just the same, loan backlogs were reported.

Thankfully, the Appropriations Committees, led by the Senate, provided meaningful increases across the farm loan
program to clear the backlog and meet increased demand in FY17. Unfortunately, the House Committee on
Appropriations recently passed a bill, which cut roughly $800 million in loan authority from the FSA. While I
appreciate the different jurisdictions of the respective committees that drive agriculture spending, I would be remiss if 1
did not highlight these proposed cuts in light of credit proposals intended for the next farm bill.

Legislation in both the Senate and House has proposed increasing eurrent limits within various farm loan programs.
Guaranteed loan limits would increase from $1.39 million to $2.5 or even $3.5 million. The direct loan liinit would
increase from $300,000 to $600,000. NFU appreciates the intent of the legislation as farmers have been faced with
significant increases in operating and ownership expenses. We remain concemned that by increasing the limits, fewer
overall loans will be made. We must see increases in overall loan appropriations in order to ensure increascs to
individual loan limits are appropriate. With spiking demand, [ think the fast thing we want to see are fewer, high-
dollar loans being made.

* https://www.fsa.usda.gov/programs-and-services/farm-loan-programs/funding/index
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As you consider changes to the credit title, I urge members of this committee to focus loan limit increases within the
direct loan programs, work to ensure higher overall lending authority for all aspects of FSA’s Farm Loan program,
invest mandatory moncy for state mediation grants, enhance the IT capabilitics associated with the loan programs,
maintain cnvironmental requiremcnts tied to loans, and ensure continued access for beginning farmers in these
programs.

Commodities:
Grains and Oilseeds:

Farmers and ranchers are facing very serious financial challenges. July outlooks from USDA’s Economic Research
Service (ERS) provide little reason for optimism. Higher than expected yield forecasts for many crops have kept
projected prices low or only modestly higher. ERS has projected corn prices down to $3.30 per bushel, sorghum down
to $2.90 a bushel, soy up to an average of $8.90, all wheat up to $4.80, long-grain rice season average of $11.20-
$12.20, medium-and short-grain rice average up to $12.40-$14.40 per cwt, and an upland cotton midpoint of $0.61 per
pound,? NFU is hearing from its members that multiple years of low prices with only short-term price swings arc
presenting significant challenges.

While national avcrages tell a compelling story, I belicve that it further aids this committee if a snapshot at the farm-
level is capturcd. While I spend much of my time in Washington, 1 remain a farmer from Turtle Lake, ND. The Nortl
Dakota State University (NDSU) Extension Service produces annual projected crop budgets in an cffort to assist
producers with estimates of revenue and costs for selected crops. With a few exceptions, most notably soybeans, the
projected 2017 crop budgets for North Central North Dakota paint a challenging picture. While these are averages and
make a variety of assumptions, it nonctheless provides a window into the challenges that farmers face in north central
North Dakota. By regionalizing the estimates we arrive at a more accurate estimate of profitability.’

T will use corn, spring wheat, soybeans and oats as examplcs. NDSU adds projected direct costs with indirect costs and
compares them to projected market incomes. The resulting per acre profitability is shown below:

Crop Projected Price Market Income Sum of Listed Cost __ Profitahility
Spring Wheat $4.96 $233.12 Per Acre $243.33 Per Acre -$10.21 Per Acre
Comn $3.30 $353.10 Per Acre $356.68 Per Acre -$3.58 Per Acre
Soy $8.70 $278.40 Per Acre $225.83 Per Acre $52.57 Per Acre
Oats $2.19 $159.87 Per Acre $204.13 Per Acre -$44.26 Per Acre

To further drive home the point of the struggles facing farmers, while the crop budget projects $3.30 a bushel corn,
focal cash price in Minot for delivery to CHS was $2.68 on July19, 2017. So while the crop budget shows a loss of
$3.58 an acre, losses will likely be worse. This comes on top of similar losses for the last three years.

To combat periods of prolonged low prices our members believe that a strong safety net is required. Much discussion
and debate has centered on programs that fit the budget. Using the budget as a starting and ending point for the
nation’s agriculture safcty net is problematic from our perspective. Feeding the nation is a national security priority
and should be treated as such. As recently as April 25, 2017, the President reaffirmed this belief.* We must maintain
farm programs that help offset low prices until favorable prices return.

2 https://www.ers.usda.gov/topics/farm-economy/commodity-outiook/ers-outiook-reports-and-data/

? https://www.ag.ndsu.edu/farmmanagement/crop-budget-archive

* https://www.whitehouse.gov/the-press-office/2017/04/25 /presidential-executive-order-promoting-agriculture-and-ruraj-
prosperity
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NFU urges this committee to reform cxisting Title I programs to account for multiyear price declincs and notable
operational problems that surfaced in recent years. Under the Price Loss Coverage (PLC), NFU urges this committee
to raise reference prices. Relative cost of production should be heavily weighed when exploring changes to PLC
reference prices.

Many of our member who signed up for the Agricultural Risk Coverage (ARC) program experienced challenges with
the program, This committee should work to reform the program to function better in the next farm bill. One
challenge associated with ARC, which has received significant attention is the issue of the data cascade used to
calculate yields and subsequently payments. NFU values the role that both the National Agriculture Statistics Service
(NASS) and the Risk Management Agency (RMA) play. But for the purposes of the ARC program, we must ensure
that local flexibility is provided to address unexplained variations between neighboring counties. Some of our
members who participated in the ARC program were denied payments even as their neighbors in an adjacent county
received them. In these cases agronomic and climatic conditions were very similar, but produced different payment
outcomes. The next farm bill must address this and provide state FSA committees additional authority.

While we encourage alterations to the program, we would urge the committee to ensure that these changes don’t distort
the choices given to producers. As you are well aware many producers, enticed by the prospects of payments in the
onset of the program, chose ARC, leaving themselves much less protected in the out years. Changes to ARC must not
come at the cost of improvements to PLC.

Dairy:

NFU has also heard from dairy producers with serious concerns over the Dairy Margin Protection Program (DMFP).
While this program was always intended to be a risk management too! in a sector that historically relied on direct
payments, it has nonetheless fallen well short of expectations. Dairy farmers are experiencing an extended period of
very low milk prices and MPP has been unablc to provide meaningful relief. We have serious concerns that if this
problem goes uncorrected more dairy farms will go out of business.

Low prices and volatility have dominated dairy economics over the last three years, forcing many producers to shutter
dairy farms across the country. Milk prices reached $24 per hundredweight in 2014 but quickly eroded, falling to $16
per hundredweight in 2016. These priccs are well below the cost of production. Meanwhile, cash receipts over the last
three years demonstrate the volatility. In 2009, cash receipts were $24.3 billion, shooting up to $49.3 billion in 2014,
and quickly falling to $34.2 biltion in 2016.% Despite the unfavorable economic conditions faced by dairy producers,
U.S. milk production increased for the seventh consecutive year and the dairy herd continues to expand.®

As dairy farmers face such headwinds, congress must develop a comprehensive dairy program to allow dairy
producers across the nation to receive a profitable return on their investment. NFU believes that a multipronged
approach should be considered. We support an incentives-based inventory management program that is farmer-
led to balance production with consumer demand.

NFU has urged USDA to aid the Federal Crop Insurance Corporation (FCIC) board in determining that livestock
and the products that livestock produce are two distinct and different types of commodities. This distinction would
provide important opportunities for dairy producers who are currently subject to a cap on all livestock crop insurance
policies of $20 million. Providing uncapped revenue insurance options to dairy farmers is an important first step.
‘We urge members of this committee to express support to USDA for such steps.

* https://agriculture.house.gov/uploadedfiles/brown_testimony.pdf
& https://www.ers.usda.gov/data-products/dairy-data/
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DMPP has provided very little relief to struggling dairy producers. In 2016, about two thirds of milk production,
or 140 billion pounds of production history, enroiled in DMPP did not sign up for buy-up coverage. It is widcly
recognized that the program has failed dairy producers. There must be an acknowledgement, especially during the
farm bill drafting process, that producers paid millions of dollars into the program and did not receive assistance
during troubling economic conditions. As a second step, to crop insurance, DMPP must be reformed to create a
more meaningful safety net. NFU urges this committee to explore no- or low-cost coverage for $8 margins less
than 5 million pounds of milk production, the removal of the $100 administrative fee, and using monthty all milk
averages for margin calculations.

Cotton:

The current economic situation for cotton is anemic and isthreatening to causc long-term and potentially
irreversible damage to the industry and the associated infrastructure. Losses in cotton areas translate into pressure
on associated businesses, infrastructure and rural economies. The infrastructure for the U.S. cotton industry (gins,
warehouses, marketing coops and merchants, and cottonseed crushers and merchandizers) will continue to shrink
unless there is a stabilizing policy for cotton to help sustain the industry in periods of low prices such as currently
exists today.

NFU believes that Stacked Income Protection Plan (STAX) is not sufficient to solve the current situation on its own.
To start, STAX only covers roughly 26 percent of cotton acres.” NFU is supportive of classifying cottonseed as an
“other oilseed” for the purposes of PLC. At the very lcast, cotton should be reclassified as a covered commodity in the
next farm bill. We also hope that this committee can work with the USDA towards additional steps within existing
authority to provide relief along the lines of the Ginning Cost Share program.

Crop Insurance:

The assistance that Title I programs are providing is complemented by the role of crop insurance, which provides an
essential risk management tool to farmers. Unfortunately, when prices are low crop insurance is woefully inadequate.
On average, farmers must incur fosses of almost 30 percent before their insurance coverage starts to provide assistance.
Farmers also spend approximately $4 billion per ycar out of pocket to purchase insurance from the private sector.® All
that being said, crop insurance, year over year, has provided a meaningful, timely and flexible program that fits
individual producer demands.

Federal crop insurance is based on fundamental market principles, which means high risk areas and high value crops
pay higher premiums for insurancc. This emphasis on crop insurance and risk management has replaced constant
demand for ad hoc disaster assistance, and was paid for entirely by the taxpayer, while frequently not being delivered
in a timely manner. This committee must protect the integrity of crop insurance for the benefit of farmers and ranchers.

While often thought of as a tool designed for major commeditics, crop insurance is available for roughly 120 crops, to
farmers of all types and sizes, and in all states.” NFU supports the continuation and improvement of the federal crop
insurance. To this end, NFU would urge the committee to explore additional improvements to the Whole Farm
Revenue Protection (WFRP) plan included as part of the 2014 Farm Bill, improvements at the intersection of
conservation and risk management, and innovative applications of the federal crop insurance program that addresses
food liability issues associated with direct sales to consumers.

7 https://agriculiure. house.gov/uploadedfiles/lee_testimony. pdf

® hitp://archive.constantcontact com/fs158/1103508273436/archive/1124126672578.htmi

] .
httos://www.rma.usda.gov/pubs/rme/guickfacts.pdf
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Changes contained in the 2014 Farm Bill pertaining to the Noninsured Crop Disaster Assistance Program (NAP)
provided additional buy-up coverage not previously available. In 2015, almost 23,000 NAP applications for individual
crops included buy-up coverage. Also in 2015, the number of beginning and socially disadvantaged farmers that
participated in the program doubled to 16,467. These devclopments were recently cxplored by USDA’s ERS. " Both
through this report and anecdotes from the field have pointed to a rather interesting development. Beginning farmers
are using NAP as a springboard into WFRP plans. While both NAP and WFRP have a long way to go in the eycs of
beginning farmers, it is an important introduction to risk management for beginning farmers without prior crop
insurance experience.

Beginning farmers who utilize NAP to build 3 ycars of crop history for WFRP are able to receive 2 years of beginning
farmer discounts in the new policy. NFU would ask this committee to explore whether 5 years of discounts are
sufficient, particularly since other USDA beginning farmer provisions last 10 years. We also hear that the record
burdens have created a barrier to use. We ask that this committee consider improving WFRP so that it is a more
accessible policy. Lastly, the livestock cap that WFRP falls under represents a significant problem for our diversified
members wishing to utilize WFRP. We ask that WFRP policies that contain livestock operations not be counted
towards the livestock cap and consider reworking the $1 million livestock liability limit as well. Diversity on the farm
leads to less risk, we should not be punishing farmers for seeking additional diversity.

NFU believes there are minor changes that can be made within the federal crop insurance program that incentivize,
rather than punish producers. For cxample, NFU supports the replacement of cover crop rules tied to eligibility for
crop insurancc coverage with the established National Resources Conservation Service’s (NRCS) Good Farming
Practices process.

Lastly, we urge this committee to explore insurance opportunities related to liability of direct to consumer sales of
farm goods. The explosive growth of this sector is well known and well understood. In 2016, therc were 8,669 farmers
markets listed in USDA’s National Farmers Market Directory.!! NFU supports a national food liability insurance
program to assure that unprocessed or less processed wholc foods, fresh fruits, cheese and dairy products, meats and
fresh vegetables continue to remain competitive in the marketplace. NFU members believe that food liability culture
places the farmer in an unfair position and should be addressed if we intend to have continued growth of minimally
processed foods. Our members have voiced concern that private sector commercial liability protection does not fulfil
their requirements.

Conclusion:

There are many challenges facing agricultural today. This committee has a challenging task ahead of it as it begins to
grapple with these problems. The farm bill safety net needs to be protected. There must also be recognition on our part
that these programs are not perfcet and will need to be modified where necessary, for the benefit of family farmers.
Our collective challenge is to continue working to provide help when and where needed — and to encourage the
continued growth and success of our most vital industry -- agriculture.

Thank you.

up :
https: ({www ams.| usda gov/services/iocal-| reg:onai[farmers markets-and-direct-consumer-marketing
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Commodities, Credit, & Crop Insurance

Introduction

Mr. Chairman and members of the committee, thank you very much for the opportunity to testify
today. My name is Brenda Kiuesner and I serve as a loan officer with Royal Bank in Cassville,
Wisconsin testifying today on behalf of the Independent Community Bankers of America
(ICBA).

The focus on the farm bill titles being discussed today is of great interest to thousands of
community banks serving rural America and the agricultural sector. The nation’s community
banks strongly support America’s farmers and ranchers and our rural communities. We look
forward to assisting you on the next farm bill to help ensure a strong and stable farm sector.

Royal Bank

Royal Barnk is a locally owned and operated full-service community bank with a gcographical
footprint serving nineteen Central and Southwestern Wisconsin markets. Royal Bank provides
extensive services to the agricultural community in order to help crop farmers and livestock and
dairy operators thrive and grow. Royal Bank has $400 million in assets with over $90 million in
agricultural loans. Approximately one-third of these loans have USDA FSA guarantees. Royal
Bank provides quality financial products and services through a network of locally controlied
offices, taking pride in prompt personal service and a financially successful organization.

The Role of Rural Community Banks

Community banks play an important role in the nation’s economy. There are approximately
5,800 community banks in the U.S. Thousands of community banks are in small, rural, and even
remote commuaities. Community banks under $10 billion in assets provide slightly over 75
percent of all agricultural credit from the banking sector. Community banks under $1 billion in
assets extend approximately 56 percent of non-real estate loans from the banking sector to the
farm sector and 62 percent of the real estate credit. Community banks also provide
approximatcly 40 percent of all small business loans even though they hold only 10 percent of
banking industry assets. Therefore, it is important Congress keep in mind the important role
community banks play in agricultural finance and kceping our rural communities heaithy and
vibrant.
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Focus of Testimony

My testimony today presents five principles we believe should be incorporated into the next farm
bill and discusses briefly the background of the current farm economic situation.

My testimony also stresses the importance of farm programs to the agricultural sector from a
community bank perspective. The farm bil, crop insurance and USDA programs are all
essential to keeping a healthy farm cconomy. A strong farm safety net and ample funding for
guaranteed farm loans can help prevent or alleviate a potential farm credit crunch from
developing if continued low commodity prices persist over the next couple of years.

Principles for the Next Farm Bili

Regarding the topics being discussed today, we suggest five key principles be incorporated into
the next farm bill as follows:

1) Congress should provide ample funds for commodity programs, crop insurance and
USDA guaranteed loan programs to help producers weather a potential farm income or
farm credit erisis;

Changes should be considered to any programs under the House or Scnate Agriculture
Committees’ jurisdiction if the end rcsult is to assist farmers and ranchers and the
community banks that serve them;

3) Congress should direct federal agencies to reduce regulatory burdens impacting
producers and no regulations should be proposed or adopted that are not based on specific
statutory or legislative language or which could add unnecessary or inappropriate
rcgulatory burdens to users of various programs;

Congress should require federal agencies to implement programs in a manner that treats
all categories of participants or stakeholders in each program fairly;

Direct government loan programs should be designed in a manner that compliment — not
undercut — the lending activities of private sector lenders.
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Background on the Farm Economy

Some experts have said we are only one normal harvest away from dire conditions in the farm
economy. Last year we may have dodged a bullet. In 2016 we had a convergence of two
important factors that held further problems with farm finances at bay. We had very bountiful
crops in many areas and significant farm program payments. One or both of these factors may
not occur this year.
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USDA’s February farm income forecasts, relative to 2016 levels, projects farm sector
profitability measures for 2017 to range from nearly flat
to declining. Net cash farm income, one measure of
profitability, is forecast at $93.5 billion, up 1.8 percent

Net farm income and net cash fanm income. 2000
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Importance of a New Farm Bill

Mr. Chairman and committee members, we encourage Congress to adopt a new multi-year farm
bill by the time or shortly after the current farm bill expires next September. Past farm bills have
experienced delays and extensions. The road to passage of farm bills is fraught with legislative
land mines and passing them is never easy.
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It is important to keep in mind that having a five or six year farm bill in place provides producers
and lenders and other stakeholders a longer-term timeframe in which to engage in business
planning decisions allowing them to make commitments for several years into the future. Short-
term timeframes of a year or two are not conducive to making the full array of business decisions
that are required by today’s farming operations.

Many producers either do not cashflow or are on the precipice of not being able to cashflow. If
commiodity prices continue to remain at current depressed levels, the financial condition of many
producers will deteriorate further. These are just a couple of reasons why a farm bill with strong
commodity programs needs to be put in place upon expiration of the current bill.

Importance of Crop Insurance

Last year, 1.2 million crop insurance policies were sold, protecting over 130 crops on almost 300
million acres of farmland. Those crops carried an insured vatue of approximately $100 biltion.

As the manager of Royal Bank’s extensive crop insurance operations which protect 20,000 acres
of Wisconsin farmland, I must underscore the importance of this vital program to ensuring the
long-term viability of our producers and their ability to repay farm loans. There have been a
number of proposals in recent years to cut or gut the premium subsidies to farmers, introduce
means testing or reduce payments to crop insurance agents. Adopting these types of
amendments would have unintended and negative consequences which could harm many
producers and their lenders.

As manager of a large crop insurance portfolio in our bank, I'm very aware that cutting
premiums to farmers, for example, will diminish their financial solvency, could threaten their
ability to remain on the farm in the event of adverse weather and could undermine their ability to
repay their loans. This is not the set of policies we should be considering when we are in the
midst of the fourth straight year of declines to net farm income. These declines have cut net
farm income in half from 2013 levels. We need to protect premium subsidies to farmers and the
financial stability and infrastructure of the overall program while keeping in mind this is a
complex program for agents to manage.

A specific change we recommend is to allow farmers to report their acres for erop insurance
purposes to either their crop insurance agent or to the USDA Farm Service Agency instead of
requiring producers to report to both. This is an example of a duplicative regulatory requirement
that could be streamlined.
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How Farmers are Coping with Low Commodity Prices

In recent years, community banks have been able to serve farm borrowers with ample credit at
near historically low interest rates. However, the decline in farm income has placed stress on the
ability of farm borrowers to cash flow. Higher expected interest rates may add to this stress.
1CBA conducted a survey of its Agriculture-Rural America Subcommittee of over 25 bankers
from all farming regions of the U.S. Following are some of the findings:

Some community banks have as much as cighty percent or more of loans made solely to farmer
or ranchers. In some rural communities the entire community is dependent on agriculture. In
these communities all of the banks’ lending is relatcd to agriculture either directly or indirectly.

‘When asked about the level of financial stress within their portfolios, some bankers stated
seventy-five to one hundred petcent of their producers were feeling financial stress due to Jow
farm prices. 1n some cases the percentage was much smaller and was dependent on which
commodities were produccd as some producers are diverse enough to still be profitable.

Other causes of financial stress included high rental rates, living expenses that are too high
relative to farm income, too great of an investment in farm machinery, and factors such as
weather. Healthcare can be a major living expense impacting producers.

When asked if producers could strengthen their financial situation by lowering their expenses,
including family living expenses, some bankers indicated this may be possible, although many
producers have already tightened their financial belts. Producers are having a hard time trying to
reduee input costs such as fertilizer expenses or renegotiating rental rates due to the willingness
of other farmers to pay the higher rental rates. Producers are frying to reduce expenses on seed,
chemical and fuel costs through pre-payments or changing vendors. Even with these possible
reductions, their ability to cash flow will be difficult. Some producers have already locked in
expenses for scveral years into the future.

As producers have moved from expansion mode to survival mode there will be greater demand
for debt restructuring such as through extending loan maturities. Many farmers with tight cash
flows are using up working capital and are expected to borrow more in the future, Bankers also
report an increase in credit demand from producers who are being told by the Farm Credit
System (FCS) to look elsewhere for credit.

Due to financial stress and the projected farm financial deterioration over the next couple of
years, some farmers have made the decision to exit farming. They have decided to exit due to
the difficulty of being profitable in the current environment. Most farmers still have adequate to
strong equity.
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However, their working capital and cashflows are not sufficient to continue operating. While
some producers have sufficient capital to withstand losses over the next couple of years, other
producers will sell assets like land to remain viable.

In the worst position would be young, beginning and small farmers particularly if they have high
debt levels or if they have little to no backing from their extended family or their parent’s farm
assets. These are the farmers that would be most at risk of having to exit production agriculture.
However, if low farm prices continue over the next couple of years we are likely to witness a
larger exodus of farmers from agriculture including larger farmers and ranchers.

We expect bank regulators will challenge banks who are trying to work with producers if they
are projected to have negative cash flows for the next year or two despite having a strong equity
position. This is where USDA guaranteed loan programs could have a tremendously positive
impact as explained below.

Importance of USDA Guaranteed Loan Programs

Many banks are using the USDA guarantecd farm loan programs and Farmer Mac to help
borrowers restructure debt to get their annual cash needs down. There was much less interest in
these programs four years ago when Congress wrote the last farm bill. However, things have
changed for the worse and these programs will have a much greater demand in the years ahead.

Provide Adequate Funding - One issue that seems to regularly occur is the farm loan programs
can run out of funding. There needs to be enough flexibility in USDA programs to allow the
transfer of funds within USDA between programs if they temporarily nmn out of funding and
allow funding above the appropriated caps when needed. Any extra funds that may be needed
could come from temporary or stopgap funding via the commodity credit corporation. The goal
should be to prevent a backlog of approved loans that won’t be funded until the next fiscal year.

Similar flexibility and backstop funding should be provided for USDA’s Business and Industry
(B&I) loan program. The B&I program has historically realized full utilization and the
program’s delinquency rates are at an all time low.

Especially in this economic environment, farmers may not have much time to get their loans
funded after approval. This type of flexibility should be authorized in the farm bill. We should
keep in mind, particularly for the guaranteed farm loan programs, that the farm ownership (real
estate) program operates at no cost as costs are covered by the origination fee. The operating
loan program has only a very minor cost yet helps lenders provide hundreds of millions of
dotlars to producers who would not otherwise obtain credit.
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For fiscal year 2017, the appropriation of $21 million allowed lenders to make $1.96 billion in
guaranteed operating loans. FY2018 appropriations for USDA farm loans should at least match
FY2017 levels.

Raise Loan Limits — It is important Congress raise lending limits for the USDA guaranteed
farm operating and ownership programs from the current $1.4 million limit to $2.5 million or
greater to reflect today’s higher farmland costs. This could be especially important for young,
beginning or small farmers who want to become established within their family’s existing farm
operation/structure, The family’s farm may nced to expand to accommodate the next generation
of the farm family, such as a son or daughter, but they could be prevented from doing so at the
current loan limit.

Additionally, many farmers are denied access to USDA guaranteed loans because their credit
needs may exceed the loan limit. Raising the loan limit is not intended to impact all of the
bank’s farm customers. Rather, it is intended to help those farmers who may exceed the loan
limit and allows community banks to keep pace with those occasional customers who have credit
needs above the arbitrary USDA loan fimit.

The guaranteed programs operate at minimal federal costs. Therefore, Congress could
accommodate additional credit to farm borrowers with only a negligible cost to the federal
government, ensuring the survival of thousands of family farmers. Bipartisan legislation has
been introduced in Congress to address this issue and we recommend passage.

The direct loan programs are also a valuable financing tool for many farmers and ranchers,
especially younger ones that are buying land. These programs assist the ability of farmers to
cash flow and have attractive interest rates benefiting producers over the life of their operation.
The programs can help young farmers in either getting started in farming or in transitioning a
family farm to the next generation.

‘Whether direct loan limits are increased or not, these programs need to ensure direct financing
from USDA complements bank financing to ensure direct loans, particularly larger ones, don’t
subtract from financing already being provided by banks. Also, since these programs have a
“credit-elsewhere’ test, this requirement should be tight enough to ensure producers don’t shop
for credit denials, for example, from money center banks that are not making farm loans. In
addition, many borrowers apparently do not pursue direct loans due to the amount of paperwork
they have to fill out. Paperwork requirements should be reexamined.
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Additional Recommendations for USDA Credit Programs
Bankers in our survey made a number of recommendations to improve USDA credit programs:

» Minimize origination fees as they can discourage use of USDA programs;

e Minimize paperwork requirements — a need cited by many bankers;

® Remove the USDA’s recently imposed requirement that producers have an environmental
assessment within the past 12 months prior to financing a smaller livestock facility or 24
months prior to financing a larger livestock facility;

e Provide lenders consistency when using USDA loans across state lines as the
requirements often differ, making use of the programs more difficult in these instances;

s Increasc USDA staffing levels which will quicken approval times for loans;

» To free up USDA staff and reduce wait times for farmers, crop insurance reporting
should be done either through private crop insurance agents or USDA but not both;

s Allow banks to choose which USDA-FSA office to work with to help ensure a timely
loan approval process and minimize any loan approval issues in certain counties;

s Better software integration to allow USDA information sharing with the private sector;

s Improve requirements for loss settiements in the case of borrower liquidation.

Comment on NEPA Restriction

USDA adopted a final regulation to implement and reconcile changes to the National
Environmental Protection Act (NEPA). USDA’s final rule included a provision not contained in
the proposed regulation. At issue is USDA’s requirement that prohibits any refinancing of debt
within 12-24 months after any ground disturbance or construction. This prevents producers from
accessing the guaranteed loan program and raises the costs of financing for producers and is
unnecessary in many cases.

Farmer Mac Recommendations

We are aware Farmer Mac has three technical changes to their charter. One change deals with
the eligibility of farms organized as family trusts; a second change deals with Farmer Mac’s
ability to purchase the guaranteed portion of USDA guaranteed loans not under the ConAct of
1972; and the third provision would remove an arbitrary loan limit for loans of less than 1,000
acres. Based on our understanding of these provisions, we believe community banks would be
supportive of these changes.
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Preventing the Next Farm Credit Crisis

Bankers are reporting regulators are now very closely scrutinizing bankers’ ag loan portfolios
during examinations. Since stressful times in agriculture may persist for several years, it is
important regulators not over-react and put unnecessary pressures on ag lenders. Ag lending is
often cyclical in nature with good times followed by bad times and good farm lenders know how
to weather the normal ups and downs of agricultural markets. Many of the best loans are madc
in difficult times.

For example, regulators typically require banks to keep a list of farmers who don’t make all
scheduled payments regardless of the amount of their equity. If regulators see the farmers’
names a second time in a subsequent exam, they tend to classify the loan. If the volume of these
loans reaches a high enough percentage of the bank’s capital, the bank will be placed under an
‘enforcement action.” However, if banks make these loans as USDA guaranteed loans,
examiners will only classify 10 percent of the loan, reducing the amount of banks’ classified
loans by 90 pereent if guaranteed by USDA. For cxamplc, on a $1 million loan, a ninety percent
USDA guarantee would reduce the amount classified from $1 miltion to $100,000 — a ninety
percent reduction in the amount that counts against the bank’s capital.

Banks fear regulators may over-react to the downturn in prices and classify more loans. Having
an expanded, robust and well-financed guaranteed loan program could remove pressures on
banks to withhold financing from many producers and avoid a farm credit crunch.

Farm Credit System Abuses

There are multiple abuses of Farm Credit System’s (FCS) lending authority which we believe
Congress should also address going forward. While not the focus of today’s busy hearing, we
look forward to discussing those issues again with Congress in the near future.

Conclusion

Congress has the power to help avoid a farm credit crisis. Yes, we need a strong farm safety net
for commodities and we need a strong crop insurance program — both vital to producers and
lenders. We also need to enhance, streamline and adjust USDA guaranteed lending programs in
the next farm bill to ensure they fulfill their potential to be a key component of the farm safety
net and to help prevent the next farm credit crisis.

Thank you for holding this hearing. ICBA and our nation’s nearly 6,000 community banks look
forward to working with you in writing the next farm bill.

INDEPENDENT COMMUNITY BANKERS 0f AMERICA The Nation's Voive for Community Banks,"
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Introduction

Chairman Roberts, Ranking Member Stabenow, and Members of the Committee, thank you for
the opportunity to provide this testimony regarding the current farm bill and the policy needs
of the U.S. cotton industry in the next farm bill.

My name is Nick McMichen and my family and | operate a fifth-generation diversified row crop
and cattle farm in Centre, Alabama. Our crop mix consists of cotton, corn, peanuts, soybeans,
and wheat. Our farm has been in production agricuiture since 1842, settled via a land patent
signed by President James K. Polk.

| serve as a producer delegate to the National Cotton Council {NCC) and Alabama state
chairman to the American Cotton Producers. | also serve on the Southern Cotton Growers
board, am an elected member of Alabama Cotton Commission, and a board member for the
National Association of Wheat Growers, and Alabama Wheat and Feed Grains Committee.

In 2017, i was elected president of Area il-Alabama Association of Conservation Districts, and
also serve on the Coosa Valley RC&D Council Board and chairman of Cherokee County Soil and
Water Conservation District.

I am a partner in McMichen Farm and Cherokee Gin and Cotton Company.

The NCC is the central organization of the United States cotton industry. Its members include
producers, ginners, merchants, cooperatives, warehouses, textile manufacturers and
cottonseed processors and merchandisers. Farms and businesses directly involved in the
production, distribution, and processing of cotton employ more than 125,000 workers and
produce direct business revenue of more than $21 billion, Annual cotton production is valued
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at more than $5.5 billion at the farm gate. Accounting for the ripple effect of cotton through
the broader economy, direct and indirect employment surpasses 280,000 workers with
economic activity of almost 5100 billion.

in addition to cotton fiber, cottonseed products are used for livestock feed, and cottonseed oil
is used as an ingredient in food products as well as being a premium cooking ail.

Current Industry Conditions

As you know, the current economic situation for much of production agriculture is bleak,
including for U.S. cotton farmers. The passage of the 2014 Farm Bill coincided with significant
changes in the global cotton market. Shortly after the bill was approved, cotton prices began a
significant decline, the result of a build-up of giobal cotton stocks, especially in China,
decreased demand, and reduced exports. In 2015, this led to the lowest U.S. cotton acreage in
more than 30 years. While cotton prices and acreage have increased from the lows
experienced in 2015, producers are still struggling with prices at levels not adequate to cover all
production costs. According to USDA data, in 2016, 19 percent of cotton farms are considered
either highly or extremely highly leveraged.

To understand the challenges facing cotton farmers, it is important to review the dynamics at
work in global cotton demand. USDA estimates world mill use at 113.8 million bales for the
current 2016 marketing year. However, even with very modest growth, world cotton demand
remains more than 10 million bales below the peak demand observed in 2006. Slumping
demand is largely the result of the tremendous increase in polyester use. During the past
decade when cotton mill use fell by 10 million bales, polyester’s production capacity, primarily
located in China, increased by 157 million bales. Excess production capacity, in many cases
fueled by government support, is contributing to polyester prices in Asian markets of
approximately 50 cents per pound. While consumers continue to express their preference for
cotton products, the tremendous increase in low-priced polyester production has created
extraordinary hurdles for increasing cotton demand.

1 highlight these issues because of the critical influence of international markets and manmade
fiber on the financial conditions of U.S. cotton farmers. Policies that directly affect
international production, consumption and trade have a direct bearing on U.S. market prices.

2017 cotton acres increased to 12.1 million acres, a 20% increase from 2016 and a continued
recovery from the 30-year low experienced in 2015. Above-average cotton yields in some
states, improved water availability and moisture conditions, and the relative economic return
of cotton compared to other major row crops {i.e. corn, soybeans, wheat) are encouraging
more acres in some areas.
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While cotton returns have improved relative to other crops, USDA data indicate that on
average, cotton market returns are generally sufficient to cover variable {(or operating) costs
but fall well short of total costs. Since 2014, market returns from cotton and cottonseed have
falten short of the total costs of production (variable and fixed, not including return to
management and

family living expenses). Figure 1. U.S. Cotton Returns & Costs*
When accounting for Doflars per Harvested Acre
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While input costs have largely leveled off in recent years, there has been little to no decline in
these production expenses. Furthermore, projections by the Food and Agricultural Policy
Research Institute for 2017 and 2018 call for lower cotton market revenue relative to the 2016
crop.

For the 2014-16 crops, total market revenue and governments payments for cotton averaged
just 83% of the total costs depicted in Figure 1. For 2017 and 2018, the ratio of revenue +
government payments to total costs falls to 80% based on FAPRI projections.

While most commaodity prices have weakened over the life of the current legisiation, cotton still
finds itself at a disadvantage relative to the major crops covered by the Titie | safety net. A
weighted average of market returns + government payments for corn, soybeans, wheat, rice
and peanuts stood at 99% of total costs for the years 2014-16. Under the FAPRI projections,
the ratio for those crops is 98%.

Cotton Policy and the Farm Bill

The lack of eligibility for the same price and revenue policies as other crops remains a major
concern for cotton. As you know, these Title | commodity policies in the farm bill are designed
to help producers withstand prolonged periods of price declines and depressed market
conditions. While the Agriculture Risk Coverage (ARC) and Price Loss Coverage (PLC) policies
have generally performed well for producers, like myself, of other crops, | remain vulnerable to
further instability in cotton markets.
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Under the current farm bill, cotton producers can purchase the Stacked Income Protection Plan
{STAX) crop insurance policy. In addition, the marketing loan program was modified so that the
loan rate can adjust lower based on average market prices of the prior two years. Cotton is the
only program crop that does not have any long-term price or revenue protection policy in the
2014 Farm Bill

Cotton policy in the 2014 Farm Bill was enacted largely in response to a World Trade
Organization {(WTO) trade challenge brought by Brazil against certain components of U.S. farm
policy and select cotton-specific policies. To avoid further political controversy and trade
retaliation, Congress provided STAX as the core safety net for cotton. Unfortunately, given the
changes in market conditions, STAX has proved inadequate for U.S. cotton producers.

The cotton industry is currently requesting that the Administration provide a bridge of
economic relief for our industry until a new farm bill can be enacted. The previous
Administration operated the Cotton Ginning Cost Share Program for the 201S crop, which quite
literally helped many cotton farmers stay in business. Over 1,600 agribusinesses and lenders
recently wrote President Trump requesting that this program be renewed. Their call was joined
by bipartisan letters that included 26 Senators and 109 Members of the House asking that the
cost share program be available starting with the 2016 crop year. Several Members of the
Committee cosigned that letter and our industry is extremely grateful, especially to Senator
Boozman for leading the initiative.

In addition, another short-term initiative that can help bridge the industry’s need for support
until the next farm bill is the designation of cottonseed as a covered commodity eligible for the
ARC/PLC programs. The Senate Appropriations Committee recently approved the FY 2018
Agriculture Appropriations measure that includes a provision to make cottonseed eligible for
ARC/PLC beginning with the 2018 crop year. The House Appropriations Committee included
report language supporting this type of policy as part of their Agriculture Appropriations bill.
We are very appreciative to Chairman Cochran and others on the Appropriations Committee for
their commitment to this issue and are hopeful this policy can be included in a final FY 2018
agriculture funding bill later this year. While we are counting on the Cotton Ginning Cost Share
program from the Administration and the cottonseed policy so that many farmers can maintain
their family farms in the interim, our industry also is looking ahead to what a viable safety net
will be for cotton farmers in the next farm bill.

The NCC has begun internal discussions on the policy objectives for cotton in the next farm bill.
We know that a meaningful safety net for cotton must be included in Titie | of the farm bill.
Better protection in times of depressed markets can take on several forms, and our industry will
continue to pursue the best avenue to provide growers with adequate protection that is
consistent with both our international obligations and the needs of our industry. A survey of
our producer members clearly indicated that a viable, long-term Title | safety net should not
rely solely on cottonseed but rather take into consideration the full value of the cotton crop.
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Our industry is continuing our policy development work with the goal of providing the
Agriculture Committees with detailed policy recommendations by early fall.

As the cotton industry can attest to first hand, an effective safety net for producers must
consist of two key components: 1) an effective commodity policy that provides either price or
revenue protection to address prolonged periods of low prices and depressed market
conditions that span muitiple years; and 2) a strong and fully accessibie suite of crop insurance
products that producers can purchase to tailor their risk management to their specific needs to
address yield and price volatility within the growing season.

Marketing Loan Program

There are several other important provisions of the farm bill that are priorities for our industry.
Our industry relies heavily on a properly functioning marketing loan program that helps ensure
orderly marketing and flow of cotton to the market. Maintaining the marketing loan policy,
with some minor adjustments, is a priority.

Crop Insurance

A strong crop insurance program is also critical since in agriculture, one thing for certain is crop
losses will occur in some part of the U.S. each year. Annual losses incurred by farmers clearly
demonstrate the need for crop insurance protection and the public-private partnership of
program delivery. Farmers, their lenders, input suppliers and other stakeholders agree that
crop insurance protection should remain a viable, affordable tool for managing risk.

Notwithstanding the relatively low participation in the STAX policy due to the weaker market
prices for cotton, crop insurance as a whole, and underlying individual policies specifically,
remain a critical component of the overall safety net for cotton producers. In 2016, 96% of
cotton acres were covered by either multi-peril “buy-up” insurance or catastrophic coverage.
88% of these acres were covered by multi-peril insurance. The STAX policy was purchased on
more than 2.5 million acres covering 26% of total insured acres. Participation in STAX has not
been as extensive as initially projected, {argely because of extremely low prices, which render
the revenue assurance of STAX less beneficial relative to the costs of production.

For this reason, it is imperative that cotton producers have access to the same complement of
risk management policies and tools as other producers, including commodity policies in Title I,
along with crop insurance.

Federal crop insurance provides an effective risk management tool to farmers and ranchers of
all sizes when they are facing losses beyond their control, reduces taxpayer risk exposure,
makes hedging possible to help mitigate market volatility, and provides lenders with greater
certainty that loans made to producers will be repaid. The public-private partnership of
program delivery works very well, allowing for timely and outstanding service to producers
when they need it the most and providing much-needed jobs across rural America.
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While the overall crop insurance program is working well and should be defended, there are a
few areas that can be improved. The NCC is currently working with the Risk Management
Agency (RMA) to improve quality loss provisions that have proved inadequate for many
producers in the Southeast region who suffered through extensive rains during the 2015 and
2016 harvest seasons. RMA has been a good partner in identifying and pursuing improvements
to this feature of the crop insurance product. it is our understanding that an improved quality
loss provision will be available for cotton crop insurance policies for the 2018 crop. Particularly
important in the Southwest region is the ability to insure Enterprise Units by practice, which is
permitted in the 2014 Farm Bill. In our view, RMA has not implemented this provision in the
manner intended by Congress and should be reconsidered by USDA and, if necessary, further
clarified in the next farm biil.

Payment Limits and Program Eligibility

Our industry is opposed to any further tightening of payment limits and eligibility requirements,
as we believe these policies are already too burdensome and restrictive considering the size
and scale of production agriculture necessary to be competitive and viable in today’s global
market. In addition, we believe the current definition of ‘family member’ that is used for
actively engaged provisions in the farm bill should be broadened to ensure extended family
members are not forced out of the family farm simply because they do not fit within the
current, unnecessarily restrictive definition for ‘family member’. We hope to work with the
committee to address this problematic provision in the next farm bill.

Extra Long Staple Cotton Policies

There are important policy considerations for Extra Long Staple {ELS) or Pima cotton as well.
The industry is evaluating the potential for an increase in the foan rate for the ELS loan program
in order to better reflect the relative market value of Pima cotton. Since this is a non-recourse
loan without marketing loan provisions, there should be little, if any, additional government
cost or exposure. Also, the ELS Cotton Competitiveness Program is not currently functioning as
intended given the recent shift in the countries that are major producers, importers and
exporters of ELS cotton. For the intended objectives of this program to be met, USDA needs to
take steps to update the key price data being used. If USDA continues to resist this
administrative adjustment, then modifications in the next farm bill could be necessary.

Conservation Policies

Conservation programs continue to be extremely popular across the Cotton Belt. Specifically,
the Environmental Quality Incentives Program and the Conservation Stewardship Program are
both heavily accessed. | commend the Committee for streamlining conservation programs in
the 2014 Farm Bill. This made them easier for the Natural Resources Conservation Service
{NRCS) to administer, but more importantly easier for producers like myself to utilize. These
programs have become integral parts of many producer’s operations and achieve the goal of
improving and protecting the environment while also improving our farming operations.
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One area that can be improved is exempting NRCS from requiring producers participating in
USDA cost share programs to obtain and keep up to date a System for Award Management
(SAM) number and a Duns and Bradstreet {D-U-N-S} number. The SAM number is burdensome
because of the yearly renewal requirement. The D-U-N-S number can also be complicated if
the number is arbitrarily changed without the producer’s knowledge. Many producers,
including some in my area, have had payments extensively delayed after they had completed
the project because of this paperwork requirement. In addition, many producers may not
realize that while obtaining these numbers is a burdensome, time consuming process, they can
obtain these numbers for free, yet inadvertently agree to pay companies who contact them
directly hundreds of dollars to obtain the numbers. The SAM system and D-U-N-S requirement
were never intended for conservation contracts, and it is our hope that this oversight can be
corrected in the next farm bili.

Textiles and Economic Adjustment Assistance Program

After a decade of experiencing a precipitous decline in the amount of cotton used by U.S. textile
mills, U.S. mill consumption has stabilized since 2008 due to ongoing assistance provided in the
farm bill.

The recent years of stability and expected future growth can be attributed to the continued
benefits of the Economic Adjustment Assistance Program {EAAP), first authorized in the 2008
Farm Bill. Recipients must agree to invest the proceeds in equipment and manufacturing plants,
including construction of new facilities as well as modernization and expansion of existing
facilities. EAAP funds have allowed investments in new equipment and new technology, thus
allowing companies to reduce costs, increase efficiency and become more competitive. By
allowing U.S. textile mills to make the new investments necessary to remain competitive, the
program supports a manufacturing base that supports jobs in the United States. We strongly
support continuation of the program in the new farm law.

Exports and Trade Promotion Programs

The U.S. cotton industry is heavily reliant on exports and open markets for U.S. cotton and
cotton textile products. U.S. cotton producers, and the other six segments of the industry,
operate in highly integrated and competitive global fiber and textile/apparel markets. On
average, 75% of U.S. cotton production is exported as raw cotton fiber, and another 20-25% is
exported as textile products {yarn, thread, fabric), so nearly 100% of U.S. production is
ultimately exported in some form. The U.S. cotton industry is extremely dependent on open
trade relationships with key markets. Likewise, factors in the global fiber market heavily
influence the economic situation of the U.S. cotton industry.

Currently, markets are closely watching China’s management of cotton stockpiles (~48 million
bales) and issuance of import quotas. India’s increased production and potential growing
presence in the export market could weigh on markets as this year’s harvest approaches. As
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discussed earlier, cotton continues to face growing competition from heavily-subsidized,
foreign-produced manmade fiber.

Given the tremendous reliance by our industry on exports of raw cotton fiber and yarn, it is
essential that the U.S. agriculture industry have a strong, well-funded public-private partnershig
to help leverage private resources to expand export markets and grow demand for U.S.
agriculture products. A central part of this effort is USDA’s Market Access Program {MAP) and
Foreign Market Development {FMD) program. Even though the U.S. continues to be heavily
outspent by other major agricultural producing and exporting countries, MAP and FMD
investments have been flat for more than a decade. MAP and FMD have resuited in a $2.1
billion increase per year in cash farm income since 2002. Agricultural exports in 2014
accounted for $340 billion in economic output and supported 1.1 million jobs. For this reason,
we believe it is justified for the new farm bill to invest additional funds in these programs.

The value of U.S. cotton fiber exports exceeds $5 billion annually, along with an additional $3
billion in exports of value-added cotton textile products. independent studies found that for
each dollar spent by organizations like Cotton Council international that partner with USDA to
expand and promote exports, there is a $35 return on investment. In direct monetary and in-
kind investments, the U.S. cotton industry invests over $2 for every $1 of MAP funds utilized for
export promotion activities. These programs work and in response, our industry’s stakeholders
are investing in their businesses and creating jobs.

Credit Challenges

The availability of credit is paramount for all of agriculture, and particularly so for producers.
The recent period of prolonged, depressed cotton prices has placed an extraordinary strain on
the ability of many cotton producers to obtain credit. Highlighting this concern across the
Cotton Belt is a recent letter signed by 1,605 agricuitural lenders, lending associations,
agribusinesses, and other rural businesses requesting short-term economic assistance for
cotton producers through the Cotton Ginning Cost Share program. In addition, maintaining
adequate funding for USDA to operate the direct and guaranteed operating and farm
ownership loan programs is of critical importance to our industry.

Regulatory Burdens

The U.S. cotton industry continues to be burdened by various regulatory issues that need to be
addressed to help reduce unnecessary costs. For example, in September 2015, the Food and
Drug Administration (FDA) issued the Food Safety Modernization Act Preventive Controls for
Animal Food Rule, in which the preamble excluded all cotton gins from the Current Good
Manufacturing Practices (CGMP} requirement. Yet the rule creates a distinction between gins
that are not considered farmer-owned under the rule and those that are considered farmer-
owned. The non-farmer-owned gins, according to FDA definition, would be subject to the rule’s
hazard analysis and preventative controls requirements. Because of the type of processing that
all gins do, the ownership structure of a cotton gin should have no bearing on whether gins are
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included under any section of this rule. Cotton gins do not convert any raw agricuitural
commodity into a processed food and do not perform any activity that would not fit within
either the harvesting activity classification or the holding activity classification in the regulation.
Cotton gins simply separate the seed cotton {a perishable raw agricultural commodity} into
three products — seed; fiber; and leaves, sticks and stems. Qur industry is asking FDA to modify
this rulemaking and issue guidance that clarifies that all cotton gins, regardless of ownership
structure or type, are exempt from these requirements. There is no scientific or risk-based
rationale for treating certain gins differently solely based on ownership type.

Regarding the problematic Waters of the U.S. (WOTUS) regulation issued by the previous
Administration, we are encouraged that the current Administration is acting to rescind the
WOTUS rule. While the rescission of the rule has not yet been published in the Federal
Register, we are hopeful that it will be soon and look forward to working with the
Environmental Protection Agency {EPA) and the Army Corp of Engineers on a common-sense,
agriculture-friendly replacement that includes input from key stakeholders, including those in
the agriculture and regulated community.

The Endangered Species Act (ESA) is another area of over-regulation that affects farming. The
EPA has worked for multiple years with the Fish and Wildlife Service {FWS) in an attempt to
meet the legal ESA obligations of both EPA and FWS. However, the required consultation
process is not working and continues to serve as a platform for legal action by activist groups.
An approach has been developed to help streamline the consultation process, but it has not
been fully implemented, so the current process continues to delay pesticide registrations and
provide for continual legal action against federal agencies.

Pesticide registrations and re-registrations, even without ESA concerns, are becoming more
problematic. The process is controiied by the Federal Insecticide, Fungicide and Rodenticide
Act {FIFRA} but in recent years, litigation has been reshaping the process to provide less
emphasis on FIFRA. In addition, EPA has come to rely on models that don’t reflect real-world
data and instead rely on theoretical modeling data, even when real world data is available. The
agency has ignored the benefits of products to concentrate only on risks; relied on biased
studies to show risks to pollinators; and developed new risk exposure models that assume
exposure is absolute.

Congress can take action, working with the current Administration, to fix this broken ESA
consultation process and create a path that allows for a timely, science-based, and
comprehensive review of the risks and benefits of crop protection products.

Federal Check-off Programs

The U.S. cotton industry, like many other commodities, has a national commodity research and
promotion program {check-off program) to aliow the industry's stakeholders to combine
resources for the benefit of the industry. The Cotton Research and Promotion Act of 1966 was
the first legislation of its kind. it enabled producers of upland cotton and importers of cotton
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textile products, after passing a referendum, to unite to begin addressing competing fibers and
re-establishing markets for cotton. Today, every bale of upland cotton produced and the
cotton content of imported cotton products is assessed and those doliars fund a very successful
research and promotion program. A recent third-party economic assessment of this program
indicated returns to producers and the government of over $7.00 for every one dollar
contributed over the life of the program. The return on investment is even higher for
importers.

The Cotton Board’s members are appointed by the Secretary of Agriculture to administer and
oversee the operation of the program on behaif of all stakeholders. The program itself has
significant built-in safeguards to protect this investment. in addition, USDA oversees almost
every aspect of the program’s operation. These are carefully managed, productive programs
that generate positive return for U.S. cotton producers and importers of cotton products at no
cost to taxpayers. These types of check-off programs should continue and should not be
hamstrung by unnecessary legislative or regulatory provisions that do not contribute
meaningfully to transparency but would weaken their effectiveness.

Conclusion

In closing, for the past three years, U.S. cotton producers have struggled with low cotton prices,
high production costs and the resulting financial hardships. While cotton futures market prices
initially increased for a brief period earlier this year relative to year-ago levels, prices have now
retreated to the mid to upper-60 cent range, meaning many cotton producers continue to face
economic and credit availability challenges. Therefore, it is imperative that the next farm biil
bring cotton back into the Title | commodity policy so that cotton can access the same full
complement of risk management tools as other crops.

The NCC looks forward to working with the Committee and all commodity and farm
organizations to develop and pass a new farm bill that effectively addresses the needs of all
commodities and all producers in all regions of the country.

Thank you for this opportunity, and ! would be pleased to respond to any questions.
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Mr. Chairman, Ranking Member Stabenow, and members of the committee, thank you for allowing
me to testify today on behalf of the Farm Credit System. My name is Mandy Minick I am the
Washington state president of Northwest Farm Credit Services, which is headquartered in Spokane,
Washington.

Northwest Farm Credit is a financial cooperative providing financing, crop insurance and related
services to farmers, ranchers, agribusinesses, commercial fishermen, timber producers, and rural
homeowners in Montana, Idaho, Oregon, Washington and Alaska. We serve our customers through
45 branch offices located throughout the Northwest.

I will briefly describe Farm Credit and then focus on the coming Farm Bill.

In particular, I'll talk about the importance of a robust farm safety net, the immediate need to
expand our export markets, and the challenges many farmers have in securing an adequate
workforce. I also will discuss specific credit title topics including the need to modernize Farm
Service Agency (FSA) loan limits and the challenges rural communities face as they look to rebuild
their infrastructure.

Northwest FCS is part of the nationwide Farm Credit System. Farm Credit’s mission is to support
rural communities and agriculture with reliable, consistent credit and financial services, today and
tomorrow.

Farm Credit is a nationwide network of 74 borrower-owned lending institutions that share a
critical mission assigned to them by Congress a century ago. These independent, institutions
include four wholesale banks and 70 retail lending associations, all of which are cooperatively
owned by their customers: farmers, ranchers, cooperatives, agribusinesses, rural utilities and
others in rural America.

Our mission is to ensure that rural communities and agriculture have a reliable, consistent source
of financing irrespective of cycles in the economy or vagaries of the financial markets. Hundreds of
thousands of farmers around the country developed a farm operating plan this year knowing that
Farm Credit has the financial strength to finance that plan and the strong desire and ability to heip
them succeed.
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Farm Credit's unique cooperative structure means that the customer-owners who sit on our boards
of directors are living, working, and raising their families in rural communities. They are deeply
invested in the success of those communities and are interested in finding more ways for Farm
Credit to contribute to that success.

Farm Credit reverses the normal flow of capital, raising money in urban financial centers and
bringing it to rural communities.

There is no federal funding provided to Farm Credit. Instead, the four Farm Credit System banks
own the Federal Farm Credit Banks Funding Corporation, which markets debt securities to the
investing public that fund the lending operations of all Farm Credit institutions. Diversification of
lending portfolios is a source of Farm Credit’s financial strength. Through diversification of our
lending ~ by geography, industry and loan size - Farm Credit manages risk and insulates itself
against the cyclical nature of the industries we serve.

We believe we can play a more significant role in rural development, revitalizing rural
infrastructure, strengthening the rural economy and creating good jobs for rural families. We are
prepared to continue working with the committee and our partners in the community banking
sector to find ways that all of us can contribute more to the vitality and success of our rural
communities.

Farm Credit also makes extraordinary efforts to support young, beginning and smail (YBS) farmers
and ranchers. Each year, the Farm Credit Administration (FCA), our independent federal regulator,
compiles data on Farm Credit YBS lending and reports it to Congress. Based on reports from the
Federal Farm Credit Banks Funding Corporation and the Farm Credit Administration:

e Farm Credit made more than 64,000 loans to young producers (under age 36) in 2016 for a
total of $9.3 billion. Those are new loans originated in 2016. When Farm Credit first began
reporting this specific information in 2001, new loan levels that year were at 33,000 loans
to young producers for $3.1 billion.

e Farm Credit made more than 81,000 loans to beginning producers {10 years or less
experience) for $12.7 billion in 2016. This is double the number and triple the dollar
amount of beginning farmer loans in 2001 when Farm Credit made 37,000 loans for $4.2
billion to beginning farmers.

e Farm Credit institutions made more than 155,000 loans to small producers (less than
$250,000 in annual sales) for $12.2 billion in 2016, a substantial increase from the 114,000
loans for $7.6 billion made in 2001.

To put Farm Credit’s lending to small farmers and ranchers into perspective, at year-end 2016
Farm Credit had more than one million loans of all kinds outstanding, and slightly more than
500,000 of those loans outstanding were to small farmers and ranchers.

Note: The numbers above cannot be combined. A single loan to a 25-year-old rancher in her third year of
ranching with annual sales of $100,000 could be counted in the young, beginning, and small categories. We
report this way for two reasons: our regulator requires it and, more impaortantly, it is the most accurate
portrayal of who we serve.
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Farm Credit institutions have a deep commitment to YBS farmers beyond providing loans. In many
cases, we offer incentives, education, mentoring, family business planning facilitation and other
support to these producers. Farm Credit organizations nationwide provide training and host
seminars on topics such as intergenerational transfer of family farms, risk management practices
and developing effective business plans.

We engage across the spectrum with those entering agriculture, whether they are focused on
conventional, organic, sustainable, indoor, farm-to-market operations, or other emerging business
models.

As I mentioned earlier, Farm Credit is a customer-owned cooperative. Significant amounts of our
operating expenses go toward better serving our customers through new technology, helping them
grow their businesses through educational programs and supporting our communities through
charitable giving. The net income we generate can be used in only two ways: retained within a Farm
Credit institution as capital to build financial strength that ensures continued lending, OR paid to
customer-owners by way of cooperative dividends, which effectively lowers the cost of borrowing
for our customers. In 2016, Northwest FCS returned $99.4 million or 40 percent of our earnings to
our customers, which helped their finances and provided a tremendous boost to local economies.
We retained the other 60 percent to strengthen our association to ensure we can continue meeting
the growing needs of farm families in our five-state service territory and help them through the
inevitable cycles of agriculture

Farm Credit’s mission is as vital today as it has ever been. We support rural communities and
agriculture with reliable, consistent credit and financial services. We provide farmers, ranchers and
agribusinesses with the capital needed to make their businesses grow and succeed.

Farm Credit’s mission extends well beyond the farm gate. Our mission includes financing for
farmer-owned cooperatives and other agribusinesses that farmers depend on to succeed. Farm
Credit has financed more than $5 billion in exports of U.S. agricultural products. We also make more
than $7 billion in loans for families to buy homes in very rural areas. Because a steady flow of credit
means more jobs and economic growth, Farm Credit helps ensure the vibrancy of communities
throughout rural America.

Strong, reliable and resilient rural infrastructure is critical to the success of rural communities and
a key component of Farm Credit’s mission. Farm Credit finances more than $27 billion in rural
infrastructure, including rural electric cooperatives, water systems, telecommunications and
broadband providers. These loans improve the quality of life in our rural communities, providing
clean drinking water, broadband for our schools and reliable energy for rural families and
businesses.

As you all are well aware, commodity prices have fallen while the cost of production has remained
high. Forecasters see little chance of a quick commedity price rebound, barring unexpected changes
in commodity demand, supply or both.

Fortunately, the industry balance sheet was mostly strong entering this cycle after several years of
favorable profits in agriculture. While we have seen debt-to-asset ratios increase slightly in the past
three years, they remain nearly even with the 30-year average and far below the levels seen in the
mid-1980s. However, the trend causes concern.
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Depending on geography and land type, the impact of the downturn on farmland values has been
mixed. As farmland values rose sharply in the past decade, particularly in areas that produce cash
grains, farmers and lenders both became increasingly conservative in leveraging real estate assets.
Farmers bought increasingly high-cost ground but largely used cash generated from higher
commodity prices and borrowed less on a percentage basis. For the most part, Farm Credit lenders
and commercial banks were unwilling to loan much more than 50 to 60 percent of farmland values
in areas where prices had jumped most aggressively. Some even limited the dollar amount loaned
per acre.

Crop input prices, including cash rent, have not fallen in step with commodity price declines,
squeezing profitability at the individual farm level. While we anticipate adjustments in some
expenses will come, it remains difficult to accurately predict timing. Perhaps the best news for
farmers is that interest rates remain historically low, another key difference compared to the
downturn in the 1980s. While forecasters predict slightly rising rates over the coming months,
those small increases start from an extremely low level. Debt costs are expected to remain low by
historical standards.

Similar to the producers we serve, Farm Credit built financial strength in anticipation of this
challenging economic cycle. We have been fulfilling our mission for more than 100 years and have
deep experience in the inevitable cycles of agriculture. Like most, we could not predict with
accuracy when this cycle would begin or end. But experience told us it was coming, and our
institutions prepared for it. We built capital. We loaned conservatively. Today, Farm Credit is
financially the strongest it has ever been and is prepared to use that strength to support our
customer-owners and continue fulfilling our mission.

We continue to see modest loan growth in both our agricultural and rural infrastructure loan
portfolios. The credit quality of our loan portfolio remains high as our members continue to meet
their obligations. Credit quality in Farm Credit loan portfolios hit all-time highs during the years of
high commodity prices and has returned to the historical averages. While we anticipate some
deterioration in our loan quality as this cycle continues, we remain committed to working with our
customers,

Our philosophy on credit today is this: we know our customers well, understand and respond to
their needs and work cooperatively with them to analyze and structure our transactions to provid¢
them with the best chance to succeed.

We have been working for years to help our customer-owners plan for the current environment.
Many Farm Credit institutions have allocated additional resources to work with producers
impacted by lower commodity prices. We are proactively reaching out and helping our customers
understand their respective financial positions so they can work through business plans and make
good decisions that, hopefully, lead to the best possible outcome for them. We are restructuring
debt to spread out payments and are providing other loan structuring options when necessary and
appropriate. We work every day to make sure Farm Credit customers have the best information
avaijlable to help them manage costs and strengthen their risk-bearing capacity.

We understand that being dependable does not mean that we can save every operation. It does not
mean that we are able to ignore good credit judgment or make credit decisions that are not
constructive for the customer-owner or us as a lender. It does not mean that we will undertake
undue risk or make all of the adjustments. We and our customer-owners both need to make
adjustments - and we are working hard to take those steps together.
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As price forecasts stay depressed, most producers’ only option is to manage the cost structure of
their operations closely. Many have eliminated non-essential expenses, scaled back expansion plans
and delayed new equipment purchases.

Farm Credit is fortunate that our independent federal regulator, FCA, has deep knowledge of
agriculture and considerable experience in the inevitable business cycles our members face. Their
ability to look holistically at a customer’s operation and understand an individual customer’s risk-
bearing capacity and equity position will, in many cases, determine whether we can continue with
that customer. If the FCA is overly restrictive in its approach, it might tie our hands as we work to
help members through this cycle. We are optimistic about the FCA’s continued good judgment.

This downturn also provides a timely reminder of the importance of supporting key tools such as
crop insurance, the current Farm Bill, the renewable fuels standard and promoting strong export
markets to help maintain the viability of the industry. Passage of a strong Farm Bill next year is
essential,

U.S. Farmers and Ranchers Need a Strong Farm Bill

The current cycle in agriculture makes this committee’s work on the next Farm Bill crucial. We neec
a strong Farm Bill to provide a safety net against sustained market downturns. We pledge our
support for this committee’s efforts to pass a strong Farm Bill on time.

We strongly support maintaining and improving the Federal Crop Insurance Program along with
Agricultural Risk Coverage and Price Loss Coverage programs. These are the heart of a strong Farm
Bill.

Congress created the crop insurance system through the Federal Crop Insurance Corporation
(FCIC) to promote the economic stability of agriculture. A successful public-private partnership,
crop insurance is federally regulated and delivered by the private sector to help farmers maintain
the country’s safe, affordable food supply.

Crop insurance protects farmers and ranchers against financial losses caused by natural disasters
(hail, drought, freezes, floods, fire, insects, disease and wildlife) and market disruptions resuiting in
lower prices for agricultural products. In 2015, USDA’s 1.2 million federal crop insurance policies
covered 120 different crops grown on approximately 300 million acres with an insured value of
more than $102 billion.

Northwest FCS serves a diverse customer base that includes traditional, specialty, organic and
diversified producers. Our customers in Washington produce more than 125 different crops and
have historically been heavy users of crop insurance as a vital risk management tool.

In 2014, Whole Farm Revenue Protection (WFRP) was introduced, which expanded options for
specialty crop, organic and diversified crop producers, allowing them to insure all the crops at once
instead of one commodity at a time, WFRP is a risk management tool that has the ability to protect
revenue from every crop in every county in the U.S.

While WERP is a risk management tool we offer to all qualified producers, it works very well for
specialty crops and highly diversified growers. Many specialty crops don't have other policies
options to manage their unique risks and for diversified growers WFRP provides coverage for the
entire farm and is more cost effective than purchasing individual commodity policies.
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WFRP is new and complex and we have been working hard to help growers understand its
provisions and benefits. We've developed a new quoting system which has made it much easier for
customers to compare their options and costs. Over the past four years Northwest FCS has hosted
training sessions for many other Farm Credit associations across the U.S. Last week we provided
training for GreenStone Farm Credit Services, which serves Michigan and parts of Wisconsin.
Michigan ranks 20 in agricultural diversity, after only California. Washington and Michigan'’s
diverse crop mix make WFRP an excellent tool to for producers to manage risk. In the Northwest,
we insure 127 different crops/commodities with WFRP, while in Michigan and Wisconsin,
GreenStone insures over 80.

We want and need to see WFRP succeed. Given the risk concentration in the Pacific Northwest it is
important that we share our knowledge and encourage growth and market share across the US. The
National WFRP market share is expanding with a total of 2,220 policies sold in 2016 and growing to
2,722 policies sold in 2017. While we have submitted some suggested improvements to the Risk
Management Agency for consideration, overall the policy is a strong risk mitigation tool that is
working well.

A viable federal crop insurance program, including WFRP, is vital to the flow of credit to farmers
and ranchers, particularly young and beginning farmers and ranchers who typically have less
collateral and equity. Given the trend in recent years of lower prices for commodities and declining
farm net income, it is critical for policy makers to maintain a strong farm safety net that includes
affordable crop insurance.

Participation by producers of all types——small and large—is vital to the safety and actuarial
soundness of the crop insurance program. Impairments to the program, such as shrinking the risk
pool, could make crop insurance unavailable or unaffordable to producers.

Farm Credit believes crop insurance must provide more coverage options for specialty crops, while
continuing to serve its traditional commodities constituency.

Without the risk protections provided by crop insurance, agricultural lenders would have to tighten
underwriting standards. The consequence of tighter credit would make it more difficult for farmers
to plant crops and replace capital assets. Economic growth would slow and rural communities
would suffer.

Farm Service Agency Lending

As the farm economy continues to soften, programs like the U.S. Department of Agriculture’s
(USDA) Farm Service Agency (FSA) guaranteed and direct lending programs are important tools for
producers, particularly young and beginning producers. The FSA guaranteed loan programs
provide Farm Credit institutions additional flexibility to help customers survive a potentially
extended economic downturn. Farm Credit participation in FSA's guaranteed loan program totals
$5.1 billion and represents approximately one-third of outstanding FSA guarantees.

In addition, Farm Credit institutions and others have observed an increase in the costs associated
with agricultural production. The cost of land, equipment and inputs has all increased in the past
several years. As producers ook to begin or grow agricultural businesses or simply sustain their
current operations through this downturn, FSA direct and guarantee loan programs must have
appropriate loan limits. Accordingly, Farm Credit supports increasing the FSA guaranteed loan
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limit. This will allow Farm Credit and other lenders to better partner with the USDA to provide
needed credit to producers.

Finally, Farm Credit recognizes that increasing the loan limits could have the unintended
consequence of having fewer producers served by these programs because the current level of
funding does not reflect the actual costs associated with agriculture production and the need for
larger loan limits. To that end, we also support increasing the level of funding for FSA guaranteed
and directloans.

Rebuilding Rural Infrastructure

American agriculture feeds the world and creates millions of jobs for U.S. workers. Our nation’s
ability to produce food and fiber and transport it efficiently across the globe is a critical factor in
U.S. competitiveness internationally. Infrastructure that supports rural communities and links them
to global markets has helped make the U.S. the unquestioned leader in agricultural production.
However, our deteriorating infrastructure threatens that leadership position.

Transportation infrastructure improvement is the most obvious need in rural communities, but not
the only one. Highways, bridges, railways, locks and dams, harbors and port facilities all need major
investment if we are to continue efficiently transporting our agricultural products to market. For
example, one-quarter of our road system’s bridges require significant repair or cannot efficiently
handle today’s traffic. Many of the 240 locks and dams along the inland waterways are in need of
modernization. In addition, critical needs exist in providing clean water for rural families,
expanding broadband to connect rural communities to the outside world and enhancing the ability
to supply affordable, reliable and secure power for the rural economy.

The scope of the investment needed is staggering. The federal government must continue to play an
important role in providing funding, Moreover, federal investments should increase, but federal
resources likely cannot fill the need entirely. Creative solutions for raising a portion of the funds
necessary to close the rural infrastructure gap include combining federal investments, state and
local government investments and private sources of capital.

To help address this need, Farm Credit helped organize the Rebuild Rural coalition of more than
200 organizations representing agricultural producers, rural businesses, rural communities and
rural families to advocate for aggressive efforts to meet the unique infrastructure needs of rural
communities and agriculture, We asked President Trump to specifically address rural
infrastructure needs as part of his administration’s comprehensive infrastructure renewal efforts.
We have been very encouraged by the coalition’s discussions with White House and USDA officials.
They appear to understand what rural communities require and have indicated a willingness to
seek creative solutions to those infrastructure problems.

We look forward to working with the Administration, this committee and others in Congress as the
infrastructure initiative takes shape over the next few months.

Hespitals, senior care centers, walk-in clinics, schools and other community facilities are critical to
the viability of rural communities and are important contributors to the quality of life for rural
families. In many rural communities those essential facilities are not available or need
modernization.
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Federal investments, made available through USDA’s successful Community Facilities Loan and
Grant program continue to be necessary. Attracting private sector investment in these facilities will
help speed up the progress of projects and increase the number of community facilities.

Farm Credit institutions are working to create a scalable solution for financing rural community
facilities in partnership with community banks and the USDA. The partnership will focus on
building, modernizing and expanding rural healthcare facilities, rural senior care facilities, rural
educational facilities and others critical to creating vibrant rural communities. )

Farm Credit will identify rural projects and partner with local community and regional banks to
create comprehensive financing packages to include short- and long-term bond investments paired
with USDA guaranteed and direct loans and grants that fund facility construction and provide stable
permanent facility financing.

Previously, under a pilot program authorized by the Farm Credit Administration (FCA), Farm Credit
institutions invested in bonds issued by the community developing the facility. In creating many of
those bond investments, Farm Credit worked closely with community banks to include them in the
financing package and then partnered with USDA’'s Community Facility Loan and Grant program to
ensure the project’s affordability for the community.

Rural Critical Access Hospital Expansion

For example, in 2016 Farm Credit
institutions partnered with Grand Marais
State Bank, Central Bank and Trust,
CenBank, Security State Bank and the
USDA to finance a $24.7 million expansion
project for Cook County North Shore
Hospital and Care Center in Grand Marais,
Minnesota (population 1,353). The 16-bed
critical access hospital and 37-bed skilled
nursing facility plans to add 26,150 square
feet and renovate 42,680 square feet of
existing space.

gyimis, o TR

Hospital Administrators, county officials and patients break ground on North
Shore Haospital’s expansion and renovation in 2015. Farm Credit, community

banks and the USDA partnered to finance the project in Grand Marais, MN.

Under the FCA pilot program Farm Credit

institutions invested $733 million in 210 rural community projects across the country. Commercial
banks partnered with Farm Credit on more than 100 of those projects, generating an additional
$315 million of investment.

The original pilot program at FCA ended in 2014 and now the FCA has to provide specific and
individual approval for each community facility investment made by each Farm Credit institution.
This approach has made the community facilities partnership non-viable.

Under current FCA procedures, Farm Credit institutions have to individually apply to FCA for
permission to make each bond investment. FCA staff reviews the investment applications and
prepares separate recommendations for action by the FCA Board of Directors. The FCA Board then
must consider each application separately and formally vote on approval. This process is expensive,
slow and does not result in the robust, sustainable business model necessary to facilitate
partnerships between Farm Credit, commercial banks and the USDA that would provide
communities with these vital facilities more quickly.
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Congress should instruct the FCA to create a more comprehensive, efficient and programmatic
approach to approving these investment partnerships. This would greatly enhance financing
options for rural community facilities and result in more projects that provide jobs and offer more
benefits for rural families.

Export Markets are Vital

Robust export markets are vital to a strong farm economy. Thirteen percent of the U.S. corn crop,
nearly 50 percent of the soybean crop and ten percent of the cattle produced in the U.S. are shipped
overseas. American farmers and ranchers are the most efficient in the world and will lead the effort
to feed a planet of 9 billion people by the year 2050.

We strongly encourage continued efforts to open markets for U.S. farm products. Our producers car
compete with any in the world but trade barriers in other countries often tilt the playing field
against them. Farm Credit works hard to support our farmers by financing more than $5 billion in
exports of U.S. agricultural products. Our private export financing for U.S, exports often competes
against financing programs backed by foreign governments. The primary U.S. government export
financing program, GSM-102, has been handcuffed by World Trade Organization rulings, putting
U.S. farmers at a disadvantage in some markets.

U.S. Farms Need a Stable Workforce

Farming in America is a growth industry and an example of how America excels beyond any other
country. The many agricultural products we produce, harvest and process comprise one of the few
sectors of our economy in which the U.S. has a trade surplus with the rest of the world.

However, the lack of areliable, stable and legal workforce threatens the economic health of food
and fiber producers and the rural communities in which they live. Our farmers face growing
shortages of legally authorized and experienced workers each year. Jobs in agriculture are
physically demanding, conducted in all seasons and often transitory. This labor shortage negatively
impacts our economic competitiveness, local economies and jobs. We need the appropriate reforms
to address the agricultural labor shortage.

A common misconception is that agriculture is a low wage-paying industry. However, according to
the U.S. Department of Agriculture, wages for U.S. fieldworkers increased 36 percent during the
past decade through the conclusion of last year’s harvestin October, compared with 27 percent
wage increases for non-farm employees. Not only is agriculture competitive with other industries ir
terms of wages, many U.S. jobs are created for each farmworker hired and those U.S. jobs tend to be
year-round positions. In fact, every farmworker engaged in high-value, labor-intensive crop and
livestock production sustains two to three off-farm but farm-dependent jobs. The activities that
occur on domestic farms support not only farmworkers but also an entire supply chain of
transportation providers, input suppliers, processors and consumer retail functions.

Many of those off-farm jobs will be lost if agriculture’s current workforce is jeopardized without
providing a mechanism for future legal workers. The economic health of many rural economies is
largely dependent on a strong agricuiture sector. Yet the loss of the foreign-born workforce in rural
communities will have the same economic impact on those communities as factories closing or
relocating.

Farm Credit strongly supports legislative and regulatory proposals to create a workable
agricultural guest worker program which ensures reliable sources of agricultural workers both
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seasonally and year-round to support the needs of all of agriculture, and that provides a means by
which experienced farm workers can remain on the farm.

Conclusion

Thank you again for allowing me to testify on behalf of Farm Credit today. We look forward to
working with the committee to pass the Farm Bill and I would be pleased to answer any questions
you may have.
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Testimony of Mr. Ken Nobis

On behalf of the
National Milk Producers Federation and Michigan Milk Producers Association

Washington, D.C.
July 25,2017

Mr. Chairman, Ranking Member Stabenow, members of the Committee, my name is Ken Nobis
and I am a dairy farmer from St. Johns, Michigan where my brother Larry and I farm 3,000 acre:
and milk 1,000 cows. I also serve as President of Michigan Milk Producers Association, a milk
marketing cooperative serving over 1,700 dairy farmers in Michigan, Indiana, Ohio and
Wisconsin. The association employs approximately 320 people in four states and is the 10th
largest dairy cooperative in the United States. Milk and dairy products are Michigan’s largest
agriculture commodity contributing over $15 billion to Michigan’s economy. In 2016, Michigan
ranked as the nation’s 5th largest dairy state and is growing in both milk production and
processing capacity. Since the year 2000, milk production in Michigan has increased by 90

percent while cow numbers have increased about 40 percent.

Margin Protection Program

QOver the last decade, the U.S. dairy industry has endured a tremendous amount of volatility in
milk prices from the highest highs to the lowest lows. NMPF and other dairy leaders had spent
years working with members of Congress to develop a program that was originally envisioned to
ensure dairy farmers had a more stable safety net to protect them during extended downturns in
the ever-volatile dairy market. Congress passed legislation in 2014 that established a new safety
net under Title I, known as the Margin Protection Program (MPP). However, during the
legislative process, Congress made changes to the proposed dairy program, fundamentally
altering the version National Milk Producers Federation and other dairy leaders had spent years
fighting for and perfecting. As a direct result of these changes, the MPP safety net has failed to
deliver the appropriate protection for dairy farmers like me. I still believe the MPP is the right
program for the future of our industry, but changes must be made to prevent more dairy farms

from shutting down entirely.

Many dairy farmers, including MMPA members, originally supported the MPP because they felt

it would finally give their farm a risk management tool to deal with the unpredictability dairy
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farmers experience on a daily basis, not just with milk prices, but in feed costs as well. However,
we have found the program simply has not done anything to help farms during the last two years
of sub-par margins. That message has been made loud and clear during member information
meetings MMPA began hosting over a year ago. MMPA initiated the meetings as a result of the
current economic times our industry is experiencing. The meetings are a way for us to more fully
discuss the many factors influencing the current state of the dairy industry. Understandably, our
members, as well as many other producers are frustrated and have lost faith in the MPP and the
idea that it could serve as a viable risk management tool as it is currently implemented. The
changes Congress made to the MPP as the 2014 Farm Bill was finalized rendered it ineffective

when dairy farmers needed it the most.

One of the most evident concerns is the MPP has actually made the government a profit of $66
million in fiscal year 2015 and $37 million in fiscal year 2016, according to the Congressional
Budget Office. In calendar year 2015, dairy farmers paid more than $70 million into the program
and received payments totaling just $730,000. In 2016, those figures were $20 million and $13
million. This occurred in two years that were particularly detrimental to our industry, and support

was badly needed.

I want to stress that I am not asking for a program that guarantees a profit or incentivizes excess
production. I would be just as critical if that were the case. I guarantee, if Congress alters the
MPP so that it more accurately reflects the actual costs of production for businesses like mine,

participation in the program will increase.

All we are asking for is a program that provides a meaningful safety net for dairy farmers when
they need it most. If that is to happen, this committee needs to make improvements to the

program.

Understanding the challenges that producers have endured with the current iteration of the MPP,
NMPF began an exhaustive review of the program in early 2016, and included the voices of
dairy farmers and their cooperatives, as well as industry experts, academia and others, to craft a

set of proposed changes to the program.

One issue in particular continues to rise to the surface. In determining the margin under the MPP,

USDA is required to calculate two factors: the “All Milk Price™ and a trio of feed costs. While
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the “All Milk Price” remains a fairly accurate input tool for this formula, the feed price
determination is problematic. During the lead-up to the 2014 Farm Bill, NMPF worked closely
with farmers, economists, veterinarians, and nutritionists to develop a model to determine the
average feed costs for dairy cows. This exhaustive process was meant to ensure that participating
producers were confident in the calculation, and ultimately reflect the cost of purchasing feed.
However, when NMPF presented this proposal, the feed formula, though considered accurate,
was cut by 10 percent to address other, broader budget concerns. I raise this point to remind you
once again: the federal government has made money off of dairy farmers under the current MPP.

Any concerns about budget that led to the 10-percent cut were misplaced.

There are other adjustments that should be considered. These include, but are not limited to, the
feed formula calculations relating to the determination of comn, soybean, and alfalfa hay prices.
We dairy farmers also want access to as many tools as possible. However, Congress arbitrarily
limited dairy producers’ ability to use Risk Management Agency (RMA) products and Title I
programs. Almost every other commodity can utilize both RMA and Title I programs without
restrictions, yet dairy farmers cannot simultaneously participate in the Livestock Gross Margin
for Dairy Cattle(LGM) program and the MPP. Due to congressionally mandated restrictions in
the MPP, a producer had to decide at the beginning of the Farm Bill to cover their milk under
either LGM or the MPP. This restriction lcaves dairy farmers without the tools that other

commodity producers have in their arsenal when it comes to federal support for their operations.

We appreciate Ranking Member Stabenow’s efforts to look at opportunities to expand insurance
options for the dairy industry and urge USDA to utilize their authority to provide additional

insurance opportunities for dairy farmers.

As you are aware, the Senate Appropriations Committee recently marked up a bill for fiscal year
2018 that included important changes to the MPP. We appreciate the leadership of Senators
Cochran and Leahy, Chairman and Vice Chairman of the Appropriations committee to address
some of the problems with the current safety net. We also greatly appreciate the efforts of
Ranking Member Stabenow, for urging all farmers to be considered when making significant
changes to Farm Bill programs and ensuring interim improvements are made to strengthen the

dairy safety net.
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The changes made through the appropriations bill are a step in the right direction and we are
open to other ways the MPP program can be improved. Making the program more attractive for
dairy farmers is vital to ensuring participation in the program, and the safety of America’s dairy

industry. More work is needed, and the only way to accomplish that is through a new farm bill.

In addition to the challenges we face with the MPP, we are greatly concerned over challenges to
our export markets. Specifically, disputes with Canada have heightened concerns among dairy
farmers in the United States. Not only is there concern over distuption in our trade relationship
with Mexico, the current situation with Canada is also adding additional stress to our industry.
Still, other issues including immigration, tax reform, child nutrition and sustainability continue to
remain a focus for our industry, and we look forward to working with the committec to help us
address them. Mr. Chairman, Ranking Member Stabenow, the U.S. dairy industry looks forward
to working with you to improve federal policies that impact those that produce our country’s
food. I appreciate the opportunity to speak with you today and I thank you for your support of
agriculture.

Dairy Market Situation

The last decade tells us that times have been tough for America’s dairy farms. In 2009, fbllowing
several years of expanding U.S. dairy exports, world dairy markets collapsed in the global
recession, taking domestic milk prices with them. Farm income over feed costs, as measured by
the MPP margin formula, fell to $2.25 per hundredweight of milk in June that year, well below
the $4minimum margin coverage level-commonly referred to as “catastrophic” under the current
program. The MPP margin formula averaged just $3.87 per hundredweight during the first
10months of the year. Three years later, in 2012, widespread drought drove feed prices to
historic highs and sent the MPP margin back into catastrophic territory.

The margin bottomed out at $2.67 per hundredweight that year and averaged $3.63 during the six
months of March through August. Many dairy farms did not survive this one-two knockout
punch, and those that did are still crawling back from the brink. The year2014 was a record for
milk prices and margins, but the world markets shifted again, collapsing in 2015 and most of

2016, delivering another blow to U.S. milk prices and dairy farm gross income. Revenue from
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milk sales dropped from $49.4 billion dollars in 2014 to $35.7 billion in 2015. Recent USDA
data reports that it was down again in 2016 to $34.4 billion dollars.

This tells us that the value of the fresh milk America’s dairy farmers produced in 2016 plunged
nearly 20 percent from what it averaged over the five previous years. The difficult economic
conditions and tighter operating margins over the last decade have resulted in the loss of more
than 18,500 dairy farms in the United States. What’s more, the present environment of depressed
market prices could result in even more farm closures. While USDA is projecting that milk
prices and margins will be better in 2017, milk production is showing signs of growing after a
long period of flat production. U.S. milk production grew by 1.3 percent from 2014 to 2015. This
annual growth rate expanded to 1.6 percent from 2015 to 2016, but averaged 2.4 percent during
the fourth quarter. USDA is currently projecting that milk production will grow again this year at
an annual rate of 2.3 percent. During 2015 and 20186, total commercial use of milk, in both the
domestic and export markets, increased at an annual rate of 1.8 percent. The recent and projected
expansion of milk production has the real possibility of exceeding demand, which will weigh
heavily on milk prices again. And if history is any indication, farmers’ bottom lines will be

affected.

Dairy farmers deserve better. We need Congress to act swiftly this year and make the necessary
changes so that those in our industry can protect themselves from a bad year that could arrive at
any time, even when experts predict higher margins. Dairy farmers have spent generations
producing safe, nutritious milk for families all over the world. If the market goes sour or our
costs soar because of external factors — weather-related or otherwise — we need a program to help

protect our equity and investment. Please do not leave us behind.

Farm Labor

Ninety-eight percent of American dairy farms are family-owned, and a majority are large enough
to require outside help. Whether it’s a pair of extra hands to assist when a family member is
unavailable, or expanding the employee roster to shepherd a 3,000-cow herd, the labor needs of
America’s dairy farms are a critical issue. These days, few scem cager to get a job on the farm,

and what interest remains continues to decrease. But agricultural jobs pay well and come with
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benefits. Farmers try in vain to attract American workers, but when those searches fail, dairy

farmers and others in agriculture have had to look to foreign-born workers to meet labor needs.

According to a 2015 University of Texas A&M report conducted in coordination with NMPF, 51
percent of all dairy farm workers are foreign-born, and the farms that employ them account for
79 percent of the milk produced in the United States. This data illustrates that a majority of
American dairies depend on a reliable, year-round workforce to operate efficiently. We cannot
simply turn the cows off when there are not enough employees to do the job, as they require 24-
7-365 care. As the First Vice Chairman of the NMPF Board of Directors, [ have been deeply
involved in urging Congress to act immediately to reform our immigration system in a manner
that addresses agriculture’s needs for a legal and stable workforce. If we don’t, I fear that the
nutritious product that helps children grow, muscles recover and bones strengthen will soon have

to come from countries far from our own.
Trade

U.S. dairy trade has boomed in the past several years. In 2000, we exported less than $1 billion
in dairy products. In 2014, that number shot up to record $7.1 billion, an increase of 625 percent.
While low prices reduced that number down to $5 billion last year, we remain the world’s largest
exporter of skim milk powder and whey products, with cheese not far behind. That reflects not
just a tremendous jump on a value basis, but also a dramatic increase in the proportion of U.S.

milk production that’s finding a home overseas.

Fifteen years ago, we were exporting roughly 5 percent of our milk production. Today we’re at
three times that level, even as overall U.S. milk production has continued to grow. That means
the equivalent of one day’s milk production from every dairy farm in the country, each week,
ends up in foreign markets, making exports integral to the health of my farm and our dairy
industry. This is why it is critical that Congress protects dairy industry interests as the North

American Free Trade Agreement (NAFTA) undergoes the renegotiation process.

I also urge Congress to soundly reject the European Union’s (EU) aggressive stance on
confiscating common food names. Names like Parmesan and Feta belong to everyone in the
dairy sector, not just a handful of producers in Italy and Greece. U.S. producers have spent years

growing their own markets both here and overseas, and we need to protect the work they’ve
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achieved in that space. I believe we can be competitive and increase sales in markets as diverse
as Latin America, the Middle East and Asia. What we need are well-negotiated agreements and

the necessary tools to achieve and implement them.

The Market Access Program (MAP) and Foreign Market Development (FMD) program are some
of those tools. [ urge the Committee to maintain those programs, but allow for USDA to review
the distribution of monies so those like the dairy sector, which has expanded exports
significantly in the last 10 years and are matching with funds and efforts, are awarded by

providing enough funds to continue the work.

Environmental Sustainability

Farmers are the original environmentalists. After all, they spend their entire lives tending to land
to ensure its health and longevity. I can tell you that I care deeply about the land, air and water
where I have my herd and my family. In recognition of our sustainability efforts, Nobis Dairy
Farms received the Outstanding Dairy Farm Sustainability award by the Innovation Center for
U.S. Dairy in 2015.

In recent years, federal and state regulators have applied significant pressure on the dairy sector
to reduce nutrient output to improve water quality in dairy-producing regions across the country.
The U.S. dairy industry has invested significant resources in response to this challenge, and
continues to embrace the newest and best possible environmental practices. To prove it, in 2008,
the dairy industry voluntarily set a goal of reducing greenhouse gas (GHG) emissions from fluid
milk by 25 percent by 2020, and has since undertaken several projects intended to help meet that

goal.

In a demonstration of continued ieadership, the dairy industry is also proposing policy changes
that will help turn an environmental liability like manure into a valuable asset. One such policy is
the bipartisan Agriculture Environmental Stewardship Act introduced by the three leaders of this
committee — Chairman Roberts, Ranking Member Stabenow and Senator Sherrod Brown to
create an Investment Tax Credit to cover the upfront costs of nutrient recovery systems that

farmers can use to help reduce the environmental impacts of their farms and improve water
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quality. We look forward to working with you to address this important challenge for our

industry.

Just like in other sectors of the economy, dairy farmers are impacted by political, legal and
regulatory uncertainty. We are committed stewards of a healthy ecosystem, but we need certainty
about which environmental policies and regulations apply to our operations. This is why we
support the bipartisan Farm Regulatory Certainty Act, which will reaffirm Congress’s intent that
dairy farmers and other agricultural producers not be subject to solid waste laws passed morc
than 40 years ago. I am proud to say that dairy farmers always strive to comply diligently with
any law we are subject to, but Congress can smooth this process by providing legal and

regulatory clarity.

Child Nutrition

Child Nutrition programs in schools are part of the backbone of America’s education policy and
our nation’s commitment to a healthy population. Any mother or grandmother will tell you that
when children are well fed, they are more productive, responsive and active during of time of
essential development. Dairy farmers know better than anyone the nutritional advantage milk
provides for such development. This is proven by the fact that milk has been a key part of school

meals for ncarly a century.

The benefits of milk’s nutrient-densc profile also played a role in assisting the residents of Flint,
Mich. during a crisis in which they were susceptible to lead poisoning from contaminated water.
After discovering calcium and iron found in dairy products can help mitigate health risks of lead
consumption, MMPA went into action and partnered with The Kroger Company of Michigan to
donate nearly 590,000 servings of milk to those in need. The donation of milk was well received
and helped provide health benefits to the residents of Flint during a time of crisis. The donation
project recently received an honorable mention award for Outstanding Achievement in

Community Partnerships by the Innovation Center for U.S. Dairy.

I want to commend Congress and Secretary Perdue for the actions taken earlier this year to
reintroduce 1% flavored milk back into schools. This product will help ensure that children have

access not only to the nine essential nutrients and vitamins that milk provides, but will also offer
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them a beverage that they enjoy. In recent years, when children’s options were limited to only
flavored skim milk and white milk, consumption in schools dropped. If our school meal
programs are meant to provide nutrition, no one benefits when a healthy product ends up in the
trash. While we work with USDA to implement these changes, it is imperative, Mr. Chajrman,
that this committee do all it can to ensure children across America have access to healthy and
nutritious dairy products in our schools. As the overwhelming volume of scientific evidence
continucs to show the benefits of dairy fat in children’s dicts, we look forward to working with

this committee to further expand options for school meal programs.

Mr. Chairman and members of the committee, I appreciate the opportunity to represent my
industry, my Michigan-based cooperative, and NMPF by sharing my thoughts on the challenges
facing U.S. dairy industry. I look forward to your questions.
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Good Morning Chairman Roberts, Ranking Member Stabenow, and members of
the Committee. My name is Meredith McNair Rogers. | have been farming with
my family in southwest Georgia for over 20 years. | graduated from the University
of Georgia in 1991 with a Bachelor of Business Administration, and later received
my Masters of Accountancy from the University of Georgia. | worked for Ernst &
Young accounting firm for several years after graduation and received my
Certified Public Accountant certification. My husband and | decided to move
back closer to our families and started farming with my family in 1996. 1 currently
farm in a family partnership with my husband, parents, and siblings. Our
partnership primarily farms row crops. This year we are farming peanuts, fresh
sweet corn, cotton, and corn. We also have a herd of about 250 head of brood
cattle. In addition, our family runs two peanut buying points. My grandfather
farmed in adjoining Baker County and my father started farming in the 1970s
after working as a county extension agent in Mitchell County. |grew up on this
farm and am very pleased that | have had the opportunity to work and raise my
children on the farm. My husband and | have three children.

1 am the first woman to be included in the Peanut Leadership Academy which is a
program for young leaders involved in the peanut industry. | completed this
program in 2016.

| am testifying today on behalf of the Southern Peanut Farmers Federation
(Federation), the largest peanut grower organization in the United States. The
Federation is comprised of the Alabama Peanut Producers Association, the Fiorida
Peanut Producers Association, the Georgia Peanut Commission and the
Mississippi Peanut Growers Association.

I want to thank this Committee for what you have meant to peanut farm families
and communities across the peanut belt for many years. You have provided a
program that pushed our industry to market our products more efficiently in the
domestic and export markets. You encouraged our industry to move from a
supply-management program to a market program in the 2002 Farm Bill. Finally,
the Price Loss Coverage (PLC) program has assured growers that a safety net
program was available when farm economies struggled.

I want to be clear today that the peanut provisions of the 2014 Farm Bill have
worked as a safety net for peanut producers. if the PLC program had not been in
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place, | am afraid many farms in the Southeast would no longer exist because of
the downturn in the farm economy which has plagued us the past three years. In
addition, this bill continues to assure consumers a safe, affordable food supply.

The Federation supports maintaining the current PLC program in the 2014 Farm
Bill including these key provisions:

¢ Current Reference Price for Peanuts
e Separate Peanut Payment Limit (as established in the 2002 Farm Bili)
¢ Storage and Handling Provisions

The 2014 Farm Bill was drafted during a period of high prices. When we compare
average prices in 2011-2012 to 2016 prices, we see a 39% decline in peanut
prices. Corn, soybeans, wheat and cotton all saw significant drops in prices when
comparing the years that the 2014 Farm Bill was developed to 2016 prices.

The U.S. Department of Agriculture projected 2017 net farm income in the U.S. to
be $62.3 billion which translates to a 49.6% decline in net farm income since
2013. isee the real impact of these numbers in the faces of my neighbors and
hear it in discussions with lenders and our suppliers.

The peanut Price Loss Coverage (PLC) program has worked but peanuts are not
sufficient to carry an entire farming operation. Corn and cotton prices have been
depressed and with the lack of a cotton PLC program, more pressure has been
placed on growers to plant peanuts by lenders and others. For many growers, the
only option to survive was to plant more peanut acreage.

Peanut growers know that rotation is critical for their cropping systems. However,
during this period of a severely depressed farm economy, many farmers modified
their crop rotations in order to survive.

e U.S. peanut yield has declined by approximately 13%.
* Georgia’s peanut yield has declined by 14%.
¢ Southeast average yield has declined by 11%.

Research has shown that with reduced rotation, not only will peanut yields drop
but chemical costs increase. The cost of weed control continues to rise as
resistant pigweed becomes more widespread, and some of our fungicides are
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becoming less effective as pathogens mutate and adapt. According to the
University of Georgia’s National Center for Peanut Competitiveness (NCPC), we
have seen a downward trend in peanut yields since 2012.

According to the NCPC, these increased costs of production could make the
current reference price ineffective.

Although the increased peanut acreage has impacted yields and cost of
production, peanut acreage during the life of the 2014 Farm Bill is not out of fine.

¢ Prior to the 2002 Farm bill, U.S. peanut acreage exceeded 1.6 million
acres for several years, in the early 1990’s, and exceeded 2 million
acres in 1991.

e After we changed the peanut program in the 2002 Farm Bill from a
supply management program to a market oriented program, U.S.
peanut acreage has exceeded 1.6 million acres.

o Planted acreage of 1.6 million acres is not a new phenome.

s Average planted acres during the life of the 2014 Farm Bill is only
approximately 16% more than the average acres planted during the
years 2002-2013.

What about the demand for Peanuts?

It is very important to this discussion to note that demand has kept pace with the
supply of peanuts. First, | want to address domestic demand. According to USDA
and U.S. Department of Commerce data, U.S. per capita peanut consumption has
grown from 6.6 pounds per capita in 2012 to 7.4 pounds per capita in 2016 -a
12% increase.

The peanut industry took two major steps to encourage demand. First, the
Peanut Institute was created to fund research on the nutrition aspects of peanuts.
Second, peanut growers voted to create the National Peanut Board (NPB) through
a national check-off program overseen by USDA. As aresult of these efforts,
consumers in the U.S. and in other countries are increasingly recognizing that:
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e Peanuts are heart healthy, fight obesity, reduce the risk of Type 2
diabetes plus have key micronutrients.

e Peanuts by means of Ready to Use Therapeutic Food (RUTF) are also
a widely-used tool to fight severe malnutrition in children around the
world. '

Domestic demand and export demand have grown significantly in the last few
years. Utilizing USDA’s National Agricultural Statistical Service’s {(NASS) Peanut
Stocks and Processing reports and comparing the first 6 months of the 2016-17
marketing year to a comparable time period for previous marketing years:

e The number of peanuts used for peanut butter has grown 64.4%
since 2002 and 10% since 2014.

¢ Total shelled peanut use has increased approximately 47% since
2002 and 11% since 2014.

When we take a closer look at USDA's Foreign Agricu!tural Service's (FAS) export
data, comparing the average exports of peanuts and peanut butter during the
2008 Farm Bill relative to the 2014 Farm Bill, we also see strong growth.

¢ Peanut exports increased by approximately 71%.
¢ Peanut butter exports have grown by 52%.

What About the Supply of Peanuts in the U.S.?

Peanut shellers speak openly about the tight supply of peanuts. Today’s peanut
prices do not support the concept that the 2014 Farm Bill is causing excessive
peanut acreage planting.

As peanut growers entered the 2016 crop year, USDA had published incorrect
inventory numbers. Based on the incorrect numbers, the peanut industry
assumed that supply significantly exceeded demand which had a negative effect
on peanut prices received by farmers, ranging from a $355/ton (loan rate) to
approximately $380/ton.

¢ Based on the reduced prices, the Southeast, the largest region of peanut
production in the U.S., reduced peanut planting by approximately 11%.
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Once USDA corrected the mistake during the growing season, contract prices for
the uncontracted 2016 crop and any unsold 2015 crop in the loan increased
significantly to the $450/ton range. Recently, any uncontracted 2016 crop
peanuts have seen contracts increase even more. As one major sheller stated in
their newsletter “This will continue to support 2016 crop values as the market is
forced to ration supply of quality tons.” As of today, demand exceeds supply.
Given this economic situation, early contract prices for the 2017 crop have been
reported in the $475-5550/ton.

s Peanut shellers are still offering higher 2017 crop contract prices which
encourage peanut acreage.

e Shellers would not be offering these types of contracts uniess signals from
manufacturers and exporters clearly indicate that they need more peanuts
for the marketplace.

e These actions are not being driven by the 2014 Farm Bill but instead by the
markets and the rules of supply and demand.

e The shellers’ actions indicate that the program has not created an excess
supply of peanuts in the marketplace.

Peanuts have not seen significant forfeitures at USDA. For the 2015 peanut crop
year, the latest data available to the NCPC, approximately 62 tons were forfeited.
This translates into approximately .0021% of the total 2015 peanut crop being
forfeited. USDA sold those tons at an average price of $363.67/ton which was
above the loan rate of $355/ton translating into a profit for the government and
no cost to the taxpayer. To date, according to the NCPC, there have been no
peanut loan forfeitures from the 2016 peanut crop.

From the evidence we see in the marketplace, there is not an oversupply of
peanuts. According to the NCPC, “The peanut program in the 2014 Farm Bill has
not led to excessive peanut acreage.”

What About the Impact of Generic Acres on Peanuts?
As you are aware, the cotton industry opted for the STAX program in the 2014

Farm Bill while cotton producers maintained their generic base acres. These
generic base acres are available to any covered commodity in the 2014 Farm Bill.
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The Congress wisely established a program allowing growers to keep these base
acres. Without these base acres, the current struggling farm economy would be
much worse.

The United States Department of Agriculture’s (USDA) Farm Service Agency (FSA)
February 2017 data examined the allocation of generic base acres and updated
the program payments for covered commodities planted on these generic base
acres.

¢ Forthe 2014 crop year, only approximately 58% of the generic base acres
were allocated to a covered commodity.

e Approximately 7.4 million generic base acres were not utilized by cotton
farmers for the 2014 crop year.

¢ Approximately 32% of the generic base acres assigned to soybeans.

e 26% of the generic base acres assigned to wheat.

e 19% of the generic base acres assigned to corn.

e 13% of the generic base acres assigned to grain sorghum.

e Only 7% of the generic base acres assigned to peanuts.

e Less than 53% of the 2014 peanut certified acres had generic acres
attributed.

Were there significant changes in these planting ratios for the 2015 crop year?
The answer is no.

e Approximately 61% of the generic base acres were allocated to a covered
commodity.

e Approximately 7 million generic base acres were not utilized by cotton
farmers.

* Approximately 90% of the generic base acres were assigned to soybeans,
‘wheat, corn and grain sorghum.

e Only 8.7% of the generic base acres assigned to peanuts.

e Approximately 57% of the 2015 peanut certified acres had generic acres
attributed.



177

Based on USDA deadlines for the 2016 crop year, it is assumed that the 2016
ratios will not differ significantly from the 2015 data. With the generic base acres
attributed to the covered commodities of the 2014 farm bill, these commodities
did receive payments.

¢ For the 2014 crop, the total payments for the covered commodities on
generic acres were almost $149 million.

e For the 2015 crop, the attributed generic base acres generated
approximately $444 million in payments for the covered commodities.

¢ Almost a threefold increase in generic base acres payments to cotton
producers from the 2014 crop year to the 2015 crop year.

e Given the depressed commodity prices, the 2016 crop year payments to be
received in October 2017 are assumed to be similar to the 2015 crop year
payments.

For the 2014 crop, only 27% of all ARC-PLC peanut payments was derived from
generic base acres attributed to peanuts. For the 2015 crop year, approximately
33% of the total payments derived from generic base acres attributed to peanuts.
While these payments were attributed to peanuts, in reality, the payments were
received by cotton producers who are also peanut producers. Thus, any scoring in
terms of the cost of the peanut program should take into account the generic acre
impact. As}stated earlier, cotton was not a covered commodity in the ARC-PLC
programs. Generic acres, as part of the safety net, allowed cotton producers,
who also grew other commodities like peanuts, corn, soybeans, wheat and rice, to
participate in some limited manner and stay on the farm. For many farmers,
generic base actually made it possible to keep planting cotton on our farms in
order to maintain some level of crop rotation. Without this generic acre
program, many farmers across the U.S. would have had their farm income, the
safety net reduced dramatically. This program has worked at a time when prices
were low.

Peanut Growers Support Viable Risk Management Tools
The Federation supports the risk management provisions of the 2014 Farm Bill.

Congress approved a peanut revenue insurance program in the 2014 Farm Bill.
This was a product of the peanut industry working with this Committee, USDA’s
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Risk-Management Agency and crop insurers to develop a tool that worked for
producers. Growers are participating in this program.

Federal Regulations

| appreciate the Committee’s interest in the regulatory burdens placed on farmers
by numerous federal agencies. The impact of regulatory issues on companies that
produce our inputs resuit in higher costs of production for our crops. | hope the
Committee will continue to scrutinize regulations in place today and any
proposed regulations.

In conclusion, the Federation supports the peanut provisions in the 2014 Farm Bill
and appreciates the opportunity to work with you as we move forward with the

next farm bil.

Thank you for aliowing me to testify today.
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Bruce Rohwer

NCGA Corn Board Member

Bruce Rohwer, of Paullina, lowa, serves as a member of
the Corn Board of the National Corn Growers
Association, a farmer-led trade association with offices
in St. Louis and Washington.

Rohwer operates a corn and soybean farm with his son and daughter, in addition
to owning a drainage tiling business. With a neighbor, he also runs a sow farrow-
to-finish operation.

Rohwer serves as board liaison to NCGA's Risk Management Action Team, as the
association’s liaison to the National Pork Producers Council and as the custodian
of records for NCGA’s CornPAC. Additionally, he represents the association on
the BNSF Railway Ag Business Council, and he serves the U.S. Grains Council
on its Mideast and Africa Action Team.

Previously, he has served as the board liaison to the Public Policy Action Team
and as a member of NCGA's Research and Business Development Action Team.

At the state level, Rohwer served as past president and chair of the lowa Comn
Growers Association, Past Chair of the lowa Corn Growers Association CornPAC.

Founded in 1957, the National Corn Growers Association represents more than
40,000 dues-paying corn growers and the interests of more than 300,000 farmers
who contribute through corn checkoff programs in their states. NCGA and its 48
affiliated state associations and checkoff organizations work together to help
protect and advance corn growers' interests.

9/28/16
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STATEMENT BY
RON RUTLEDGE
ON BEHALF OF FARMERS MUTUAL HAIL INSURANCE COMPANY OF IOWA
BEFORE THE UNITED STATES SENATE
COMMITTEE ON AGRICULTURE, NUTRITION AND FORESTRY

July 25,2017

Chairman Roberts, Ranking Member Stabenow and distinguished Members of the Senate -
Agriculture Committee, I would like to thank you for having me here today to testify about crop
insurance and the vital role it plays in providing risk management to farmers across the country.

My name is Ron Rutledge, and I am the CEQ and President of Farmers Mutual Hail Insurance
Company of Towa (FMH), a post I have held since 2010. T also serve as Chairman of the Board
and have been a proud FMH employee since 1981 when I joined the company full time in the
Electronic Data Processing Department. Iam a graduate of Drake University, and during my
career | have also worked as an agent and a crop hail adjuster.

W.A. Rutledge founded Farmers Mutual Hail in Early, lowa in 1893. From the beginning, FMH
provided crop hail insurance to Midwestern farmers. In 1915, FMH entered the reinsurance
market, and the Rutledge family has been proud to oversee the continued growth of the company
for more than a century. FMH celebrated its centennial in 1993 and entered the multi-peril crop
insurance market in 1999. Now in its 125" year, FMH writes insurance policies across the
nation in 40 states and we are committed to serving our farmers and ranchers through
generations of their families and ours.

I’m also Chairman of the Board of the Crop Insurance and Reinsurance Bureau (CIRB) and am
on the Board of Directors for the National Crop Insurance Services (NCIS). CIRB unites crop
insurance companies, reinsurers and brokers to provide a proactive voice for the industry in
Washington, D.C. Its mission is to preserve crop insurance as a critical component of the farm
safety net. NCIS, a non-profit based in Overland Park, Kansas, provides a unique suite of
services to the crop insurance industry, from actuarial and analytical support to the development
of crop loss adjustment standards and industry-wide training for both company staff and industry
loss adjusters.

Over the years, and particularly since the adoption of the Agriculture Risk Protection Act
(ARPA) in 2000, crop insurance has become a comerstone of risk management for farmers and
ranchers across the country. Today, more than 1.1 million crop insurance policies are sold to
farmers each year by 16 private-sector crop insurance companies. Farmers Mutual Hail is proud
to be one of these companies that serves America’s farmers and ranchers.

Crop insurance companies, also known as Approved Insurance Providers or AIPs, underwrite
crop insurance policies, which means we share in bearing the risk of crop insurance policies, so
the taxpayer is not entirely on the hook for losses. We hire agents to sell policies and adjusters to
assess and confirm losses. We invest in technology, training and services to ensure the integrity
and efficiency of crop insurance. We also work with RMA to implement policies such as
conservation compliance.
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AlPs, as well as the agents and adjusters that service crop insurance policies, represent 20,000
jobs, primarily in rural America. This private sector delivery system allows the Risk
Management Agency (RMA) that oversees crop insurance at the US Department of Agriculture
(USDA) to be one of the smallest USDA agencies with fewer than 500 staff.

As an industry, we are proud to be an intcgral part of the rural economy, but often the breadth
and depth of coverage provided by crop insurance is overlooked. Here are some significant facts
about the industry:

e Almost 280 million acres were covered by crop insurance during the 2016 crop year. As
context, there are about 300 million acres of cropland in the United States.

s Individual crop insurance policies are available to more than 100 commodities from
apples to almonds and from cotton to com. Whole farm revenue policies now make crop
insurance accessible to every single commodity and to even the most diversified farms.

¢ Crop insurance protected almost $95 billion in liabilities during the 2016 crop year.

e After proof of loss, indemnities of more than $3.7 billion have been paid to date to
farmers and ranchers to keep rural economies moving during the 2016 crop year. This is
one of the lowest loss years in decades. During the devastating drought of 2012 more
than $17 billion in indemnities were paid to keep rural economies from collapsing.

« Crop insurance uses current-season market prices to determine premiums, coverage,
losses and indemnities. Markct don’t respond to crop insurance; crop insurance responds
to markets.

¢ Crop insurance is available in all 50 states and is purchased by farmers in all 50 states.

* Some of the largest loss ratios (losscs compared to premiums) in the 2016 crop year were
in Northeastern states impacted by drought. New Hampshire, New York and Rhode
Island all experienced loss ratios higher than 1.0 (indemnities paid were higher than
premiums for the year), as well as Louisiana, Arkansas, North Carolina and Nevada.

Farm Bill

Support for crop insurance unites a broad swath of rural interests, and the organizations
representcd at this hcaring have shown their support by being active members of a crop
insurance coalition that represents farmers, ranchers, agents, lenders, ag input companies,
conservation groups and crop insurance companies such as FMH. As companies, we stand
united with these partners in working to protect and preserve crop insurance that is affordable
and effective for producers of all sizes. crops and regions and is delivered by the private
sector. Yet despite the overwhelming support for crop insurance among those most familiar
with the needs of farmers and ranchers, crop insurance continues to be an ideological
punching bag for somc interests that fail to recognize its value to the rural cconomy.

Heading into the 2018 Farm Bill we know we are going to face opposition from those who
wrongly believe that the nation’s budget woes can be balanced on the backs of rural America
and who see farm programs, including crop insurance, as a bank account to draw down at
will. During the upcoming farm bill debate, we fully expect to sec attacks that 1) pursue cuts
to the private sector delivery system for crop insurance, 2) seek cuts to premium discounts
for farmers, and 3) demand means testing for crop insurance. We oppose each of these
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proposals to harm crop insurance and urge the Senate Agriculture Committee to stand united
with us in that opposition.

Private Sector Delivery

We are proud to deliver crop insurance to America’s farmers and ranchers. At FMH we view
crop insurance as a successful public-private partnership where the program is federally
regulated, but delivered by the private sector. Federal regulation ensures that farmers cannot
be refused crop insurance protections and that individual companies cannot raise premiums
or impose special standards on any individual producers. Premium rates are set by the
government and are based on actuarial soundness. Losses are shared by farmers, private
sector companies such as Farmers Mutual Hail, and the government. Importantly, the
government, and therefore taxpayers, also share in any gains during the good years.

Time and time again the private sector has shown its value by making it possible for farmers
who have losses and have met their deductible to typically receive indemnity payments in
less than 30 days. The alternative, ad hoc disaster assistance, often took more than a year to
get assistance to farmers. It is this efficiency that allows rural lenders to rely on crop
insurance when providing operating credit to farmers and ranchers.

Since 2008, the private sector has absorbed cuts estimated at $12 billion over 10 years,
including cuts in the 2008 Farm Bill and through administrative actions taken in 2011 in the
Standard Reinsurance Agreement (SRA). Despite the positive track record of the private
sector in delivering crop insurance to all 50 states, supporting 20,000 rural jobs and making
previous contributions to deficit reduction, various proposals have surfaced to make
additional cuts to the private sector delivery system.

One such proposal aims to cut billions from private sector delivery by reducing the target rate
of return for crop insurance companies from 14.5% to 8.9%. As is the case with many
aspects of crop insurance, there is an abundance of misinformation about what a target rate of
return is and what a cut would mean for crop insurance companies.

The target rate of return is not a floor on the rate of return for companies. it is not a
guaranteed rate of return, and it does not equate to profit. Rates of return for companies

fluctuate with the market based on losses in any given year. In 2012 when the country was
devastated by drought and commodity prices were high, crop insurance companies —
including Farmers Mutual Hail - lost money. This past year, when losses were minimal and
commodity prices were low, companies such as ours were able to recover many of the losses
incurred in years like 2012.

Just like with farming, there will be bad years and good years for crop insurance companies.
The good years are needed to recoup losses in bad years with the hope that at the end of the
day the business is able to generate profit. Reducing the target rate of return would only
make it more difficult for companies to generate a profit and would encourage companies to
pull out of some markets where it would simply not be financially viable to continue service.
High risk areas and small markets — two areas arguably most in need of the national safety
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net - would likely be the first places to lose crop insurance providers, thereby reducing
competition in these markets.

We urge the Senate Agriculture Committee to oppose misguided attempts to further cut the

private sector delivery system for crop insurance.

Premium Discounts for Farmers

There have been numerous proposals to cut the discount that farmers receive when
purchasing crop insurance. The proposals vary in the details, but are fundamentally flawed,
regardless of how the cuts are structured.

First, farmers receive a bill for their crop insurance coverage, not a check. The premium
discount simply reduces the size of that bill. A farmer only receives a check for their crop
insurance policy if they have a verified loss above and beyond their deductible. The average
deductible is approximately 25%.

The indisputable fact is that a reduction in the premium discount for crop insurance will
increase the cost of crop insurance to every farmer in every single state and for every single
commodity. The premium discount is what keeps crop insurance affordable for farmers.

Likewise, any increase in the cost of crop insurance will decrease demand for the product.
Economists can debate how much of a decrease in demand will result from an increase in
cost, but the fundamental fact remains: if you increase the cost of crop insurance for farmers,
they will purchase less crop insurance. As commodity prices continue to decline and
farmers’ budgets tighten, the impact of higher crop insurance costs will only be more
difficult for farmers to absorb. As a reference point, recent analysis has shown that a 10-
percentage-point decrease in premium assistance would increase the bill of a typical Midwest
grain farmer pays by 50% for a policy at the 70% coverage level. On a policy with an 80%
coverage level, the farmer’s bill would increase by over 30%.

History tells us that the alternative to affordable and viable crop insurance that includes
investment by farmers is off-budget, ad hoc disaster assistance that is 100% paid for by the
taxpayer. This is why an increase in premium discounts and types of coverage after passage
of the Agriculture Risk Protection Act in 2000 coincided with the decline in ad hoc disaster
assistance. Even in 2012 when this nation was faced with one of the worst droughts ever
recorded, there was no ad hoc disaster assistance.

We urge the Senate Agriculture Committee to maintain the successes of the Agriculture Risk

Protection Act and to oppose cuts to farmer premium discounts for crop insurance.

Means Testing

Adjusted gross income {AGT) limits and premium discount caps for crop insurance have been
discussed for a number of years. Specifically, the AFFIRM Act (S. 1025) includes
provisions that would apply a $250,000 AGI limit and a $40,000 premium assistance cap for
farmers and entities. Some support such proposals as politically expedient under the
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misguided belief that they would simply eliminate government benefits for wealthy farmers
who “do not need support.” However, the reality is much more complicated.

Federal crop insurance is, by statute, required to be actuarally sound. Over the long-term,
every dollar of indemnities (payments to producers for losses above and beyond their
deductible) must be equal to the assigned premium. Crop insurance premiums, just as with
other forms of insurance, are based on the attributes of the risk pool, in this case consisting of
all farmers participating in crop insurance. So, if you apply AGI limits that remove certain
farmers from the risk pool, you change the premium rates for all farmers. It might be only a
small number of farmers who are directly impacted by an AGI limit, but it would be a much
larger number of acres impacted and would ultimately impact every single producer in the
program with a change in rates. If those farmers that leave the risk pool are less risky, then
the premiums for the farmers left in the risk pool will increase.

Analysis from the Government Accountability Office (GAO) found that a premium discount
cap of $40,000 would have affected 26% of all of the insured liability in the crop insurance
program when the study was done in 2011. So, while such caps might not impact the
majority of producers, they would put a very large portion of the crop production in this
country at risk.

Even USDA has called caps on premium support “ill advised,” noting that regions with high-
value crops, large-scale farmers and/or regions with a higher risk of crop loss would be
especially hard hit. High-value crops would include things such as fruits and vegetables and
many organic crops. North Dakota, South Dakota, Texas, Minnesota, California, Arizona,
Mississippi, Utah and Hawaii have all been singled out by USDA as likely to shoulder
disproportionate effects under a cap on premium assistance.

Ultimately, reduced participation in crop insurance because of any type of arbitrary means
testing can only lead to an increase in calls for off-budget, ad hoc disaster assistance when

devastation occurs. We urge the Senate Agriculture Committee to oppose misguided

attempts to place means testing restrictions on crop insurance.

Regulatory Reform

The crop insurance industry is pleased with the efforts of this Committee and the
Administration to review regulations for inconsistencies and inefficiencies. As an industry,
we are proud of the service we provide to America’s farmers and ranchers, but as a public-
private partnership we must work with the public sector to ensure that regulations serve
farmers, ranchers, agents, companies and taxpayers well.

The crop insurance industry has worked collaboratively in various areas to promote the
integrity and efficiency of the federal crop insurance program. A specific example of these
efforts includes work by industry organizations charged with both substantive and technical
responsibilities to facilitate and improve new product development (through the 508(h)
submission process) and approval. Other examples include industry work to address
concerns and assists in implementation of the conservation compliance requirements
mandated by the most recent farm bill and to analyze and offer constructive commentary in
relation to the development of the Acreage Crop Reporting Streamlining Initiative (ACRSI).
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As to the latter, the industry has worked to identify impediments to RMA and Farm Service
Agency (FSA) cooperation and to encourage the use of industry data and analytical resources
in conjunction with ACRSI. In respect to conservation compliance requirements, the
industry has worked cooperatively with RMA to implement the provision and has urged
regulatory relief in relation to the problematic timing of required compliance certifications by
producers. The industry also has worked with RMA and the Federal Crop Insurance
Corporation (FCIC) Board of Directors to better define the appropriate role for crop
insurance companies in sponsoring new product development through the 508(h) process and
to assess how the concepts of marketability and viability can be efficiently utilized to
realistically assess these submissions at an early stage.

We look forward to continuing to work with this Committee and the Administration to ensure
that regulations make sense for the private sector delivery system as well as farmers, ranchers
and taxpayers.

Battling Misinformation

At the heart of many proposals to harm crop insurance is misinformation. I understand that
crop insurance can be complicated and many people aren’t familiar with the role it plays.
Opponents of crop insurance are happy to fill the void with messages about the program that
can be extremely misleading. As we head into the 2018 Farm Bill, our industry will work
diligently with the broad crop insurance coalition to bring facts to the forefront. Below I
have addressed some of the most common myths we face in our defense of strong, viable
crop insurance that provides a critical risk management tool to America’s farmers and
ranchers.

Improper Payments

According to the Risk Management Agency at USDA the improper payment rate for crop
insurance for fiscal year 2016 was 2.02%, which is almost half the average for all
government programs (4.67%). Actual “fraud” rates are even lower as improper payments
are defined as everything from over-payments to under-payments to simple etrors such as an
incorrect zip code.

Crop insurance companies are dedicated to detecting and eliminating fraud, waste and abuse
in the program. Crop insurance utilizes data mining to identify potential improper payments
and uses spot-checks of the work of insurance agents and adjusters to ensure an efficient,
well-run program. Continued education and training are the cornerstones of these efforts at
FMH. We believe possessing a sound understanding and knowledge of the policies and
guidelines is critical to the successful management of the program.

Losses Required

One of the most common misconceptions about crop insurance is that it doesn’t require a loss
for a farmer to receive a payment. Crop insurance, just like other forms of insurance,
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requires farmers to meet a deductible before they receive an indemnity. The average
deductible for a crop insurance policy is 25%. In other words, a farmer must lose 25% of
their crop or the value of their crop before they receive any benefit from crop insurance.
Even if a farmer does not meet this deductible, that farmer must still pay their premium. The
vast majority of farmers who purchase crop insurance policies do not receive an indemnity

payment.

On average over the last five years, 54% of our customers at Farmers Mutual Hail paid
premiums out of their own pockets and received zero indemnity payments.
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Availability to Many Crops

Crop insurance is not just for major row crops. Crop insurance policies are available for
more than 100 crops and to farmers of all sizes in all regions. Whole Farm Revenue
insurance makes insurance policies available to all farmers. In fact, the number of acres of
fruit, vegetables and other specialty crops covered by crop insurance increased from 7.7
million acres in 2009 to nearly 8.3 million acres in 2015. That’s an increase of 8% in just 6
years. Including Whole Farm Revenue coverage for nursery, vegetables, trees, fruits and
nuts, specialty crop liabilities covered by crop insurance have increased from $7 billion in
2000 to over $18 billion in 2016. The top 10 insured commodities include specialty crops
such as almonds, grapes, oranges, apples and nursery crops.

To look at it yet another way, according to USDA about 61% of the reported acreage for
fruits, vegetables and tree nuts is covered by crop insurance. Most of these producers
purchase coverage above the 50% level. For example, over 80% of the cherry producers in
Michigan who purchase crop insurance do so above the minimum level, and over half
purchase at the 70 to 75% level. In California, almond producers purchase buyup coverage
on 66% of their insured acreage.
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Harvest Price Option

There has been some debate around the harvest price option in crop insurance, yet very few
people seem to understand the purpose behind such policies. As a crop insurance company,
we see firsthand from our farmer customers the need for this type of protection. This
coverage provides farmers with the replacement value of their crop when disaster strikes.

Many farmers utilize forward contracting as another way to manage the risk on their farm. If
there is a natural disaster that results in a large drop in production in a given commodity, the
price of that commodity is likely to increase sharply. If a farmer has a forward contract but
has no crop to deliver because of a natural disaster, then that farmer will have to go to the
open market to purchase the commodity to fill the contract. The farmer will have to buy that
commodity at the harvest price. This is one example of the very real and practical need for
harvest price policies.

The harvest price option is also critical to livestock producers who grow their own feed. If a
disaster wipes out the feed production of a livestock producer, that farmer will have to enter
the market and purchase feed at the going price. If the farmer has to enter the market to
purchase feed at the end of the year because they lost their crop, they will need to buy feed at

the harvest price.
In these scenarios, the harvest price option is not a luxury, but a tool that prevents a disaster

by Mother Nature from being compounded when a farmer is forced to purchase a
replacement crop at a higher price to feed their livestock or to fulfill a contract.

Of course, harvest price policies also require farmers to meet a deductible, and farmers pay
an actuarial sound premium for this type of coverage.

Beginning Farmers and Ranchers

Ensuring a successful next generation of farmers is a concern to everyone involved in
agriculture, including crop insurance companies. The 2014 Farm Bill addressed this issue by
improving crop insurance specifically for beginning farmers and ranchers. At FMH we are
now able to provide crop insurance tailored to the next generation of farmers and ranchers
through higher premium discounts and the ability to build essential yield histories more
quickly. According to USDA, more than 15,000 farmers utilized these benefits in 2016, and
the number is growing.

The strength of our national and our ability to clothe, feed and fuel the world depends on
future farm generations making the choice to keep that connection to agriculture. Promoting
this through program benefits and ease of getting started is a win-win for all involved.

Ad Hoc Disaster Assistance

Attempts have been made to compare the cost of crop insurance to ad hoc disaster assistance,
and in many ways, that is like trying to compare apples to oranges. Crop insurance covers
more than 100 commodities and hundreds of millions of acres of farmland. Ad hoc disaster
packages were often selective in the commodities or regions covered, leaving other farmers
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who needed assistance empty-handed. Ad hoc disaster packages also covered varying,
unpredictable portions of the losses experienced by farmers and ranchers versus the
predictable liabilities and deductibles in crop insurance. The bottom line is that comparing
the actual cost of crop insurance to ad hoc disaster assistance is not a useful exercise because
of all of these differences and uncertainties. :

However, we do know that crop insurance provides farmers, ranchers aud their lenders with
certainty that ad hoc disaster assistance cannot provide. We also know that crop insurance
provides assistance in a timely manner when disaster strikes. Once a loss is incurred and the
deductible is met, farmers can often receive crop insurance indemnities within 30 days. Ad
hoc disaster assistance often took a year or more to reach those in need. Farmers are always
expected to pay for the protection of crop insurance, unlike ad hoc disaster assistance which
is fully-funded by taxpayers. Finally, we know that ad hoc disaster assistance was often off-
budget and added to the deficit in a way that crop insurance is not.

Ultimately, crop insurance is a much better deal for taxpayers, farmers and ranchers, lenders,
and all of rural America.

Market-Driven

Crop insurance policies do not use an artificial price to determine coverage, losses,
indemnities or premiums paid by farmers. Crop insurance uses real-time data such as various
commodity exchange prices to determine coverage, losses, indemnities and premiums. As
stated earlier, markets don’t respond to crop insurance; crop insurance responds to market.

For example, if com prices are comparatively higher than soybean prices, crop insurance will
reflect that market dynamic. Crop insurancc is a reflection of the market and is available for
both crops.

Provisions in the 2014 Farm Bill also work to ensure that crop insurance will not distort
markets. Specifically, new crop insurance products that are proposed for sale must go
through a consultation process specifically to assess if there would be a detrimental impact
on the marketing and production of a commodity if a new policy is approved.

Environmental Impacts

Some have claimed that crop insurance hurts the environment by encouraging farmers to tear
up ground, but the data does not support this connection. Since the 1980s the acres protected
by crop insurance have increased from 100 million acres to almost 300 million acres today.
During that same period, USDA’s Natural Resources Inventory shows cultivated cropland
has actually decreased from 376 million acres to 309 million acres. In addition, erosion has
also decreased in that same timeframe, as can be seen by the below maps from the Natural
Resource Conservation Service at USDA.
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While environmental improvements can always be made, this data makes it very difficult to
blame environmental issues in agriculture on crop insurance.

Any producer who receives a discounted crop insurance premium must meet conservation
compliance provisions for highly-erodible lands and wetlands as well as sodsaver provisions.
These provisions make crop insurance part of the solution for environmental health on farms,
not a part of the problem.
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Conclusion

Thank you again for allowing me the opportunity to talk to you today about the critical
importance of crop insurance. FMH is proud to be a provider for such a critical risk
management tool for farmers and ranchers, and we look forward to working with this
Committee on the 2018 Farm Bill to protect and preserve the program. Ilook forward to
answering your questions and am always happy to be a resource.
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On behalf of the US Canola Association, I want to thank Chairman Roberts and Ranking
Member Stabenow as well as the Members of the Committee for this opportunity to represent the
views of canola growers regarding the next farm bill which were developed during our annual
meeting last February. I am Robert Rynning, President of the US Canola Association. I operate
with my brother a 5th generation family farm in northwest Minnesota near Kennedy, growing
canola, barley, wheat, and soybeans. T am also a board member for the National Barley Growers
Association.

While not a large crop acreage wise, canola can and is grown in diverse regions of the country.
Although the Northern Plains account for the majority of U.S. canola production, winter canola
varieties have been successfully introduced in the Southern Great Plains and has the potential to
become another major U.S. production area. Winter canola production can also be found in the
mid-southern states, with much of this acreage supporting double cropping of soybeans or other
spring-seeded crops. A fourth production area is in the Pacific Northwest, which produces both
winter and spring canola varieties. In 2016, the U.S. produced a record 3 billion pounds of
canola seed, but for the coming year, the U.S. will still need to import 68 percent of our expected
canola oil eonsumption; and 75 percent of our expected canola meal consumption. For 2017,
growers increased canola acreage in all regions, planting 2.16 million acres, up from the previous
5 year average of 1.7 million acres planted annually. However, the drought in western ND and
eastern MT will keep actual production from expanding this year.
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Commodity Title

Canola growers are generally pleased with the performance of Title 1. Although 97 percent of
canola base acres were entered into the PLC program, USCA supports the continuation of both
the PLC and ARC-CO programs — as well as the ARC-IC option — allowing producers a one-
time choice among the three options at the start of the next farm bill. Canola is grown as a
rotational crop with other crops, and many producers chose the ARC program for the other crops
they produce on their farm. With regards to the problems of wide ranging ARC-CO yields
between adjoining counties, USCA suggests requiring the use of RMA yields as the first option
in the cascade rather than NASS yields. USCA also believes all support payments for PLC and
ARC should be paid on historical base acres rather than planted acres to ensure that farmers
decide their crop mixes each year based upon market signals rather than which crop would offer
the highest government payment. USCA also supports providing an option to reallocate or
update crop acreage bases as well as program yields, as was the case in the last farm bill.

Crop Insurance

The USCA strongly supports the program as currently authorized. Without this risk
management tool, many producers would be hard pressed to receive operating loans to plant thei
crops. The proposed cuts in the Administration’s FY 2018 budget would completely undermine
the actuarial soundness of the program, and would lead to its failure. While the premium
discounts producers receive are a major cost of the program, the net premiums paid by producers
are still substantial. The proposed $40,000 payment limit would hit a substantial portion of
family sized farms and would cause many to drop covcrage altogethcr, sctting us up for
disastrous results when the next big crop failure occurs. The fact that farmers are able to plant a
crop the year following a major crop failure is testament to the success of the crop insurance
program.

Research Title

The USCA supports the reauthorization of the Supplemental and Alternative Crops (7 USC
3319d) competitive grant program that is administered by USDA-NIFA. This program is the
primary funding source for canola research in the U.S.

Energy Title

The USCA supports the reauthorization and funding for the Biobased Market Program (Section
9002), Bioenergy Program for Advanced Biofuels (Section 9005), and Biodiesel Education
Program (Section 9006). These Energy Title programs do not have baseline going forward,
however we believe the relatively low cost compared to the market development opportunities
they provide warrant their continuation with an increased level of mandatory funding.
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Conservation Title

The USCA suppotts providing an incentive to include canola and/or sunflowers in cropping
rotations to provide habitat for honey bees. Honey bees support $15 billion of agricultural
production in the U.S. through pollination services, but a major decline in honey bee health in
recent years has put these benefits at risk. This decline in bee health has been linked to a variety
of factors, including the lack of suitable habitat due to increased agricultural monocultures and
declining wild spaces. Canola and sunflowers provide ideal habitat and forage for honey bees
when they are not being used for pollination services; and are preferred hive sites by beekeepers.
Canola fields bloom for relatively long periods; some fields can provide bees with a good source
of nectar for a month or longer under ideal weather conditions. Sunflowers bloom in late
summer, providing habitat and forage at a time when fewer plants are blossoming. Maintaining
the acreage of cropland planted annually to these two crops is essential to the continued viability
of the honey bee industry; and increasing the acreage by just 2-3 million acres across the U.S.
would have an immediate positive impact on honey bee health.

Wetland Easement Issues

Despite this year’s drought, growers in the Northern Plains have endured in recent years
excessive wet conditions that began in the early 1990s. Many have begun tiling their farmland,
but this effective conservation practice for managing saturated farmland has been hampered on
land that has USFWS wetlands easements. While the easements were meant to protect potholes
from drainage, the excessive setback distances that USFWS imposes on adjoining farmland
prevents producers from managing saturated farmland that should not be considered under
control of the easement. USCA supports requiring the USFWS, when administering USFWS
wetlands easements, to use NRCS easement guidelines for determining applicable setback
distances from wetlands; and for mitigation options in drainage projects.

Thank you for your time and attention. I will be happy to answer questions the Committee may
have for me.
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Chairman Roberts, Ranking Member Stabenow, and Members of the Committee, thank you for the
opportunity to testify today. 'm David Schemm, the president of the National Association of Wheat
Growers. | raise wheat, corn, and grain sorghum on my farm near Sharon Springs in western Kansas.
Thank you for holding this hearing as part of a larger series of hearings to review programs ahead of the
next Farm Bill reauthorization.

Wheat growers across the country have experienced a multitude of challenges the past couple of years,
with unfair competition from countries like China that have support systems that distort trade and a
doliar value that is relatively high making our wheat more expensive than other major wheat producing-
countries, among others. Wheat prices have been on the decline for the past couple of years, and took a
significant dive last year. Prices are at unreasonably low levels right now and are expected to remain low
for the foreseeable future. A recent exception to this has been spring wheat on the Minneapolis
Exchange. Unfortunately that's largely a result of a devastating drought that’s hitting the Upper Great
Plains and the resuiting short harvest. Programs authorized in the Agricuitural Act of 2014 {the Farm
Bill}, and the crop insurance program in particular, have been key tools to enable farmers to continue
farming when prices collapse or disaster strikes.

As the 2014 Farm Bill programs have been implemented, there have been some hiccups along the way.
We’ve worked through them and have sought your help in influencing implementation, and we sincerely
appreciate your help and attention to our concerns along the way. Despite those hiccups, the programs
have been functioning as they were supposed to: as a safety net for producers. Through my testimony, |
wili highlight some key examples of how these programs have functioned effectively and some areas
where tweaks would be helpful. Let me start by laying out the economic conditions in wheat country.

Economic Conditions in Wheat Country

The past couple of years have proven to be particuiarly challenging for wheat farmers across the
country. Farmers of most commodities are experiencing lower than normal prices. Wheat in particuiar
has dipped to levels we haven't experienced in a long time. Producers of Hard Red Winter (HRW) wheat
in my neck of the woods became eligible for marketing assistance loans (MALs} and Loan Deficiency
Payments {LDPs} for the first time in several years because prices dropped below loan rates. When the
last Farm Bill was written, loan rates were set at such a low level they were never expected to trigger.
They have, but MALs and LDPs have functioned as helpful cash flow tools and have enabled farmers to
hold onto their wheat until prices improved. Farmers have had to deal with a rapidly declining market,
and months and years of sustained low prices that will make each passing year more difficult to get by,
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particularly for young and beginning farmers who couldn’t build up reserves during the high price years.
This is particularly relevant as the average age of a farmer is 58 and is expected to continue climbing.

There have been many different factors that have contributed to the low prices, which | will discuss
throughout my testimony. One particularly important factor has been market competition from other
large wheat-producing countries. Though this falls outside the scope of Title 1, | strongly believe that
Congress needs to continue to aggressively pursue new markets. Along those lines, NAWG supports
reauthorizing and doubling funding for the Market Access Program {MAP} and Foreign Market
Development {FMD} program as part of the next Farm Bill. A study fast year from informa Economics
showed that from 1977 to 2014, for every dollar spend on MAP and FMD, there was a return on
investment of $28.20 in export gains. Additionally, these programs were responsible for 15 percent of
total agricultural export revenue, and they have increased net farm income by $2.1 billion annually, on
average. These programs work, and the value of them can be greatly expanded with additional
investment.

As the chart below laying out the market year average price shows, there have been some big swings
over the past few years and more recently there have been significant drops in prices; the market year
average price is determined by USDA and is used in setting farm program and crop insurance payments.
Additionally, as Il discuss later in my testimony, the price that farmers are actually receiving from their
local elevators is often much lower than what the market year average price would show.

Market Year Average (MYA) Price
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The data in the above chart for 2006 through 2015 shows Market Year Average Price from USDA
National Agricultural Statistics Service {NASS), and from 2016 through 2027 shows the assumptions
made by the Congressional Budget Office (CBO} for future Market Year Average prices. The low prices
have led to farmers needing to take on more debt to continue operating. As such, producers’ debt to
asset ratios have grown rapidly. The chart below lays out the degree to which producers have taken on
debt. Over 8 percent of wheat producers are considered by USDA’s Economic Research Service to be
“highly leveraged” (a debt-to asset ratio between .4-.69) and 16 percent are considered to be
“extremely leveraged” (a debt-to-asset ratio over .69).
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The economic conditions of the past few years have also contributed to a drop in planted wheat
acreage, which is predicted to continue. Plantings for the 2016-2017 crop year is down 9 percent from
the previous year and is the lowest planted acres on record since records began in 1919. The 2017
winter wheat pianted acres was 32.8 mitlion, down 9 percent from 2016. The area pianted to spring
wheat is estimated at 10.9 million acres, down 6 percent from 2016. Not only are planted acres down,
but given widespread weather issues {late freeze, blizzard, drought, and other problems), production
will be down as weil.
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The chart above shows the 2006-2016 actual planted acres, as published by USDA’s NASS. The 2017-
2027 data points show the anticipated future plantings of wheat as published in the June 2017 CBO
baseline report. CBO anticipates that there will be a small swing back up in acreage, but this still
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exemplifies the challenging conditions facing growers when they pull back their production and shift to
other crops.

Title 1 — ARC and PLC

In addition to crop insurance, which 'l discuss Iater in my testimony, the Title 1 programs like
Agriculture Risk Coverage {ARC) and Price Loss Coverage {PLC) have served as key safety net programs
that are limited, and kick in for losses not covered by crop insurance.

With the reform of the safety net programs in the last Farm Bili away from direct payments to a choice
between revenue protection and price protection, implementation has gone relatively smoothly and
those programs have largely functioned as they were intended. There have been some hiccups along
the way, and we envision several tweaks that could be made to make these programs even more
effective.

Agriculture Risk Coverage Program

Wheat is grown in 42 states with very different growing conditions, and thus have different protection
needs across the country. Some areas of the country experience more production variability than other
areas of the country; therefore, we need to maintain revenue protection through the ARC program.

The majority of wheat base acres were enrolled in ARC-County. This program has worked weli, but we
have experienced several significant issues the past couple of years. Additionally, as prices continue to
remain at low levels, the effectiveness of this program will decline as low prices are factored into the
benchmark. Some tweaks could be made to ARC to ensure it continues to be a viable option for
producers.

One option could be to increase the reference price in the ARC formula to be consistent with whatever
final PLC reference price is established and use that price as a floor for setting benchmark guarantees.
With the anticipation that market prices will remain at historically low levels for the foreseeable future,
we urge Congress to ensure that a mechanism is in place to maintain an appropriate benchmark
revenue guarantee to help farmers through these difficult times.

On the yield side of the equation, counties that experience highly variable yields from year to year, or
that experience multiple years of significant drought or some other weather event, will experience
significant drops in their ARC guarantee. An option that should be considered would be to cap the
percentage drop in yield in any given year for the guarantee by increasing the transition yield (T-yieid}
that is used when a county’s yield drops below a certain level. An option could be to extend the number
of years that are used in setting the benchmark to smooth out the dramatic changes in yields over that
timeframe.

Our producers have concern about the data that is used in the ARC program, and we believe that, where
available, data from the Risk Management Agency {(RMA) should be the highest priority data source
that’s used to set yields. As it stands now, FSA uses data through the Nationa! Agricultural Statistics
Service {NASS}, which is based on voluntary producer surveys. If NASS is unable to publish a yield, FSA
will then utilize a cascade of other data sources. Over several years, it’s certainly possible that a
particular county could have a coupie of years with NASS published data and a couple of years without
published data because of a lack of survey responses. Without a published NASS yield, FSA would then
use data from another source to set those yields. This is like comparing apples to oranges when using
multiple data sources. Instead, the information that a producer reports to RMA for purposes of
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purchasing crop insurance is mandatory, and we believe appropriate county yields can be pulled from
that information. We recognize that there wili still be disparities in payment rates between counties,
but utilizing more reliable data will help to instili more confidence in our producers that they are getting
fair treatment from the program.

Wheat is grown in very rural areas, and in some cases there are very large counties where there is
significantly different growing conditions from one end of the county to another. Farmers rightly had
the option of enroliing in ARC-individual, but as a farmer would have to experience a greater loss than
under ARC-County and as it would only apply on up to 65 percent of a participants’ base acres, the
program was much less attractive than ARC-County. An approach that could be taken to improve the
functionality of ARC-County in large counties would be to use smaller than county size geographic areas
in particulariy large counties that experience weather and growing variations for establishing payment
rates. This approach could enable payments to be triggered at a more localized level and to be more
reactive to the actual experience of producers.

Price Loss Coverage

Wheat farmers enrolled roughly 43.5 percent of the wheat base acres across the country into PLC. The
recent Congressional Budget Office {CBQ) baseline report, in projecting the costs of USDA programs over
the next ten years, assumes that Congress will allow for a producer re-election after the expiration of
the current Farm Bill and that roughly 80 percent of base acres will be enrolled in PLC. This is
anticipated as lower prices of the past couple of years will begin to be incorporated into the ARC
benchmark, ultimately reducing the benchmark revenue.

From our perspective, this means that it will be important to adjust the ARC formula to enable it to
continue to function as a safety net when the need is there. It also means we need to ensure that PLC
reference price is set at a level that provides a sufficient safety net when prices are at perpetually low
levels.

While PLC has kicked in for producers that enrolled, the current reference price for wheat of $5.50 per
bushet is far below the cost of production. We urge you to increase the wheat reference price that is
more closely reflective of the modern cost of producing the crop. As such, we think the PLC wheat
reference price should be set at a level that is closer to $7 a bushel to truly enable PLC to function as a
safety net for farmers when times are tough, like they are today.

Marketing Loan Program

Last year, the Marketing Assistance Loan {MAL) program and Loan Deficiency Program {LDP) trigger for
the first time in many years for Hard Red Winter (HRW) wheat producers. The Farm Bill sets statutory
loan rates, uitimately meaning that the loan rates at the county level across the country have to average
out to the rate set in statute. The loan rate for wheat was set at $2.96 per bushel in the last Farm Bill,
and so some counties had rates lower and higher than that level to trigger the availability of MALs and
LDPs. We haven’t had to imagine prices dropping that low in a long time, but they did for an extended
period last year. MALs and LDPs served an important role to help farmers, including my own operation,
hold onto their crop until prices improved. These programs actually have relatively little cost to the
government, as they are loans that farmers pay back when they do eventually sell their crop on the
market. This program should be continued, and the loan rates should be increased to better reflect
modern production costs and more recent price realities.

Other Title 1 Issues
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in setting up a national program, it’s unrealistic to establish a one-size-fits-all approach that wili ensure
sufficient protection for ali growers. As such, we urge Congress to continue to allow a producer choice
between revenue protection and price protection. With growing and marketing conditions that can vary
across the country, maintaining a choice in programs is critical. Additionally, we support allowing a one-
time re-election of programs at the beginning of the next Farm Bill, as well as any time at which any
substantial program changes occur.

NAWG also believes that the next Farm Bill should continue the use of base acres rather than pianted
acres in determining farm program payments. Additionally, shouid you make any changes to the
structure of the base acre program, we urge you to give farmers the choice as to whether to update
their base rather than making it mandatory.

And finally, for both ARC and PLC, NAWG opposes any further restrictions to farm program eligibility in
terms of “actively engaged” requirements. We also oppose any further tightening of payment
limitations.

Crop Insurance
The federal crop insurance program has been and continues to be farmer’s most important risk

management tool. The program requires a farmer to pay a premium, the cost of which is shared with
the federal government, and is structured in a way that the producer has to suffer an indemnifiable loss
before they get any sort of payment. A farmer might go many years paying premiums for a policy and
rarely get an indemnity. A farmer would much rather get a return on their commodity than becoming
eligible for an indemnity.

The ability to manage risk through crop insurance is very popular with producers. For the 2015 crop
year, there were 56.8 million acres of wheat grown in the United States {according to USDA’s Economic
Research Service (ERS)), of which 49.4 million acres {or 87 percent) were insured (according to USDA’s
Risk Management Agency Summary of Business document, as of March 20, 2017). This high
participation rate is indicative of the effectiveness of the program.

The fast couple of years have been particularly difficult for wheat farmers. Crop insurance has played an
important role in helping producers get through the current fow prices. Each year there will inevitably be
producers in some part of the country that experience weather conditions outside of their control that
could take out their crop. This year, in my parts of Kansas alone, we experienced a late-season blizzard, a
freeze, hail and disease. Currently, South Dakota, North Dakota, and Montana are experiencing drought
that’s taken out much of their spring wheat crop. On the other spectrum, North Carofina experienced
flooding last year that had a widespread impact on their wheat crop. Crop insurance is criticaily
important to enable a producer to farm another year after an uncontroliable weather or disease event.
As my fellow Kansas wheat farmer, Ken Wood, said to this Committee at your recent field hearing, “for
most of us, crop insurance will not guarantee a ‘good year,’ but it offers the promise of ‘another year.”

NAWG opposes any efforts that would undermine the current structure of the program. Specifically, we
oppose any restrictions on eligibility for program participation based on a producer’s Adjusted Gross
Income, any caps on the federal cost-share level, and any restrictions on a producer’s ability to utilize
the Harvest Price Option {(HPO). Restrictions on eligibility would cause farmers to lower their crop
insurance participation which would not only cause the producer to take on more risk, but it would also
cause premiums for all producers, big and small, to increase. If producers lower their coverage or if
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fewer producers are participating, that means there are fewer acres over which to spread risk in the
program, ultimately requiring premiums to increase.

In addition to supporting the current structure of the producer support component of crop insurance,
NAWG opposes any cuts to the delivery system. The current public-private partnership for program
delivery to producers has worked very well and has ensured that producers can get timely assistance
when economic or weather disasters strike, Efforts to reduce the target rate of return or Administrative
and Operating {A&Q) reimbursements would negatively affect crop insurance companies and their
ability to deliver programs, and would thus have a negative impact on producers, The federal crop
insurance program has also performed incredibly well, with an improper payment rate of just 2.2
percent, which is about half the government-wide average of 4.39 percent. Additionally, RMA has an
effective data mining system to detect and combat fraud. NAWG urges you to exclude any of these
types of proposals.

With all this said, wheat producers have experienced a few issues over the past couple of years that
warrant discussion.

Yield Exclusion

NAWG was very supportive of the inclusion of the Yield Exclusion provision as part of the last Farm Bill.
When the Farm Bill was being written, many producers were suffering periods of prolonged drought.
The Yield Exclusion provision enables producers in a county that had yields with a 50 percent or greater
hit to be able to exclude that year’s yield from their Actual Production History. We were, however,
disappointed that USDA was unable to implement this provision for the 2015 winter wheat crop.
Members of the Senate Agricuiture Committee were champions of wheat during that timeframe, raising
this issue with USDA officials. Though the Department was still unwilling to have the provision apply to
that year's crop, the Committee’s attention to this issue undoubtediy drove USDA to quickly move
forward with implementation for spring-seeded crops that year and subsequently the 2016 winter
wheat crop. I will note that while we are strongly supportive of YE, a disincentive to participate is that
the use of YE ordinarily means that premium rates will increase for that producer.

Non-convergence in the HRW futures market

I’'m a Hard Red Winter (HRW) wheat producer in western Kansas. Last year, our planted acres were
down but we still had a crop that exceeded our previous yield record by over 10 bushels per acre. We
had a much bigger crop than expected. This had a lot of implications for the markets. Where were we
going to not only ship our wheat, but where were we going to store it in the interim? There were and
continue to be significant logistical issues associate with the huge crop. This was just exacerbated by big
crops in other significant wheat-producing countries, iike Russia which was the largest producer last
year. We had significant competition in our export markets from other countries whose wheat was
relatively less expensive than U.S. wheat in part because of the relatively high value of the U.S. doliar.
These economic forces have been part of the cause of the depressed prices.

At harvest time, as is the case for any crop, there is generally immediate downward pressure on prices
because everyone is delivering to the market right from the field at the same time. So, we'll often
experience a growing divergence in the local cash price as compared to the futures market; the
difference is referred to as the basis. Producers of HRW experienced a much wider basis than what
we’ve experience in a long time. Personally, my local basis jumped from $.70 a bushel to $1.55 a bushel
in just ten days. Fortunately, the CME group has stated it plans to implement variable storage rate for
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Kansas City Hard Red Winter Wheat futures contracts starting next spring. We think this will have a
positive impact on the market and provide an incentive for more movement of product.

Even with this, there are several potential crop insurance implications of non-convergence that you
should be made aware of here. For HRW producers with revenue coverage, their contract is based on
the Kansas City futures price. When the local cash price was $1.55 below the futures price, had | sold the
crop and tried to pursue an indemnity, my contract would’ve only reflected that | was receiving the
futures price rather than the actual price. My “actual” revenue was significantly inflated compared to
my real experience. There are potentially similar implications for the ARC program, in that the ARC
formula utilizes a market year average price, which wouldn’t account for farmers experiencing a wide
basis. The graph below shows the basis between Kansas City Hard Red Winter September 2017 futures
contracts and the cash price received at an elevator in Sharon Springs, Kansas over the past month and
shows there currently a basis of nearly $.90.

KC HRW Basis {Sharon Springs, KS)
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NAWG has been exploring this issue to identify whether there are components of the crop insurance
program that can be adjusted to make the program more reactive to what the farmer is getting paid for
their crop. As we continue with this process, 1 will keep in touch with you and the rest of the committee.

Quality Adjustments

Our wheat markets set strict standards for quality. Wheat tends to be more susceptible to quality
problems than many other commodities. There are technologies in place to assist producers in
producing the best quality of wheat anywhere in the world, but we are still dependent upon favorabie
growing conditions. Recently, two of the higher-profile issues our growers experienced were low Falling
Numbers in the Pacific Northwest and vomitoxin in the northern Plains.

Many producers have suffered from widespread financial losses due to weather-induced problems
resulting in poor end-use quality as measured by low Hagberg-Perten Falling Numbers. The Falling
Number test detects starch degradation due to alpha-amylase enzyme activity and possibly other factors
in'wheat flour. This ultimately indicates that the flour has poorer quality for baked goods. Farmers
experiencing low Falling Numbers will likely receive a discount at their elevator, often significant
depending on the degree to which their load was affected. Additionally, with low Falling Numbers,
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though the quality has taken a hit, it isn’t a yield issue. In fact, the producers in Washington, idaho, and
Qregon that experienced this problem had bigger than average yields. However, the way the statue is
written, those quality discounts are applied to a producer’s Actual Production History {APH); even
though low Falling Numbers doesn’t directly affect a producer’s yield, RMA still requires that their yield
be reduced to reflect that quality loss. This occurs even if the producer doesn’t pursue an indemnity.
From a fairness standpoint, it would be worth considering whether such quality discounts couid be
applied to the price side of the equation rather than the yieid side so that a producer’s APH isn’t
affected for 10 years until that year’s yield is cycled out.

Conservation Compliance

NAWG remains concerned about linking conservation compliance to crop insurance. The changes that
were made during the last farm bill added stress to a system that was aiready overloaded. The backiog
of wetland determination in the Prairie Pothole region still exists. NAWG appreciates that the Natural
Resources Conservation Service (NRCS) reaffirmed their process for certain wetiand determinations
earlier this year and we believe that farmers that went through the process to obtain a determination in
accordance with the Farm Bill provisions should not be required to go through another evaluation or re-
determination.

Agricultural Credit
Recent price conditions have made farm loan programs more and more important. Fortunately, interest

rates have remained relatively low, particularly as compared to interest rates during the 1980s farm
crisis. We have a very effective system in place now where farmers have a number of options for
securing financing. Farmers should continue to have access to commercial banks, community banks,
and Farm Credit institutions.

Given the tough economic conditions in recent years, there has been an uptick in demand for FSA’s
direct and guaranteed farm ownership and operating loans. These programs have been important
sources of financing for young and beginning farmers as well as for those producers who have been
unable to secure traditional financing. Last year, demand exceeded lending authority before the end of
the fiscal year, which meant many farmers had to wait before they could access critical loans. We urge
you to include language in the Farm Bill that would ensure demand can be fully met, no matter the
economic conditions in any given year.

An issue that we expect to get more and more attention the longer prices remain low is the ability to
predict and incorporate a producers’ farm program payments into their cash flow for purposes of
securing financing. Assistance through Title 1 programs has become a more and more important factor
for producers, particularly young and beginning farmers who haven’t built up capital. As payments
don’t go out until over a year after the wheat crop has been harvested, it’s difficult to predict what the
payment rate will be, and it’s even more difficuit for financial institutions to justify anticipated payment
rates to their regulators. We recognize that moving up the timing of payments would be cost-
prohibitive; however, we think Congress should explore options for enabling better predictability.

Other Key Farm Bill Programs

Though this hearing focuses on commodities, risk management, and credit issues affecting agricultural
operations, I'd like to take this opportunity to address a few other important programs. Wheat growers
are focused on productivity and profitability and an important element of maintaining both productivity
and profitability is managing our operations for long term success, managing productive healthy soits
and being good stewards of the land. For a farmer, without a successful crop each year and our long
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term financial viability, we cannot purchase new equipment, test new practices and experiment with
new cropping systems. We don‘t operate on margins that ailow us to take the risk of an unsuccessfuf
crop. Farm Bill Conservation programs provide a backstop that allows us to make investments in new
technology and try new conservation practices.

NAWG supports the continuation of voluntary, incentive-based conservation programs in the next Farm
Bill. NAWG members have prioritized working lands conservation programs in our discussions about the
next Farm Bill. We believe these programs should work with farmers to integrate conservation practices
and technigues into their farming operation. Part of that conservation assistance may be a buffer or
filter strip, and these practices should be taken into consideration across the entire farming

operation. There must be balance in the types of programs offered and flexibility to meet local needs.
Conservation programs should provide a variety of types of assistance to producers, and recognize the
different needs in different parts of the country and for different crop rotations.

The Conservation Stewardship Program {CSP} helps producers adopt conservation practices across their
operations, Wheat growers have been participating in the program and have integrated practices and
enhancements such as variable rate application of nutrients, replacing spray nozzles to control crop
protection tool application, converting to direct seeding/no till farming, irrigation water management,
and stalk testing for appropriate fertilizer application. NAWG members support continuation of CSP and
allowing additional opportunities to enroil in CSP and would like to allow for an additional contract
renewal. The financial incentive payments provided by CSP help producers off-set the cost of adopting a
new practice, purchasing new equipment and providing habitat. These practices improve soil heaith,
improve water quality, result in more efficient irrigation water use and benefit wildlife.

The Environmental Quality Incentives Program (EQIP) is another conservation program that is important
to wheat growers. EQIP provides financial incentives for growers to undertake a certain conservation
practice and provides for a shorter-term contract. EQIP also helps those producers that aren’t quite
ready for CSP. EQIP allows them to work toward meeting the requirements for eligibility in CSP. EQIP
also provides assistance to producers seeking to undertake a specific conservation project on their
operation. Farm Bill Conservation Programs have aiso been used to help producers comply with
regulations. Specifically, EQIP provides assistance for producers to come into compliance with
requirements of the Spill Prevention, Control, and Countermeasure regulations for on-farm fuel storage.
Conservation programs also heip producers meet requirements under federal and state water quality
reguiations.

NAWG members are very supportive of Farm Bill Conservation Program and we encourage the
committee to retain the variety of conservation programs the Farm Bill offers. Cropping systems,
climate, and soils are different across the country for all of our wheat farmer members, and our
conservation programs need to be able to help farmers manage their resources in a manner that is
specific to their cropping and resource needs. Working lands programs are the most beneficial in
heiping growers manage their operations to address natural resource concerns and maintain a viable
crop. The working lands programs, such as CSP and EQIP, should be balanced with CRP that can also
play an integral part of a conservation plan on a farmer’s operation.

Conclusion

Wheat farmers across the nation are experiencing the toughest economic conditions they have faced
since the 1980s and many of the previously mentioned projections don’t show potential for a quick
upturn in the farm economy. This next Farm Bill will be critically important to farmers. The political and
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policy dynamics facing Congress this year are much different than the process to write the last Farm Bill.
A strong safety net and risk management system is needed now more than ever. Each year, farmers face
unpredictable risk when they plant crops in the ground and they rely on an effective risk management
system and safety net to offset the inevitable weather disaster or price drop. Crop insurance and Title 1
programs have proven to be effective and good policy in general.

As our discussions cantinue with what the next Farm Bill will look like, | look forward to working with
you. | also encourage you to move quickly in this process to ensure a full reauthorization bill can be
completed prior to the expiration of the current Farm Bill on September 30, 2018 so that producers have
certainty about the structure of the safety net moving forward.

With that, 'li be happy to answer any questions.
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Introduction

My name is Ervin Schlemmer and I, with my wife Julie and son Greg, his wife Rachel and his
four children, grow sugarbeets, corn for grain and silage, alfalfa hay and malt barley on 1,200
acres of irrigated land. We, along with 1,000 growers in four states (Colorado, Montana,
Nebraska and Wyoming) are shareholder owners of the Western Sugar Cooperative that
processes our beets and markets our sugar. We also own two feedlots that handle 20,000 cattle a
year. | am a third generation farmer, and want my son and grandsons to continue our family
farming tradition. I have served on my local sugarbeet grower Board of Directors for the past 25
years and have held various leadership positions at the national level.

I am proud to testify today on behalf of the American Sugar Alliance — the national coalition of
sugarbeet and sugar cane growers and processors, generating 142,000 jobs in 22 states. The U.S.
sugar industry is the economic lifeblood for many of the small towns throughout the growing
regions, generating $20 billion in annual economic activity.'

U.S. Sugar Industry and Policy

American sugar policy can work well for American consumers, food manufacturers, and
taxpayers, can provide an adequate economic safety net for sugar producers, and help to respond
to Mexican subsidizing and dumping.

In 2014 and 2013, the U.S. International Trade Commission agreed unanimously that the
Mexican government and sugar industry had injured the U.S. sugar industry. The Department of
Commerce calculated subsidy and dumping margins totaling more than 80%. Rather than
imposing those duties, the U.S. and Mexican governments negotiated Suspension Agreements
(SAs) to resume duty-free trade, with the objective of eliminating harmful dumping.

! LMC International, “The Economic Importance of the Sugar Industry to the U.S. Economy ~ Jobs and Revenues.”
Oxford, England, August 2011.
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Those SAs proved to be ineffective. The dumping continued, and U.S. refined sugar prices were
hovering near loan-forfeiture levels. Hawaii has ceased cane sugar production. Many other
American sugar producers are financially vulnerable.

Today, only about 70% of U.S. sugar consumption is supplied by domestic production, with the
balance coming from imports. Twenty years ago, 85% was supplied by domestic production
(Figure 1). Growing dependence on foreign suppliers is an alamming trend that must be reversed.
The sugar policy’s focus must be to put American beet and cane farmer interests first. An
adequate response to foreign subsidies and dumping is essential to our survival.

Background

Food security. Sugar is a strategic commodity and plays an important role in the security of our
nation’s food system. We are already heavily dependent on foreign suppliers for about 30% of
our domestic needs. We cannot become more dependent on foreign imports because they have
been proven to be unreliable in times of global shortages. The U.S. sugar industry is a key
supplier, and food manufacturers and retail businesses depend on us to provide them with a high
quality, safe, dependable and on-time supply of sugar.

The U.S. sugar industry is a major player in the world sugar market, the world’s fifth largest
sugar-producing country, and among the most efficient.

The U.S. is the 20" lowest cost producer among the 95 largest sugar-producing nations. Most of
these are developing countries with far lower government-imposed costs for worker, consumer,
and environmental protections. U.S. beet sugar producers, mostly in northern-tier states, are the
lowest-cost beet producers in the world.

U.S. beet and cane producers are among the most efficient in the world because we have reduced
costs by vertically integrating. We have formed cooperatives and growers now own all of the
nation’s 22 beet factories, and cane growers have purchased most of their refineries.

The United States is also the world’s fourth largest sugar-consuming country and the third largest
sugar importer. We provide guaranteed and essentially duty-free access to 41 countries. This
makes the U.S. one of the world’s most open markets to foreign sugar. The amount of duty-free
access is determined under the World Trade Organization and other trade agreements to which
the United States is a party.

We have reduced costs through research and innovation. The adoption of modem biotechnology
has raised beet sugar yields by 30% and provides 26 environmental benefits that include
dramatically reduced energy, crop protection products, and water use. The sugar from genetically
engineered beets is the same as sugar from conventional beets or cane. Our sugarbeets are now
one of the most sustainable sugar crops in the world.

* LMC International, “Sugar & HFCS Production Costs: Global Benchmarking,” Oxford, England, August 2011.



207

American food manufacturers and consumers depend on a reliable, dynamic, geographically-
dispersed domestic sugar-producing industry to provide safe, high-quality, responsibly-produced
sugar at a reasonable price. Despite a well-designed sugar policy in the 2014 Farm Bill, the low
prices caused by Mexican subsidies and dumping threatened the economic viability of American
sugar producers.

Justification for U.S. Sugar Policy

Since U.S. sugar producers are among the lowest cost in the world, one might ask why the
industry requires a sugar policy at all. The answer is found in the distorted, dump nature of the
world sugar market.

Foreign governments subsidize their producers so egregiously that many of these countries
produce far more sugar than their markets demand. Rather than store these surpluses, or close
mills and lose jobs, as the U.S. has done, these countries dump their subsidized sugar onto the
world market for whatever price it will bring. This subsidized dumping threatens further harm to
American farmers.

As a result of these dumped surpluses, the so-called “world price” for sugar has been rendered
essentially meaningless. The world price has rarely reflected the actual cost of producing sugar -
a minimal criterion for a meaningful market price.

The world price is so depressed by subsidies and dumping that, over the past 28 years, the world
average cost of producing sugar has averaged nearly 50% more than the world price (Figure 2).3

One European market expert noted: “The world market price is a ‘dump’ price. ..(it) should

never be used as a yardstick to measure what benefits or costs may accrue from free trade in
»d

sugar.

Researchers at Texas A&M University’s Agricultural and Food Policy Center wrote:

“Policymakers in the United States have long recognized that the world sugar market is heavily
distorted by foreign subsidies and market manipulations and have provided U.S. sugar farmers
with some form of safety net for more than 200 years. Major exporters of sugar do not respond to
the signals of the world market but rather to the policies of their governments that enable them to
export sugar below their costs of production and their own domestic prices.””

How can a world sugar industry exist if the price received for the product is just a fraction of the
cost of producing it? The answer is twofold:

1. Only about 20-25% of the sugar produced each year is actually traded at the so-called
“world price.”

3 LMC Intemnational, “World Sugar Prices vs Costs of Production, " Oxford, England, March 2017.
4 Patrick Chatenay, “Government Support and the Brazilian Sugar Industry,” Canterbury, England, April 2013.
5 Dr. Joe Outlaw and Dr. James Richardson, “Analysis of the Coalition for Sugar Reform Amendments to U.S. Sugar

Policy: Potential Effect on Policy and Industry,” Agricultural and Food Policy Center, Texas A&M University,
May 2016.
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2. The other 75-80% of sugar is consumed in the countries where it is produced, at prices
considerably higher than the world price and higher than production costs.

The Intemnational Sugar Organization (ISO) surveyed 78 countries to learn actual wholesale
prices — the price producers in those countries receive for their sugar. The ISO documents that,
globally, actual wholesale refined sugar prices have averaged 46% higher than the world price
over the past decade. Prices in developed countries have been nearly double the world dump
market price - averaging 94% higher (Figure 3).5

This, then, explains how we can have a vast world sugar industry: governments shield their
producers from the world dump market sugar and maintain prices high enough — above the dump
market and above production costs — to sustain their subsidized domestic industry and generate
and defend jobs.

Further, this explains why we require a sugar policy — even with American sugar producers
among the lowest cost, and most responsible, in the world. Generous domestic pricing
encourages over-production in many countries, and governments then seek to export their
surplus. Absent this policy, those subsidized and dumped surpluses would wreck the U.S. marke
and displace efficient American sugar farmers.

Recent exposure of the U.S. sugar market to Mexican subsidies and dumping provides a
disconcerting case in point. And Mexico is by no means unique. Its behavior is typical of foreign
sugar exporters who subsidize their exports and shift the burden of their surpluses from their
domestic markets onto the world market.

Damage from Mexican Subsidized Dumping

When the NAFTA went into effect in 1994, the Mexican sugar industry was struggling
financially and was an occasional exporter of small volumes of sugar. In 2001, the Mexican
government expropriated half of all its country’s sugar mills, rather than allowing them to go out
of business. With government help, Mexican sugarcane plantings increased dramatically ~ up
about 60% since NAFTA was signed — though Mexican sugar demand was flat or declining
(Figure 4).

Mexico became one of the world’s largest sugar exporters, with the group of Mexican
government mills by far the country’s leading sugar producer and exporter. Virtually all those
exports have been aimed at the U.S. market, which opened fully to Mexican sugar in 2008 under
NAFTA rules.

Though the Mexican government recently “officially” divested itself of its mills, the government
remains closely involved in its sugar industry. In addition to government ownership, Mexican
growers and processors have benefitted from federal and state cash infusions, debt restructuring

¢ International Sugar Organization, " Domestic Sugar Prices - a Swrvey,” MECAS (15)06, May 2015.
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and forgiveness, government grant programs to finance inventory, exports, and inputs, and a
cane-grower payment system that effectively subsidizes exports.’

In 2013, Mexican sugar production soared to an all-time high — a stunning 38% higher than the
previous year’s production. Yet despite the huge domestic market surplus, Mexico was able to
sustain sugar prices higher in their domestic market than in the United States. How did they
manage to balance their market? By dumping their subsidized surplus on the U.S. market.
Mexico doubled its exports to the U.S., shipping about 1 million more tons than our market
could bear (Figure 5). Those sugar exports in 2013 and 2014, at 2 million tons each year, were
about 250 times greater than their pre-NAFTA levels.

The subsidized and dumped Mexican surpluses collapsed the U.S. sugar market and caused the
first government cost for sugar policy in a dozen years, as American farmers struggled to repay
loans they normally repay fully - principal plus interest.

The U.S. sugar industry filed antidumping and countervailing duty cases against Mexico in 2014,
and won. The ITC ruled unanimously that Mexico had injured the sugar industry, and the
Department of Commerce calculated subsidy margins of 6-44% and dumping margins of 41-42%
(Figure 6).°

U.S. producer prices plummeted by more than half from 2010 to early 2014, recovered
somewhat in late 2014, and have fallen by a fourth since then. Subsidized Mexican imports
continued to harm the sugar industry, despite SAs the U.S. and Mexican governments
implemented in late 2014 with the intention of preventing further damage. Much of American
sugar production could not survive under those market conditions.

Unfortunately, the SAs were not working as intended. Mexico, basically, has sent too little raw
sugar and too much refined sugar to the U.S,, relative to market needs. Cane refiners have been
starved for raw sugar to process, and refined beet sugar prices are so low that loan forfeitures are
a serious threat.

The U.S. and Mexican governments signed amendments to the SAs on June 30, 2017 that should
address the major problems undermining sugar policy. It was a very difficult negotiation for all
parties, but we are hopeful that this will restore the proper balance to the market and allow the
sugar policy to operate as it was intended. We would like to express our deepest appreciation to
Commerce Secretary Ross and Agriculture Secretary Perdue for negotiating these amendments.
And we thank members of this Committee who supported that difficult process. We are
optimistic the amended agreements will be effective, but that will only happen with close
monitoring and enforcement. We will work closely with the Departments of Agriculture and
Commerce and Customs and Border Protection on implementation, and we will keep the
Committee informed of any problems.

yUs. Department of Commerce https:” www .usite govipublications/701_731/pub4577.pdf
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How U.S. Sugar Policy is Working

U.S. sugar policy has had the same structure since the 2002 Farm Bill. With the elimination of
Mexican dumping, it can continue to be a successful policy.

* American consumers and food manufacturers continue to have access to high-quality,
safe, affordable, and responsibly-produced sugar supplies.

s American taxpayers benefit from a policy than has run at zero cost in all but one of the
past 15 years and is projected to remain zero cost for years to come if the Mexican
dumping problem is resolved.

s American sugar farmers have retained an economic safety net that has helped many,
though not all, to survive an extended period of low prices and the catastrophic effects of
Mexican dumping.

American Consumer Benefits. With U.S. wholesale prices at or below world average levels,
one would expect American consumer prices, too, to be low. They are. World average retail
sugar prices are 20% higher than U.S. prices; developed-country prices are 29% higher (Figure
7). With a stable sugar policy and industry, American consumers get a great deal on high-quality,
safe, and responsibly-produced sugar.

American Taxpayer Benefits. Farm bills have long instructed the USDA to operate sugar
policy at no cost to taxpayers by avoiding sugar loan forfeitures, and language in the 2014 Farm
Bill requires USDA to administer sugar policy to ensure that sugar processors can repay their
operating loans at principal plus interest.

U.S. sugar policy has operated at zero cost to taxpayers thirteen of the past fourteen years and is
expected to operate at zero cost this year. The only exception was 2013, when Mexico dumped
subsidized sugar onto the U.S. market. USDA took action, as directed by law, to minimize loan
forfeitures, taxpayer costs, and long-term harm to American sugar producers. USDA and FAPRI
project zero cost over the next 10 years (Figure §).

In its June 2017 baseline, before the U.S. and Mexican governments amended the SAs, the
Congressional Budget Office projected a negligible cost over the next several years, with the
possibility of a small number of sugar loan forfeitures, and projects modest future costs in the
unlikely event the SAs, and/or duties, are terminated and Mexican dumping resumes (Figure §).
With the amended SAs, however, we are confident sugar policy will run at zero cost the next few
years and well into the future.

Sugar policy opponents, led by major sugar-containing product manufacturers, have urged
opening the U.S. market to greater quantities of subsidized foreign sugar. Additional, unneeded
sugar, however, would threaten USDA’s ability to administer a zero-cost policy. The Texas
A&M researchers wrote:
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Our analysis leads us to conclude that food manufacturers’ reforms would
undermine the no cost requirement of the law, resulting in taxpayer costs,
jeopardizing the viability of U.S. sugar farmers and processors, and leading to
higher sugar costs for consumers as domestic suppliers are lost and the volatile
world sugar market is increasingly relied upon to meet domestic demand.
Meanwhile, food manufacturers may benefit in the short term from depressed
domestic sugar prices but, in the long-run, they would suffer from the loss of
what they say they need: a viable, healthy, and geographically diverse supply of
domestic sugar.’

Sugar Producer Safety Net; Low Sugar Market Prices. With the exception of the year of
excessive Mexican dumping, when prices fell below loan forfeiture levels, sugar policy has
provided an economic safety net for American sugar producers. But not for all producers, and
there have been numerous casualties.

Since the loan support price was established in 1985 at 18 cents per pound of raw cane sugar, the
loan rate has risen only 4%, to 18.75 cents. General price inflation since 1985 has been 123%.
Real producer prices, corrected for inflation, have fallen 43% since the 1980s.

Producers who could not reduce production costs enough to keep pace with falling real prices for
their product have gone out of business. We have lost 56 beet and cane operations — more than
half of all those operating in 1985. Hawaii has ceased growing sugarcane after nearly 140 years
of high-yielding production that was at the core of Hawaii’s economic and social development.
Another beet factory, in Wyoming, is expected to close permanently this year (Figures 9-12).

More closures would certainly have occurred over time if not for vertical integration by beet and
cane growers and investment in biotechnology and other breeding and processing advancements.

With current low refined sugar market prices, payments to growers have dropped significantly,
essentially putting some of our young growers out of business and jeopardizing the ability of
established farms to acquire operating loans for the coming crop year.

Current low refined market prices are also reducing sugarbeet cooperatives’ financial resources
for maintenance and efficiency updates in our factories. Significant yield improvement —
through advanced technology combined with high beet yields, high sugar content, improved
storage techniques and minimal factory interruptions — is the only way we are surviving. Our
cane growers face the same challenges. When we are already right on the economic “edge,”
problems in any of these areas would make it hard for the industry to survive.

Crop Insurance

Crop insurance is an essential risk management tool for beet growers and is usually a
requirement by their bankers. With a higher investment in growing sugarbeets than most other
commodities, agricultural lenders are evaluating their lending risk and basing their loan
approvals on the availability of an adequate safety net, which most crop insurance coverage

? Outlaw and Richardson, op. cit.
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provides. Historically, crop insurance has served beet growers with minimal but adequate
coverage. This past year, however, many growers were plagued by low sugar contents in their
beets that insurance needed to cover, but did not. We are meeting with RMA to address several
issues that will make coverage more attractive and effective for growers.

Cane farmers have worked with RMA to make important improvements to the risk management
tools available to growers in Florida, Louisiana and Texas. Because of the unique cropping
cycles and growing conditions of cane, growers continue to seek more effective risk management
tools.

Research

The U.S. sugarbeet and sugar cane industries are dependent on ARS research funding for staffing
of USDA research across the country. The advances in yields and disease control that we have
seen in recent years are the direct result of ARS research shared with industry seed development
specialists. Even with these advances, we continue to be challenged with disease, insect and
parasite issues which, if left unaddressed, would seriously threaten the future of our industry.
Continued adequate funding of ARS research is, therefore, critically important.

U.S. Sugar Policy in the Next Farm Bill

As longas there is an adequate response to Mexican subsidies and dumping, U.S. sugar policy
can continue to be effective for American consumers, food manufacturers, taxpayers, and sugar
producers.

Zero-for-Zero

Sugar producers recognize that subsidies and other market-distorting polices must be addressed
in order for the world dump market to recover and better reflect free market principles.
Therefore, American producers have publicly pledged to give up their policy when foreign
producers agree to eliminate their subsidies.

The American Sugar Alliance has endorsed a congressional resolution (H.Con.Res. 40) !° that
was introduced by a member of the House Agriculture Committee, Representative Ted Yoho of
Florida. This “zero-for-zero” resolution explicitly calls for the U.S. to surrender its sugar policy
when other major producers have done the same.

To weaken or surrender sugar policy without any foreign concessions, as some critics of the
policy have called for, would amount to foolish unilateral disarmament. We would sacrifice good
American jobs in a dynamic, efficient industry in favor of foreign jobs in the countries that
continue to subsidize.

% hitps:“www.congress.gov 11 5/bills/hconres40/BILLS-11 Sheonres40ih.pdf
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Conclusion

U.S. sugar policy has worked well for American consumers, food manufacturers, and taxpayers.
It can continue to operate at zero cost to taxpayers and provide a genuine economic safety net fo:
American sugar farmers as long as Mexican dumping on the U.S, market does not continue.

Sugar producers across the country will work hard for an effective 2018 Farm Bill for all
American farmers. Our future depends on the Congress passing strong sugar provisions that
allow our growers to achieve an adequate return and on the Administration’s implementation of
that policy, including trade policy that complements our domestic sugar provisions.

Thank you.
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Figure 1
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Figure 3

U.S. Wholesale Refined Sugar Price Well Below Worid and
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Figure 4
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Figure 5
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U.S. Anti-Dumping (AD) and Countervailing-Duty (CVD) Cases vs. Mexican Sugar

Mexican sugar production rises by 38%; Mexican sugar exports to the U.S. double (to 2 miliion tons); U.S.
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B a3,
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Figure 7

Developed-Country Average Retail Sugar Price: 29% Higher than U.S.;
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Figure 9
U.S. Raw Sugar Loan Rate:
Real Loan Rate Down by 54% Since 1985
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Figure 11

Wholesale Refined Sugar Prices and Sugar Company Closures:
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With Fiat Sugar Prices Since 1985:
More Than Half of U.S. Sugar-Producing Operations Have Shut Down
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Statement by Kevin Scott
Member, Board of Directors and Governing Committee
American Soybean Association

before the

Committee on Agriculture, Nutrition and Forestry
United States Senate

July 25, 2017

Good morning, Chairman Roberts, Ranking Member Stabenow, and Members of the Committee.
I am Kevin Scott, a soybean and corn farmer from Valley Springs, South Dakota, and a Member
of the Board of Directors and Governing Committee of the American Soybean Association. ASA
represents U.S. soybean producers on domestic and international policies, including trade. We
commend you for holding this hearing on agricultural risk management programs in advance of
development of the 2018 Farm Bill.

ASA’s policies on current Title 1 programs and crop insurance were approved by our Voting
Delegates at Commodity Classic in February, and presented by the Presidents of the Kansas and
Michigan Soybean Associations at the listening sessions your Committee held earlier this year. I
would like to briefly summarize those positions, and then describe some personal experience I
have had with wetland determination regulations on my farm.

Title 1 Programs

ASA believes that Title | programs have worked as intended, and supports reauthorizing ARC
and PLC as choices on a farm-by-farm and crop-by-crop basis. We also support offering an
option to reallocate crop acreage bases or to update bases to reflect recent planting history, and to
update program payment yields, if funding is available to do so. Payments under these programs
should continue to be based on average planting of covered commodities in recent years, rather
than on current-year plantings. Decoupling encourages farmers to follow market signals rather
than prospects for receiving government payments.
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With regard to the county ARC program, yield data from RMA should be used, where available,
rather than the current policy of using NASS data. For counties that lack RMA data, RMA yields
from similar or adjacent counties should be used or averaged to reduce discrepancies in yields and
payments in neighboring counties.

Due to the steep decline in farm prices since 2013, the revenue protection provided under the
ARC program has also declined. While 94 percent of soybean producers signed up for county
ARC under the 2014 Farm Bill, CBO projects that only 25 to 30 percent will choose ARC if it is
reauthorized in its current form next year.

ASA believes the Committee should look at ways to strengthen county ARC in order to make it a
more attractive program option, and might be done without increasing the combined cost of ARC
and PLC. Adjusting the ARC benchmark revenue guarantee or lengthening the year span for the
Olympic average price could improve the choice given producers between these two programs.

Crop Insurance

Regarding crop insurance, ASA strongly supports the current program as an essential tool for
managing risk. Crop insurance is now widely acknowledged as the most valuable part of the farm
safety net. However, farmers in some regions choose not to purchase policies, showing us all that
there is still work to be done.

The cost of crop insurance is paramount for Congress; it is also top of mind for farmers. For most
of us, the cost of crop insurance is among the top expenses in growing a crop, along with land,
seed and fertilizer. The idea of capping crop insurance subsidies is perennial. [ want to draw your
attention to recent work by Kansas State University showing that, in Kansas last year, farms
would have hit a $40,000 payment limit at just 1,166 acres. If such a payment limit were imposed,
farmers would pay 100% of the premium for any covered acres above that level. It is important
for the Committee to recognize the high cost of crop insurance premiums to farmers, and that
many family farm operations would easily hit such payment limits.

‘Wetland Determinations

I would like to commient briefly on some experience I’ve had with regulations governing wetland
determinations. Conservation and ensuring that, as farmers, we are good stewards of our
environment is paramount to ASA. One of the ways we do so is by conserving our wetlands.
However, the process at NRCS for determining the existence of wetlands has become slow and
burdensome to producers, particularly in the prairie pothole region where I am from. There is
such a backlog of applications waiting on NRCS in our area that producers can wait years before
they know what they can or cannot do on their land. Not only that, the appeals process is
burdensome and can it can take years to get a definitive outcome. This is unacceptable. We urge
the Committee to find ways to reduce this backlog and reform the process for wetland
determinations so that producers can get a fair and timely process.
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Some thoughts on how to reform the regulations include: (1) allowing a 3™ party to make the
determination; (2) making a determination a final agency action therefore allowing producers to
go straight to District Court rather than exhausting the agency appeals process first; (3) Giving
NRCS deadlines to complete a determination; and, (4) making USDA move NRCS resources
between states to where there is the most need.

That concludes my statement, Mr. Chairman. I’ll be pleased to respond to any questions you or
Members of the Committee may have.
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Chairman Roberts, Ranking Meémber Stabenow, Members of the Committeg, | am honored by
this opportunity to discuss with you the importance of federal farm credit and safety net
programs to our nation's young farmers and ranchers. Thank you for giving young farmers a
voice here today, and for considering the needs of the next generation within the next farm bill.

My name is Lindsey Lusher Shute. My husband and | own and operate Hearty Roots
Community Farm in New York's Hudson Valley. Hearty Roots was started in 2004 on a half-acre
of land that was rented to us by retired dairy farmers. Since then, we've grown our farm to serve
900 families with organic vegetables, pastured eggs and pork. We now own and manage 70
acres of conserved farmland and employ 10 farmers.

| am here today to represent the National Young Farmers Coalition (NYFC), an organization that
| co-founded in 2010, and where | serve as Executive Director. NYFC represents, mobilizes,
and engages young farmers and ranchers to ensure their success. We tackie the most critical
structural and economic barriers that prevent motivated young peopie from starting and growing
farm businesses.

In seven years, we've launched 36 farmer-ied chapters in 26 states and built a grassroots base
of more than 120,000 people. We help young farmers become leaders in their communities,
creating strong social networks and ensuring young farmers have a seat at the table within ail
levels of government. NYFC also provides business services to young farmers-- offering tools,
resources, and technical assistance to help them seize market opportunities and navigate
challenges. In short, we are young farmers fighting for the future of American agriculture.



225

Helping young people enter farm careers is critical as America’s farm population ages. Farmers
over the age of 65 now outnumber farmers under 35 by a margin of 6-to-1, and U.S. farmland is
overwhelmingly concentrated in the hands of older farmers, with nearly two-thirds of farmiand
currently managed by someone over 55. The National Agricultural Statistics Service (NASS)
estimates that over the next five years—the lifespan of the next farm bill—nearly 100 miliion
acres of U.S. farmland are expected to change ownership,’ and will need a new farmer.

Many young Americans want to farm. For only the second time in the last century, the 2012
Census of Agricuiture registered an increase in the number of farmers under 35 years old.
These millennial farmers are increasingly conservation-minded, more likely to sell directly to
consumers, and are minimizing risks by diversifying products and market channels. Young
farmers are entrepreneurial and tough, but they are finding that talent and hard work alone may
not equate to farm success.

Farmers and ranchers entering the field today face new and heightened chalienges, uniike more
established farmers and ranchers, and generations past. To begin with, farmland values have
increased and continue to be driven up by non-farmer buyers and development pressure,
particularly in areas near growing urban markets. Over the past 15 years, farmland real estate
values have risen by 150%, and in the period between 2004 and 2013, farmiand real estate
values more than doubled. According to the Economic Research Service, in 1951, if agricultural
rents were the sole source of return from farmiand, the farm could pay for itself in 14 years; in
2007, it would have taken 33 years—an indication that our nation's farmiand is increasingly
being valued for purposes other than agricuiture.?

As our prime agricultural soils become ever-scarcer and more expensive, young farmers and
ranchers also struggle with student loan debt, limited access to health care, and systemic
barriers that disadvantage the growing number of women and people of color who are eager to
farm. Furthermore, many young farmers like Ben and | are first-generation—meaning we are not
inheriting the land, equipment, or network of mentors that are invaluable to launching a farm
career. As a result of all of these factors, too many of our most promising young people are
unable to meet their family and life goals in farm careers.

The good news is that federal policy and USDA programs are making a difference.
Actions by Congress, the USDA, service providers, and business leaders have improved
access to training, credit, risk management, conservation opportunities, and even
affordable farmland. There are changes that young farmers need in the next farm bill, but
my main point is really this: keep going. There is significant momentum toward supporting
young and beginning farmers, and we must build on it to overcome the many obstacles
ahead for rural America and our food system.

' U.S. Department of Agriculture, Economic Research Service. U.S. Farmiand Ownership, Tenure, and
Transfer. 2016.

2 Nickerson, Cynthia; Morehart, Mitchell; Kuethe, Todd; Beckman, Jayson; Ifft, Jennifer; and Williams,
Ryan, "Trends in U.S. Farmiand Values and Ownership” (2012). Publications from USDA-ARS
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IMPROVE CREDIT ACCESS FOR BEGINNING FARMERS

Access to credit and capital are critical to any farmer, and particularly to those just beginning
their careers. Rarely do aspiring and beginning farmers have enough liquid assets to purchase
or lease all the equipment, inputs, and land they need to launch their operation. Young farmers
are less likely to have robust credit histories, and more likely than any previous generation to
carry student loan debt into their careers in agriculture. Loans through the Farm Service Agency
(FSA), therefore, are critical for young and beginning farmers, and are often the only credit
option available to them.

Support beginning farmers with specially trained agents and flexible rules. With that in
mind, we have advocated for FSA's outreach to new farmers. FSA’s new beginning farmer
coordinators are an important way that FSA is learning more about new farm business models
and helping young people use federal programs. FSA should be encouraged to continue these
activities, and Congress should maintain the flexible FSA experience requirements that were
added in the 2014 Farm Bill.

Support FSA cooperative agreements with service providers. Despite these improvements,
still too many young farmers are simply unaware of USDA programs, even those programs
specifically designed to support them. In 2016, to help bridge this gap, NYFC entered into a
cooperative agreement with FSA to educate our network of young farmers on the opportunities
offered by FSA loan programs. Within this agreement, we authored a forthcoming guidebook on
the history, structure, and options within the FSA loan program, aiming to encourage and
embolden young farmers to apply. In addition to the guidebook, we've facilitated eight
workshops around the country and have more planned. In these workshops, attendees tour a
farm to discuss credit needs, young farmers share their experiences using FSA credit, and a
local FSA loan officer presents an overview of loan products. These workshops demystify credit
options and introduce FSA staff to iocal beginning farmers. Our joint outreach efforts with the
agency are having a significant effect, and we strongly encourage FSA to continue offering
cooperative agreements to improve its communications and reach a new generation of
customers.

Fully fund FSA loan programs. The downturn in the U.S. farm economy has placed increased
importance on FSA loan programs, and has significantly increased demand. In this
environment, any shortfall in funds would be disastrous for farmers, as it was in 2016, when
many farmers were waiting on loan funds that either never came, or came late. Financial
planning and cashflow management are critical for farmers, and a delay in loans for even a few
months can put a farm under. As this Committee looks toward the next farm bill, NYFC strongly
recommends, first and foremost, additional funding for loan programs and adequate
administrative and personnel funding to implement them and streamline services.

Increase FSA Direct Farm Ownership loan limits. Multiple national surveys conducted by
NYFC have indicated that access to farmland is the number one challenge young and aspiring
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farmers face, regardless of geography, background, or scale. FSA's Direct Farm Qwnership
loans can put the dream of farm ownership within reach for many of these farmers. Current
statute limits these loans at $300,000, however, which makes them insufficient for many farmers
in areas of high real estate prices and volatility, and unable to keep pace with real estate
inflation. Overall, farmiand real estate values have increased by nearly 40% since the cap was
last adjusted in 2008.% Although Direct Farm Ownership loans have met their statutory
participation rates for beginning farmers (75%) in recent years, they're the only loan program at
FSA that has not exhausted its funding, and for which the average loan is the highest relative to
its cap. There are undoubtedly a number of reasons this program hasn’t spent down its full
funding, including a lack of landowners putting farmland on the market and the competition from
buyers with private financing, but the high average loan indicates that the cap is also an
impediment that can easily be solved. NYFC recommends adequately funding this program, and
increasing the loan limit in the next farm bill to $500,000 with a peg to inflation.

Keep FSA microloans. FSA’'s microlending program is a major success for the agency, and we
urge Congress to support it in the next farm bill. In 2011, we called for micro-fending at the
USDA to help get young farmers in the door, and in 2013, FSA did just that. With a faster
application process and more flexible eligibility and payment terms, the program has made over
20,000 microloans. Microloans are the most popular option for our farmers, and support for the
program should be continued in the next farm bill.

Keep FSA operating loan limits in place. Demand for all other FSA loan programs continues
to outpace availability, and in FY 20186, all but the Direct Farm Ownership loans expended more
than their originally appropriated funds. At the same time, the average loan size across all
programs remained well below the statutory caps, particularly among direct and guaranteed
operating loans. This indicates a high demand for relatively smaller loans, and that few farms
would benefit from an increase in the limit. At the same time, FSA’s target participation rates
among beginning farmers are currently not being met across all loan programs, most notably
within operating loans. In FY 2016, amidst much higher demand from all farmers, beginning
farmers received a smaller portion of overall loan funding than the previous year. While NYFC
supports access to credit for ail farmers, we believe raising the ioan limits across the board will
primarily benefit larger, more established farms——for whom traditional financing options are
more available—while putting young and beginning farmers at a competitive disadvantage.

Continue to serve specialty crop growers with the Farm Storage Facility Loan Program.
Qur farm holds loans with Farm Credit East, as well as FSA. Needing to be in full compliance
with the Food Safety Modernization Act (FSMA), our farm leveraged the Farm Storage Facility
Loan (FSFL) program to build an updated wash, pack, and cold storage facility in 2015. The
loan process was straightforward and timely, and the FSA staff we worked with were highly
supportive. Because we manage our risk through crop diversity and community-supported
agriculture (CSA), our state committee provided an exemption from the crop insurance

® U.S. Department of Agriculture, National Agricuttural Statistics Service. Land Values 2016 Summary.
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requirement. This new facility is making our produce safer and fresher, and our employees are
happy with the improved systems and new loading dock. The use of FSFL for our vegetable
operation was a major success for our farm, and the use of this program for this purpose should
be continued in the next farm bill. Cooperative agreements with service providers like NYFC wili
continue to increase the number of farmers utilizing the program.

Modernize FSA services to reach the next generation of customers. For many young
farmers today, use of technology and the internet are second nature. Too many USDA services,
however, remain out of reach or out of touch for millennial farmers, and must be modernized to
keep pace with new customers and the rapidly changing industry. In competitive real estate
markets, for example, the FSA loan-making process often takes too fong for growers to
purchase land. Non-farmers with pre-approved mortgages and cash bids can easily outbid
working farmers for farmland. The current application process can take longer than 30 days,
and funds may not be available for months. Likewise, the current process requires farmers to
turn in application forms in person or by mail, which can compound the time and expense
required of farmers, particularly in rural areas. To address these barriers, NYFC encourages the
Agency—and the USDA as a whole—to improve its business model. FSA must move its loan
application and servicing systems completely online, and streamline the application process by
creating a system for farmers to pre-qualify for loans. Creating a full-service online portal would
give FSA staff more time to work directly with farmers and, most importantly, put FSA on a path
to attract the customers of the future.

In his first major farm policy address since taking office, Secretary Perdue told a crowd in
Nevada, lowa, that “if Amazon operated the way USDA does, technology-wise, they'd be out of
business.” We are very encouraged by Secretary Perdue's emphasis on customers,
streamlining programs, and modernizing the way the USDA does business.

Invest in financial training for new farmers through BFRDP. For multi-generation young
farmers and those from non-farming backgrounds, the importance of financial planning and
business training cannot be overstated, nor can they be separated from policy considerations
related to credit. Increasing opportunities for young farmers to access training and mentorship
will make their startup businesses more viable, make those farmers more credit-worthy, and
open up additional avenues to capital. One such program, the Beginning Farmer and Rancher
Development Program (BFRDP) provides competitive grants to nonprofits and universities to
develop education, extension, outreach, and training initiatives directed at helping new farmers
and ranchers. BFRDP funding has been used to develop incubator farm programs, provide
business planning and food safety training services, promote innovative farm and ranch transfer
strategies, and establish on-farm apprenticeship opportunities to train future farmers and farm
laborers. NYFC is a recipient of this funding, and with it we built an oniine calculator to help
farmers compare public and private options for farmland finance. NYFC strongly recommends
increasing mandatory baseline funding for BFRDP.
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A FARM SAFETY NET FOR THE FUTURE

Farming is a risky enterprise, and uncertainty is part of the business. Young farmers are
entering their careers during a significant decline in commodity prices; they also face a changing
climate. Here in New York, last April's snow ied to nearly total crop loss for many apple growers,
and just last month, three of the farmers in our local Hudson Valley chapter were seriously
injured due to a microburst. in 2011, Hurricane irene led to a complete crop loss for many
vegetable growers in our region who suffered flooding from nearby streams. Although farmers
are diversifying their businesses and farming in a way that increases their resilience to extreme
weather, no farmer or policy can completely eliminate the risks. We stand behind risk
management tools and a strong safety net that works for all farmers. We encourage the
Committee to continue the progress made in the 2014 Farm Bill to improve beginning farmer
access to crop insurance and disaster assistance programs, to help farmers save money and
manage their own risk from year to year, and to be mindfu! of program impacts on sector heaith.

Continue beginning farmer crop insurance discounts and improvements to the
Noninsured Crop Disaster Assistance Program (NAP), and reauthorize NAP buy-up
coverage. Congress made a number of improvements to NAP in the 2014 Farm Bill, including
the option for farmers to pay a premium for coverage up to 65% of the approved yield at 100%
of the average market price—so-catled NAP Buy-Up. Congress also included administrative and
premium discounts for beginning and historically underserved farmers. According to the USDA'’s
Economic Research Service, NAP applications doubled in the year after these changes were
implemented. For many young farmers in our network, NAP is one of the only risk management
products that is applicable to their operations, and in some cases is the coverage they would
need in order to secure a loan with FSA. We encourage the Committee to reauthorize these
buy-up provisions to keep this important program working. We also encourage FSA and
Members of Congress to improve the process and administrative efficiency of NAP, particularly
for small-acreage farms growing high-value specialty crops.

Support Whole Farm Revenue Protection (WFRP). Most young farmers today start at a
smaller scale, grow a diversity of crops and livestock, sell directly to consumers, and are more
likely than previous generations to use organic farming practices. For these reasons, farmers in
our network struggted to find a crop insurance option that was a good fit for their farms. We
were encouraged when Congress directed RMA to create a new revenue-based crop insurance
product for diversified farms. With its coverage based on revenue rather than acreage or yieid,
WFRP holds strong possibilities for young farmers, and it's now avaitable in every state and
county in the country. We urge the Committee to fully support this program in the next farm bill,
and continue to improve its functionality and accessibility for farmers.

Support saving as a risk management tool. As Congress and the USDA continue to expand
crop insurance and disaster assistance options to a broader range of farmers and crops, they
shouid also consider other straightforward ways to help farmers prepare for difficuit times
ahead. For CSA farms iike ours, for instance, where our customers pay for their membership
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before each season and receive weekly shares of farm goods throughout the year, even the
most flexible crop insurance models can be difficult to work with, and may not make sense.

While traditional farm safety net programs are critical, NYFC recommends that Congress
explore new ways to help farmers save for bad times. The creation of special tax-free or
tax-deferred savings accounts for farmers would incentivize year-to-year financial management,
and create a low-cost safety net for farmers to manage risk and invest in the future during
seasons of high prices and high yields. For many farmers, even a small cushion can make a big
difference in a difficult year. We recommend that farmers have an option similar to a Heaith
Savings Account, where they could save up to a specified amount on an annual basis. We
encourage Congress to make such a program aiso available to farm workers, as a means to
save for future farms.

Examine the significant sector-wide risk of farmland transition and program impact. We
must also be holistic in our assessment of risk management beyond insurance products. Risk
must, ultimately, be managed across the agricultural sector. Because nearly two-thirds of
farmland in the U.S. is going to need a new farmer in the coming decade, we see the issue of
farmland transition as a significant, looming risk to the farm economy and rural America. The
challenge of farmland access is shared among all farmers: farmers who rent, farmers ready to
buy, and even farmers from muiti-generational farm families. We urge Members of the
Committee to continue to examine this significant risk to our economy and food system in full,
including the impact that federal programs may have on the availability and price of farmland.
Programs like the Agricuitural Conservation Easement Program (ACEP) that protect farmland
and support transition to the next generation should be prioritized and greatly expanded. We
must keep our farmers in business today while promoting opportunities for future generations.

| thank the Chairman and Ranking Member for the opportunity to testify today, and | look
forward to answering any questions that you may have.
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Agent*

STATEMENT
ON BEHALF OF THE
INDEPENDENT INSURANCE AGENTS & BROKERS OF AMERICA

BEFORE THE
COMMITTEE ON AGRICULTURE, NUTRITION AND FORESTRY
UNITED STATES SENATE
July 25,2017

The Independent Insurance Agents & Brokers of America (ILABA or the Big “I”) is the nation’s
oldest and largest national trade association of independent insurance agents and represents a
network of approximately 250,000 agents and agency employees nationwide. Independent
agents offer all lines of insurance - property, casualty, life, health, employee benefit plans,
retirement products, and crop insurance. IIABA represents independent insurance agents and
brokers, who present consumers with a choice of policy options from a variety of different
insurance companies. The Big “I”” strongly supports the Federal Crop Insurance Program (FCIP)
and the critical role that agents play as the cxclusive sales force of this program.

2014 Farm Bill and Bevond

The Big “I” strongly supports the FCIP and the current Farm Bill, and we urge Congress to reject
any attempts to cut or cap the budget for crop insurance as Congress considers updates to the
2018 Farm Bill. The association is also working to ensure that the private sector remains the
primary distribution force of crop insurance. Accordingly, the Big “I” opposes S. 1025,
“Assisting Family Farmers through Insurance Reform Measures Act” or (AFFIRM Act), by
Sens. Jeff Flake (R-AZ) & Jeanne Shaheen (D-NH), which would cap the annual crop insurance
premium incentives that farmers may receive to purchase adequate insurance coverage for their
farmland and crops. This bill may lead to farmers buying down coverage and leaving more
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farmland without insurance. This legislation also attempts to cut the reimbursement rate for
administrative and operating expenses (A&O) of crop insurance providers. This cut will have a
direct impact on independent agents, who are the distribution force of the program. Reducing
participation from any group of farmers will change the premiums for all farmers because it will
change the risk pool. It is important to increase participants and acres in the program, which will
spread more risk — keeping premiums and costs down for all participants.

Significant cuts to the A&O reimbursement would also impact private sector delivery of crop
insurance. In other lines of insurance, A&O costs — such as agent commissions and claims
adjustments — are factored into customers’ premiums, but this is not the case for crop insurance.
The government requires that these costs be excluded to make premiums more affordable, In
return, the government provides insurers a direct A&O payment to deliver the program. This
payment was capped in the 2011 Standard Reinsurance Agreement (SRA), and additional cuts to
A&O would have a direct impact on the salcs force of the FCIP.

The FCIP is an indispensable financing tool, and not just for corn, wheat and soybean farmers in
the Midwest. Since the passage of the 2014 Farm Bill, the Big “I” has heard from many agents
in “non-traditional” agricultural states about the benefits of insurance for crops in their region.
Farmers in New York, Vermont and Maine rely on their insurance agents to help them purchase
crop coverage for their farms. Program diversity is the key to success for the FCIP, especially
because crop insurance treats all farmers equally, regardless of operation, size, region, or crop.

Below is an excerpt from Big “I” agent E.J. Dorsey. Mr. Dorsey is a crop insurance agent with
United Insurance in Fort Fairfield, ME. He has more than 22 years of experience in the crop
insurance field. )

“Diversify, diversify, diversify.” This is the mantra of most financial advisors—a popular
approach to protect investors in the face of volatile market swings. The same strategy also has
served agriculture—another unpredictable marker—quite well. Here in Maine, we have
established one of the most diverse agriculture “portfolios” in the nation. Growing everything
from potatoes to apples and plenty of things in between, our farmers contribute to our state’s
economy every year.” (See Addendum 1)

Agent Workloead and Program Complexity and Integrity

Crop insurance agents are uniquely skilled and knowledgeable about the complexities of the
FCIP, and a crop agent’s responsibilities require a hands-on approach. The typical agency
employs not only the writing agent, but also licensed support-staff who help in servicing the
products. They have considerable overhead ~ computers with high-speed internct

connections, office space leases, advertising costs, auto expenses, payroll, their own insurance
(e.g., liability, workers® compensation, health), taxes, and other expenses that are drawn directly
from the agent’s commissions collected from selling insurance products.

Specifically regarding crop insurance, today an agent does more work per crop policy than ever
before. (See Addendum 2). Agents do all of the data entry, and they keep the yield records per
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unit — not per policy. The reality is that agents require an extraordinary amount of expertise in
servicing this insurance product per acre. On average, with advance meeting preparation, travel,
and meeting time, an agent spends approximately seven hours on a policy during the sales
window alone. A transaction typically begins with the agent quoting the wide variety of different
plans of insurancc available, then explaining production reporting and supporting record
requirements to the farmer. The agent explains differcnt date requirements by crop and coverage
for application, the actual production history (APH), the acreage report, and the farmer’s options
and claims. Hc complctes APH-rclated forms for the farmer, calculates preliminary yields,
reviews production early to determine if there is a revenue loss, reviews the APH form for
completcness and accuracy, and forwards the signed form and any applicable workshcets to the
company. The agent must also review approved APH from the company to ensure accuracy,
explain approved APH yields to the farmer, and provide the farmer with a copy.

Additionally, the agent is responsible for implementing procedures for Preventive

Planting, Yield Adjustment, Unit Division changes, Power of Attorney requirements, or any of
the other tcchnical policy provisions. All of the preceding goes into writing the policy — and
does not even factor in the consequences and the time spent in the event of a potential loss,
which occurs more often than any other line of insurance. The sale of crop insurance is indeed
extremely complex and challenging.

The 2014 Farm Bill reinforced the important role crop insurance plays in farms across the
country, and IIABA and crop insurance agents are proud to be partners in the successful
expansion of this invaluable program for farmers.

On that note, in 2011 the Risk Management Association (RMA) included an “Anti-Rebating
Certification™ clause in the Federal Crop Insurance Program Handbook. The certification is
included on the form in which liability is established for the policy (e.g., acreage reporting time).
In a strong attempt to preserve the integrity of the crop program, the inclusion of this
certification was spearheaded by the 11ABA Crop Insurance Task Force. Rebating undermines
consumer confidence in agents, the companies and the crop insurance program as a whole. It is
important to address and halt any future manipulations of the program. (See Addendum 3)

Conclusion

The Big “I” thanks the Committee for allowing us to present this written testimony at today’s
hearing, and we would be happy to work with the Committee at any time to further explain the
vital role that crop insurance agents play in the FCIP. The Big “I” urges Congress to continue
its commitment to farmers and ranchers across the country and to preserve and expand the role of
the FCIP for America’s cropland.
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E.J. Dorsey, Maine crop insurance agent
Bangor Daily News, December 13, 2016

Crop insurance treats all farmers equally, regardless of operation, size, region, or crop. For Maine
Jfarmers, in particular, it is crucial that we protect this safety net that does not discriminate.

Maine farmers know crop diversity is key to success. Our farm policies should reflect that.

George Danby
By E.J. Dorsey, Special to the BDN
Posted Dec. 13, 2016, at 11:09 a.m.
“Diversify, diversify, diversify.” This is the mantra of most financial advisors-—a popular approach to

protect investors in the face of volatile market swings.
The same strategy also has served agriculture—another unpredictable market—quite well.

Hcre in Maine, we havc established one of the most diverse agriculture “portfolios” in the nation.
Growing everything from potatoes to apples and plenty of things in betwcen, our farmers contribute more

It’s exciting to see the potential that this diversified approach holds for the future of farming.

But those in agriculture face challenges that are simply incomparable to other industries. Farmers
certainly can’t control the weather, which is often unforgiving, and they also have no sway over markets
or the moves of foreign competitors. So it is essential that we have a safety net that protects the small

percentage of individuals we enlist to feed and clothe our nation.

Unfortunately, the kind of crop diversification in Maine has not always been reflected in farm policy
discussions. Farm policies of the past often focused primarily on a few crops commonly grown in the
South and Midwest, while leaving others, such as specialty crops like blueberrics, for example, with little
support.

That’s no longer the case thanks to improvements ,l;o_ crop insurance. Now, crop insurance is available for
more than 130 commodities and has more than 62,000 county-crop programs. Premium support discounts

are the same across commodities for each plan of insurance.

This has translated into more farmers from outside the traditional farm country purchasing risk protection.
Here in Maine, for example, there has been a more than 20 percent increase in acres insured over the past
decade, providing the state’s farmers neariy $30 million in additional protection, according to U.S.

Department of Agriculture data, Overall, almost 90 percent of farm acres in the U.S. are covered by crop

insurance.

For many farmers, crop insurance offers peace of mind. A crop insurance check will never come close o
what a farmer will reap from a good harvest, but it docs help them kecp farming year after year. And for
our beginning farmers, crop insurance is even 1ore critical. It would be almost impossible to receive the
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needed credit from financial institutions without some assurance that beginning farmers would be able to
pay it back if a natural disaster struck.

Taxpayers have benefited as well. Prior to the emergence of crop insurance as the top risk management
tool for farmers, natural disasters regularly resulted in very expensive, unbudgeted ad hoc disaster bills
from Congress. Now, when disaster strikes, farmers rcceive an indemnity check.

SPONSORED CONTENT

But just to be clear, crop insurance is not a handout-—it’s far from it. To gain coverage, farmers have to
put skin in the game. In fact, since 2000, farmers have spent $48 billion out of their own pockets to
purchase crop insurance protection. They only collect an indemnity after they have suffered a verifiable
loss and fallen below their guarantee.

1t’s a win-win for both farmers and taxpayers, yet some farm policy critics would like to send us back to
the days of unbudgeted, taxpayer-funded and afier-the-fact disaster aid. Legislative proposals like those
presented during the last Farm Bill negotiations to limit participation and cap insurance benefits to some
farmers would disproportionately affect specialty crop growcrs and organic farmers whose crops tend to
have higher valucs and thereforc are more likely to have higher premiums for coverage. That's a really
bad idea, especially when you consider how important crop insurance is to allowing our producers to stay
competitive with the rest of the world,

Crop insurance treats all farmers equally, regardiess of operation, size, region, or crop. For Maine
farmers, in particular, it is crucial that we protect this safety net that does not discriminate.

E.J. Dorsey is a crop insurance agent with United Insurance in Fort Fairficld. He has more than 22 years
experience in the crop insurance field,
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Steve Van Voorhis, New York crop insurance agent and farmer
The Buffalo News, May 31, 2017

Sometimes folks are quick to criticize crop insurance because they don 't realize that, like
agriculture, the program touches every state in the nation. It has proven itself to be our most
effective risk-management tool.

Let’s allow this program to keep working, not just for the farmers who put everything on the line
year after year, but for the solvency of our state and national agriculture economies as well.

Another Voice: Crop insurance protects New York's farm economy
By Another Voice | Published May 30, 2017 | Updated May 30, 2017
By Steve Van Voorhis

If you ask someone outside of the agriculture community to describe the typical American farm,
chances are they will paint a picture of the amber waves of grain so prominent in the Midwest.
And while this is certainly a critical component, U.S. agriculture is rauch more diverse, and

stretches far beyond our nation’s breadbasket.

Here in New York, for example, the agriculture industry pours in nearly $6 billion annually to
our state. This is a major economic contribution that we couldn’t do without.

But, as we all know, farmers face challenges that most others do not. As a fourth-generation

farmer myself, I have witnessed the wrath of Mother Nature on numerous occasions.

ADVERTISEMENT

So it is critical that we have a risk management plan in place to help us deal with the many things

we can’t control.

Crop insurance is at the heart of this effort. This cost-sharing, public-private partnership operates
very much like other insurance policies. In total, farmers pay between $3.5 billion and $4 billion

in premiums every year. We do so because you can’t put a price on peace of mind.

Part of the reason so many farmers have confidence in the crop insurance program is because

mnany improvements have been made in recent years. The last farm bill, for example, took steps
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to make crop insurance more affordable and available to specialty crop growers, organic

producers and young farmers.

Today, crop insurance is available for more than 130 commodities and has more than 62,000

county crop programs.

This is especially important to states with unique agriculture offerings like ours.
New York farmers — who, like our crops, are a diverse bunch — also appreciate the flexibility of
the crop insurance program. Policies can be tailored to each farm’s crops, production methods

and risk, and each farmer’s risk tolerance.

Farmers work closely with their crop insurance agents, many of whom are farmers like myself,

to find the right fit for their needs.

Despite the effectiveness of the crop insurance program — or perhaps because of it — the program

still has its critics.

As we begin to consider the next farm bill, and continued funding, I would remind these
misguided critics that in the days before crop insurance, Congress had to deal with passing costly

disaster relief, and taxpayers footed the bill.

Sometimes folks are quick to criticize crop insurance because they don’t realize that, like
agriculture, the program touches every state in the nation. It has proven itself to be our most

effective risk-management tool.

Let’s allow this program to keep working, not just for the farmers who put everything on the line

year after year, but for the solvency of our state and national agriculture economies as well.

Steve Van Voorhis is a fourth-generation farmer in Monroe County and a crop insurance agent.
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Randy Odell, Vermont crop insurance agent

Agri-Pulse, November 4, 2016

No, a crop insurance check will never come close to what a farmer can get from a good harvest. Like
homeowner's insurance, farmers don't collect a dime without a verifiable loss and paying a deductible.
But crop insurance does offer faymers some peace of mind, which allows them to focus on producing
higher-yielding, better-quality crops.

Connecticut River Valley farmers are inventive and hardworking businessmen and women and it has been
an honor to work with them for the past 40 years. Given their ingenuity, and the important safety net crop
insurance provides, the next 40 years should be exciting to warch.

Opinion - Crop insurance: What a difference four decades make

11/04/16 1:31 PM By Guest Author

By Randy Odell, crop insurance agent, Odell Insurance Agency, Bradford, Vermont

For nearly four decades I have worked with Connecticut River Valley farmers to help protect their
livelihoods. Over that time, I’ve seen many changes, both in the make-up of farms and the tools farm
families have to manage uncontrollable risk.

As our population has grown, the amount of available farmland has gotten smaller. This means our
farmers have had to adapt to survive. More and more local farmers today also work jobs off the farm to
help support themselves, meaning we have more part-time farms. We’ve also seen an increase in
diversified farms here. Many of our dairy farmers, for example, are growing their own crops for feed to
help improve their bottom lines.

Our farmers—those with a passion for the land often stretching back generations-—have proven to be
amazing innovators in the face of challenges. But even for the best agricultural innovators, there is one
thing that always remains out of their control: Mother Nature.

Here in the Connecticut River Valley, we know this all too well. We’ve scen spring seasons that have
been too dry or too wet for planting. We’ve seen hailstorms come through the Upper Valley like
tornadoes, bringing destruction to onc area, while miraculously sparing another area just a few miles
down the road. We've even seen hurricanes, like Irene in 2011, and blizzards in recent years.

Thankfully, as a crop insurance agent, I have also witnessed positive changes to the crop insurance
system, enabling many of our fartners to protect their operations against circumstances beyond their
control.

During the 1980s, which marked the beginning of the public-private partnership between the U.S.
government and private insurance companies, I was among the first crop insurance agents in the region.
And the program experienced plenty of growing pains.
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Participation was lacking due to high costs, spotty scrvice and slim margins. Congress was spending
considerably more e¢ach year cleaning up messes after disaster struck than beforehand on protection.
Lawmakers also paid far more attention to traditional Midwest crops than those specialty products more
prevalent in New England.

Even as late as the eatrly 1990s, crop insurance participation rates nationwide hovered in the 30 percent
range.

Things began to change in the mid 1990s, with the passage of the Federal Crop Insurance Reform Act of
1994, which dramatically restructured the program by strengthening the partnership between the federal
government and private insurers. Through premium discounts we also started to see increased
participation.

Then in May 2000, Congress approved another important piece of legislation: the Agricultural Risk
Protection Act (ARPA). The provisions of ARPA made it easier for farmers to access different types of
insurance products including revenue insurance and protection based on their own historical yiclds.

All of this has resulted in more crop insurance participants than ever before, but there was still work to be
done. The Farm Bill of 2014 made crop insurance a comerstone of U.S. farm policy and took steps to
make it more affordable and available to specialty crop growers, organic producers and young farmers.

‘Today, crop insurance protects more than 90 percent of planted acres nationally. And it’s so popular that
farmers are willing to collectively contribute about $4 billion a year from their own pockets to purchase
protection and help remove some degree of risk from a very volatile business. That cost-sharing structure
makes it a good investment for taxpayers as well, replacing expensive disaster bills of the past, while
ensuring a safe and plentifol food supply.

No, a crop insurance check will never comie close to what a farmer can get from a good harvest. Like
homeowner’s insurance, farmers don’t collect a dime without a verifiable loss and paying a deductible.
But crop insurance does offer farmers some peace of mind, which allows them to focus on producing
higher-yielding, better-quality crops.

Connecticut River Valley farmers are inventive and hardworking businessmen and women and it has been
an honor to work with them for the past 40 years. Given their ingenuity, and the important safety net crop

insurance provides, the next 40 years should be exciting to watch.

Randy Odell is a Vermont crop insurance agent who has been in the industry for four decades.
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ratoa | INdlependent insurance Agents
ke’ | & Brokers of America, inc.

WHAT DOES AN INSURANCE AGENT DO TO ASSIST FARMERS IN THE PURCHASE OF CROP INSURANCE FOR THEIR FARMS?
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ANTI-REBATING CERTIFICATION

109 Page _ of

APPLICANT/INSURED NAME: POLICY NUMBER:

AGENCY NAME: AGENCY CODE MUMBER:

APPLICANT / INSURED STATEMENT: I certify, for the crop year indicated, that I have rot directly ar indirectly received, accepted, or been paid, offered,
promised, or given any berefit, inctuding maney, gooads, or services for which payment is usuaily made, rebate, discount, abatement, credit, or reduction of
premium, or any other valuable consideratior,, as an inducernent to procure insurance or in exchange for purchasing this insurance poficy after it has been pro-
cured. I understand that this prohibition does nat include payment of administrative fees, performance based discounts, and any other payments approved by
FCIC that are authorized under sections 508(a)(9)(B) and 508(d)(3) of the Federat Crop Insurance Act (Act) (7 U.S.C. §51508(a)(9){B) and 1508{d}{3)). 1un-
derstand that a false certification ar failure to completely and accurately repart any informatien on this form may subject me, and any person with a substantial
beneficial interest in me, to sanctions, including but not timited to, criminal or civit penalties and administrative sanctions in accordarice with section 515(h} of
the Act {7 U,5.C. §1515¢(h)) and aff other applicable federal statutes,

Apphcant/insured's Printed Name Applicant/tnsured's Signiature: Date

AGENT STATEMENT: [ certify, for the crop year indicated, that I have neither offered nor promised, directly or indirectly, any benefit, including maney, goods,
or services for which payment is usually made, rebate, discount, credit, reduction of premium, or any other vajuable consideration ta this person either as an
inducement to procure insurance or in exchange for obtaining insurance after & has been procured. [ understand that this prohibition does not include payment
of administrative fees, performance based discounts, and any other payments approved by FCIC that are authorized under sections 508(a)(9)(B} and 508{d}3)}
of the Federal Crop Insurance Act (Act} {7 U.5.C. §5150B(a){9)(B) and 1508{d}3}). I understand that a faise certification or failure to completely and accurately
report any violation may subject me, and alt agendies/companies I represent, o sanctions, including but not iimited te, criminal or civit penalties and administra-
tive sanctions in accordance with section S15(h) of the Act {7 U.5.C. §1515¢h}) and all other applicable federal statutes.

Agent's Printed Name. Agent's Signatire Core Number Date

COLLECTION OF INFORMATION AND DATA (PRIVACY ACT) STATEMENT
Agents, Loss Adjusters and Policyholders
The foflawing statements are made in aurordance with the Privacy Act of 1976 (5 US.C, 552a): The Risk Management Agency (RMA) is authorized by the Federal Crop Insurance Act {7
U.5.C. 1501-1524) or other Acts, and the reguiatians promulgated thereunder, to soficit the requested on by RMA of by approved insurance provid-
ers {AIPs) that have been epproved by the Federal Crop Insurance Corporation (FCIC) to defiver Federat crop insurance. The information is necessary for AlPs and RMA fo pperale the
Federal crop insurance program, determine program eligitility, conduct statistical analysis, and ensure program integrity. Information provided herein may be furnished to other Feder-
al, State, or locat agencies, as required o permitted by faw, law enforcement agencies, courts of adjudicative bodies, foreign agencies, magistrate, administrative tribunal, AIP's con-
tractars and C h i Systam (CIMS), congressional offices, or entities under contract with RMA. For insurance agents, certain information
may aiso be disclosed to the public to assist interested individuals in locating agents in 3 particular area, Disclosure of the information requested is voluntary. However, falure ta cor-
rectly report the requested information may resuit in the rejection of this document by the AIP or RMA in ac 2 with the Standard Rei Agreement batween the AIP and
ECIC, Federal regulations, or RMA-appraved pracedures and the denial of srogram eligibifity or benefits derived therefrom. Also, failure to provide true and corect information may
resut in civil suit or criminat prosecution and the assessment of penalties or pursuit of ather remedies.
NONDISCRIMINATION STATEMENT
Non-Discrimination Policy: The US. Department of Agriculture (USDA) prohibits discrimination agalnst its customers, empk and applicants for o the bases of
race, color, nationat origin, age, disability, sex, gender identity, religion, reprisal, and where applicable, pofitica} beliefs, marital status, famiilal or parentat status, sexual arientation, or
all or part of an indwvidual's income Is derived from any public assistance pragram, or protected genetic information in empioyment ar in any program or activity conducted ar funded by
the Department. {Nat ail prohibited hases will apply to a¥f programs andjor employment activities.}
To File an Employment Complaink: If you wish to file an employment comphaint, you must contact your Agency's EEQ Counselor, within 45 days of the date of the alieged discrimi-
natory act, event, orin the case of a personnet action. Additionat filing information can be found cnline at :http:/fwww .ascr.usda.gov/complaint filing file.html.
To Fife a Program Complaint: If you wish to file a Civil Rights program compisint of discrimination, complete the USDA Program Discrimination Complaint Form, found onkine at
hittp:/fwww.ascr.usda.gov/compiaint filing cust.ihte, ar at any USDA office, or calt {466) 632-9992 to request the form. You may also write a letter containing all of the information
requested in the form. Send your completed compiaint form or letter by mail ta the U.S, Department of Agriaiiture, Directar, Office of Adjudication, 1400 Independence Avenue, S.W.,
Wasington, D.C. 20250-9410, by fax (202) 630-7442 or email at program. intake@usda.gov.
Persons with Disabitities: Individuals who are deaf, hard of hearing er have speech disabiiities and wish o file sither an EFQ or program complaint please contach USDA through
the Federal Relay Gervice at {800) 877-B339 or {BOO) 845-6136 (in Spanish). Persons with disabilities, who wish 1o file a program complaint, please see information above on how to
contact the Department by mait directty or by email, If you sequire alternative means of communication for program information (e.g., Brailie, lrge print, audintape, ete.) piease con-
tact LISDA's TARGET Center at (202} 720-2600 {voice and TDD),
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infarimation with affiliates and with non-affiiated third parties as permitted by law. Group wil not sell or share your personat information with anyane for pusposes unrelated
to our business functions with aut our offering to the Customer the epportunity to "opt-uw. o7 to “apt-in” as feguired by law.
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1250 H Street NW, Suite 900
Washington, DC 20005

P: 2027374332 1 F: 202.331.7820

WWW.IDFA.ORG

July 24, 2017

The Honorable Pat Raberts

Chairman

Senate Committee on Agriculture, Nutrition, and Forestry
328A Russell Senate Office Building

Washington, DC 20510

The Honorable Debbie Stabenow

Ranking Member

Senate Committee on Agriculture, Nutrition, and Forestry
328A Russell Senate Office Building

Washington, DC 20510

Dear Chairman Roberts and Ranking Member Stabenow:

Thank you for holding this important hearing an “Commaodities, Credit, and Crop Insurance: Perspectives
on Risk Management Tools and Trends for the 2018 Farm.” | appreciate the apportunity to share our
organization’s perspectives on these topics and | respectfully request that this letter be made a part of
the hearing record.

The International Dairy Foods Association {IDFA} represents nearly 525 dairy manufacturing and
marketing companies and suppliers within a $125-billion a year industry. The dairy processing industry
employs nearly one million Americans and supports an additional two million U.S. jobs.

IDFA members are manufacturers, marketers and retailers of milk and dairy products, including
beverage milk (Class 1}, yogurt {Class 1), ice cream {Class i1}, cheese (Class 111}, and butter and dry
products {Class V). Our members range from the nation’s largest farmer-owned dairy coops to
multinational corporations to family-owned, single-plant operations. We also have member companies
that supply the dairy industry with everything from ingredients to packaging and equipment.

IDFA members include national and regional grocery retailers that make their own dairy products,
international foodservice chains and innovative processors that produce uitra-filtered, high-protein,
lactose-free, fat-free and law-sugar milks with extended shelf life. We represent every kind of ice cream
company you can imagine, yogurt companies, infant formula companies and cheese makers — alt
supplying customers around the globe. Other members are pioneers in providing innovative dairy

MAKING A DIFFERENCE FOR DAIRY
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ingredients that offer health and nutritional functions in foods, which are increasingly in demand. And
speaking of increasing demand, we also have members in the rapidly growing organic dairy sector.

iDFA is governed by board members who represent leaders across the spectrum of the dairy industry.
We are fortunate that this diversity provides our organization with a very broad view of the overall dairy
industry. We know that to continue our success, we must innovate to keep up with the market, and to
innovate, we must collaborate along every stage of the supply chain, from producer to processor to
retailer to consumer.

Consumers Crave New Products

Listening to consumers is a good place to start, and we know they crave new products. That is why
American consumers today have far more choices in the dairy aisle and on grocery shelves than ever
before. Greek-style yogurt, string cheese, shelf-stable milks and high-protein beverages and snacks have
become consumer favorites in the past few years, and these products are just the tip of the iceberg.

o

When you think of traditional dairy, the terms “wholesome,” “good for you,
a body good,” “nutritious,” “affordable” and “tasty” all come to mind, but we are far more than a gallon
of mitk today. In fact, milk contains protein as well as eight other essential nutrients, like calcium and
potassium. These mitk components can be used to make an ever-increasing range of specialized dairy
products and ingredients for infant formula, protein drinks and many other specialty products.

”u

most perfect food,” “does

How did we move from a galion of milk to powerful protein beverages and more? A brief overview of
the U.S. dairy industry and its evolution over the years will help answer that question.

Evolution of the U.S. Dairy Industry

Before World War i, the dairy industry was dominated by more than 4.5 million small, widely scattered
farms and 22,000 processing plants. With the growing use of refrigeration and cross-country
transportation, the U.S. agricultural sector realized that local production was not a necessity and
economies of scale were a good thing. Today the dairy industry has approximately 47,000 dairy farms
and slightly more than 1,500 processing plants that are much larger and serve a broader market.

Where does all this farm milk go? More than 40% is used to make cheese and just over 20% is used for
beverage milk and cultured products like yogurt. That is a significant change from 1960, when just 10%
went into cheese production and almost haif was used for fluid milk products. As U.S. cheese production
has increased, so has production of dairy ingredients from whey {which is a protein-packed cheese by-
product) and other milk components.

Cheese production reached a record high in 2016, as per capita consumption of cheese kept growing.
Americans, on average, are eating 35 pounds of cheese annually, which is twice the amount we ate in
1980. Per capita consumption of yogurt has increased even more dramatically during this time period,
growing from 2.5 pounds in 1980 to aimost 15 pounds in 2015.
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Overall, domestic demand for dairy products is growing, but the growth is not as high as it shouid be
when you consider that the 2015 Dietary Guidelines for Americans state that “intakes of dairy foods are
far below recommendations.” Per capita consumption of fluid milk products has been on a downward
trend for decades as Americans have shifted to other beverages. The U.S. Department of Agriculture
(USDA) estimates that Americans, on average, drink 37% less milk today than they did in 1970. Forty
years ago, per capita consumption was nearly one and a half cups per day; now, it is closer to three-
quarters of a cup. Per capita production of frozen dairy products was 23.4 pounds in 2015 and has also
trended downward for more than 20 years.

While our companies will continue to innovate, providing new products, new packaging and a variety of
portion sizes to gain the attention of American consumers, we are increasingly looking to the global
market for additional growth opportunities, and here is why.

The United States is the single largest cow’s milk producer in the world. U.S. farm milk production has
grown from 170 billion pounds in 2003 to 212 billion pounds in 2016, and more than S2% of that
additional farm mifk is exported to other countries in the form of various finished products. in addition,
USDA projects that total U.S. mitk production will reach nearly 260 billion pounds by 2026. indeed,
exports are driving growth in demand for U.S. farm milk, and the potential for further global demand is
huge.

As the world population grows by another two billion people by 2050 and continues to develop
economically, the demand for protein and improved diets will increase the demand for dairy products.
Dairy foods are uniquely positioned to meet the nutritional needs of a growing world with more
disposable income and an appetite for higher-protein products. This will mean increased opportunities
for global trade in dairy.

The international Dairy Federation estimates that world demand for milk and dairy products would
double by 2030, if dairy consumption grew to match the actual nutritional needs of all global diets. That
number would triple by 2050. The Australian Bureau of Agricultural and Resource Economics (ABARE})
estimates that dairy consumption in the Asia-Pacific region alone ~ driven by China, India and Japan ~
should doubte by 2050.

Those estimates represent an amazing opportunity for American dairy processors, American dairy
farmers and members of Congress to collaborate to bring enhanced nutrition to a growing world, as well
as new opportunities and prosperity to our industry. Ensuring that the U.S. dairy industry is globally
competitive to capture this growing demand is imperative.

We are wel positioned to achieve export growth: We have industry and regulatory standards to assure
consumers that our products are safe, the technoiogy to innovate and the infrastructure to deliver to
our customers. Most importantly, we are blessed with the natural resources to expand mitk production.
On the milk supply side, we know the United States is incredibly competitive. According to USDA, milk
production in pounds per cow has increased by more than 20% since 2004. To emphasize this point, the



246

average cow in 1950 produced 5,500 pounds of milk per year, while today it is nearly 23,000 pounds per
year. Moreover, USDA projects that this number will rise to 27,585 pounds per cow by 2026 — an
increase of more than 23%. American agriculture has a tremendous capacity to produce.

As these facts demonstrate, globalization provides important opportunities for the U.S. dairy industry.
At the same time, global demand has also increased volatility in dairy markets. The guestion is: What do
we do about it?

First and foremost, the dairy industry needs better mechanisms for risk management on both the
producer and processor side. The 2014 farm bill overhauled the producer safety net, replacing the Milk
Income Loss Contract program {MILC} and the Dairy Product Price Support Program {DPPSP} with the
Margin Protection Program, a margin insurance program, in recognition of this new global environment.
Farmers are now looking to improve the Margin Protection Program and the Livestock Gross Margin-
Dairy {LGM-Dairy} insurance program to provide them with access to effective risk management tools in
this farm bill. We are looking forward to reviewing the details of their proposai but are supportive of
increasing the funding limits for LGM-Dairy to make it more accessibie and fine-tuning the producer
safety net so that it functions effectively and is not market distorting.

At the same time, the 2018 farm bill should provide better mechanisms for processors to manage price
volatility through the extension and expansion of the current forward contracting program. Both
domestic and international demand is negatively impacted by price volatility. Global customers are
accustomed to buying dairy products at fixed prices that cover muitiple months of deliveries and are
refuctant to take on the price volatility generally associated with the U.5. dairy industry. Domestic
buyers, whether food formulators for consumer packaged goods or foodservice or restaurant menu
designers, also prefer to use ingredients for which prices are less volatile or for which they can better
manage the price risk. if dairy cannot meet that need, the industry loses that demand, and we risk
permanently losing retail consumers who migrate away from fluid mitk and dairy products during high
price cycles. In addition, the inability to hedge fluid milk inhibits innovation in this category because
processors are more fikely to invest their innovation budget on dairy products in Classes i, i and [V
where price risk can be effectively managed under the existing forward contracting program.

The minimum regulated milk price provisions of the Federal Milk Marketing Qrders (FMMO]} translate
the price volatifity of the dairy commodities directly into the regulated milk prices. The establishment of
the forward contracting program for manufacturers of dairy products other than fluid mitk has provided
an important mechanism for manufacturers to directly contract with individual farmers or their
cooperatives at a fixed price, but the periodic expiration of the program challenges its use as we
approach the end of each farm bill. This program should be made permanent and the same opportunity
should be afforded to fluid milk manufacturers so that they, too, can curb the negative demand impacts
of price volatility.

The current forward contracting program aliows farmers and cooperatives to voluntarily enter into
forward price contracts with handiers for Class i, iif or IV milk. The program allows handlers regulated
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under the FMMO and farmers to agree on the terms of the contract, without having to pay the
minimum federal order blend price. However, regulated handiers are still required to make payments or
distributions from the producer settlement fund into the federal order pool. To ensure that the forward
contract is voluntary, the producer or cooperative is required to file a disclosure agreement with the
FMMO market administrator.

In addition to allowing all classes of milk to establish forward price contracts, many other aspects of the
current milk pricing regulatory system should be reviewed in the context of today’s consumer trends
and global marketplace. The system’s underlying assumption that beverage milk can bear a significantly
higher price burden may no fonger be accurate in today’s highly competitive beverage market in which
fluid milk sales continue to decline.

Many of the milk pricing issues that are negatively impacting my members flow through in the form of
decreased demand, which negatively impacts farmers as well. We have begun a dialogue with the
Nationa! Milk Producers Federation {NMPF} and other producer stakeholders about these concerns in an
attempt to develop a consensus proposal. Although my hope is that we can work constructively through
that process, { would be remiss not to highlight to the committee that this consensus needs be achieved
in a timely fashion. We pledge to keep this committee apprised of our progress to develop a
comprehensive solution to these issues that advances the interest of the entire dairy industry.

I would also like to briefly mention some additional policy areas that we are looking to you for support.

SNAP and USDA Nutrition Programs

in both the 2008 and the 2014 farm bills, Congress authorized pilot programs to increase fruit and
vegetable purchases by participants in the Supplemental Nutrition Assistance Program (SNAP). The 2008
farm bill authorized $20 million for the Healthy incentives Pilot, and the 2014 farm bill authorized $90
million for the Food Insecurity Nutrition Incentive (FINI) grant program to test incentives at the point of
sale to increase purchases of fruits and vegetables among SNAP participants.

Given that only 1 out of 10 Americans consumes the recommended three servings of dairy a day,
according to the 2015 Dietary Guidelines, we believe adding voluntary incentives to encourage SNAP
participants to increase their consumption of milk and dairy foods would be nutritionaily sound and a
wise use of taxpayer dollars. As part of the 2018 farm bili, we would like to work with Congress to
explore options to provide SNAP participants with additional incentives to choose milk and dairy
products. In order to function properly, such incentives should not hamper a shopper's check-out
experience and would need to be practical for retailers to administer.

Mitk is not only under consumed in ali U.S. households but aiso in schools. Since 2012, when restrictions
were put on types of school milk to allow only fat-free flavored mitk along with low-fat and fat-free plain
milk, consumption dropped 4.4%. To reverse this trend, we need to offer milk choices that students
want to drink. The good news is that with the strong support of the chairman and other members of this
committee, Congress and USDA have recently taken steps in this direction. in early May, the president
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signed the fiscal year 2017 omnibus appropriations bilt into taw. Included in the bill was language
allowing states to grant special exemptions from current USDA regulations to schools that wouid like to
offer low-fat flavored milk in the school meal program and a la carte during the 2017-2018 school year.

fn addition, Secretary of Agriculture Sonny Perdue signed a proclamation in May that directs USDA to
change the existing regulations to provide schools with the discretion to serve low-fat flavored milk in
the school meals program without a waiver. An interim final rule is currently under review at the Office
of Management and Budget, and it is our hope that this rule can be finalized by October 2017 so that
processors and participating school districts will have sufficient lead time to provide students with low-
fat flavored milk during the 2018-2019 school year.

Product Labeling Changes

Product labeling for the entire food and beverage category is currently undergoing significant change,
and muitiple compliance deadlines are piacing a massive regulatory burden on the industry.
Approximately 400,000 new products have been introduced since the originai Nutrition Labeling and
Education Act rules were established more than 20 years ago. To change essentially every food package
in the United States requires adequate time, careful planning, significant resources, testing and analysis
of products, entering of ingredient information into databases, new label and packaging designs, new
printing plates and queuing up with printing companies. This process requires coordination among
software vendors, ingredient suppliers, graphic designers, printing companies and otherson a
magnitude of scale never before executed.

For these reasons, IDFA and the entire food and beverage industry had asked that the compliance
deadline for FDA’s new Nutrition Facts and Serving Size rules be extended from July 2018 to May 2021.
Last month, FDA announced that it wouid grant our request to extend the compliance deadiine for these
new rufes. However, FDA has not yet announced a new compliance deadline. IDFA hopes that the
administration will uitimately align the compliance dates for the Nutrition Facts label changes with the
U.S. Department of Agricuiture’s disclosure standard for bioengineered foods, which is required by law
to be issued by July 2018, By harmonizing these compliance deadlines, our member companies will be
able to avoid the confusion and extra cost incurred by changing their product labels twice — first to
comply with the changes to the Nutrition Facts label and again when USDA specifies how genetically
engineered foods and ingredients need to be labeled.

Organic Dairy Products

Dairy foods represent the second-largest and fastest-growing category of organic foods sales, totaling
about $6 billion, or 15% of ail organic sales, according to the Organic Trade Association. The National
Organic Program {NOP) at USDA has provided a consistent and reliable platform for the organic industry
to grow and thrive. We believe maintaining the NOP program as it is currently managed will ensure that
consumers have access to organic dairy products that meet their expectations. We also support the
current structure and functions of the NOP and the allocation of resources necessary to ensure that the
program accommodates continued growth of the US organic dairy industry.
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Trade

IDFA and our member companies look forward to working with the administration and Congress to
achieve trade policy goals that will preserve and grow dairy exports. As | stated earlier, global trade
represents the single most significant demand growth opportunity for our members and the dairy men
and women who supply them.

Mexico is the number one export market for U.S. dairy, accounting for one-fourth of our total dairy
exports. The United States has a 73% market share of Mexico’s dairy imports, and we need to ensure
that a renegotiation of the North American Free Trade Agreement {(NAFTA} preserves this important
market.

in March, | traveled to Mexico City with Jim Mulhern, the president and CEO of NMPF, and former USDA
Secretary Tom Vilsack, the president and CEO of the U.S. Dairy Export Council, to meet with Mexican
dairy farmers, processors and government officials. NAFTA has been a success for both the United State:
and Mexican dairy industries; it provides exactly the type of “win-win” business opportunities each
country needs. We found support to preserve the current market relationship from the dairy farmers,
processors and the government of Mexico.

Unfortunately, we have not had the same success with our trading partner to the north. The Canadian
government is violating its trade commitments with the United States under NAFTA and the World
Trade Organization with respect to dairy. Recent Canadian efforts to create a new class of milk
effectively prevent U.S. exports of ultra-filtered milk from Wisconsin and New York and will cost the
industry at least $150 million, while threatening U.S. jobs on farms, in processing plants and throughout
the supply chain. In addition, this new pricing regime has resuited in more Canadian skim milk powder
{SMP) being offered on the world market at prices below the cost of production. Canada recently
expanded this new pricing initiative, and we need to address this issue immediately before further
damage is done.* Moreover, we hope that the NAFTA renegotiation process will enable us to reduce or
eliminate existing Canadian tariffs on U.S. dairy products, some of which are nearly 300%. To that end,
our members are encouraged to see that several key priorities for the U.S. dairy industry are reflected in
the administration’s objectives for renegotiating NAFTA, and we look forward to working with the U.S.
Trade Representative and others in the administration to preserve the critically important dairy export
market in Mexico and improve our market access in Canada.

Finally, the United States must aiso forge new trade agreements, starting with the emerging economies
of the Asia-Pacific region, where dairy consumption is rising rapidly. While we understand that the
administration has prioritized the launch of NAFTA talks, gaining access to new markets is critical for U.S.

! Domestically, FDA should make it easier for U.S. cheesemakers to use ultra-filtered milk in their
products. Existing ingredient labeling requirements need to be clarified and simplified for all cheeses so
that U.S. cheesemakers have an incentive to use more ultra-filtered milk sourced from U.S, dairy
processors.
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agriculture and cannot wait unti! after NAFTA negotiations are complete. By that time, we may already
be too far behind in critical markets.

Other dairy exporting countries are aggressively gaining access to some of the most lucrative dairy
markets. The completion earlier this month of the Japan-EU Free Trade Agreement is the latest example
of the United States falling behind with a critical trading partner. The European Union is one of our
primary competitors in dairy and it uses free trade agreements to not only gain preferential access to
new markets, but also to prevent other countries from entering those markets in the future, through the
creation of overly broad protection for geographical indications {Gis). The Gi provisions in the EU-lapan
FTA look ominous for U.S. dairy, appearing to foreclose the opportunity for the United States to sel
certain cheeses to Japan.

The EU has also completed free trade agreement negotiations with Vietnam, and it is actively
negotiating agreements with India, Indonesia and Maiaysia, as well as updating its FTA with Mexico.

Other key dairy exporters are also expanding their global reach. Australia is negotiating bilateral
agreements with India and Indonesia and, along with New Zealand, is engaged in the Chinese-led
muitilateral Regional Comprehensive Economic Partnership {RCEP) agreement. High-quality U.S. dairy
products can be competitive in any market around the giobe, provided they have access to the same
tariff rates and rules as our competition. However, when other countries receive tariff advantages or
duty-free quotas through free trade agreements, U.S. dairy products are much less attractive. As
consumers in these countries join the middie class and add dairy to their diets, we cannot afford to have
U.S. dairy products absent from their grocery store shelves.

Conclusion

In summary, IDFA represents a broad cross section of the U.S. dairy industry. Qur views are based on
what is good for all our members and our entire dairy industry, from producer to processor to input
provider to wholesaler to retailer to the consumer. With our policy goals, we aim to ensure that our
industry remains competitive and strongly positioned for growth, both domestically and internationally,
to meet the demand for our nutrient-rich products in a way that benefits all our stakeholders and
contributes so importantly to the health of Americans and our nation’s economy.

There is a common thread to all the issues | have outlined: enhancing demand for U.S. dairy products.
The opportunities are clearly out there, and the U.S. dairy industry is poised to take full advantage.

With the proper policies and tools - such as allowing more types of milk to be offered in school
cafeterias, obtaining greater market access in Canada and preventing further sales of Canadian SMP at
unfair prices, opening new markets in Asia, maintaining our top export market in Mexico, offering
incentives to purchase more dairy foods through SNAP and providing better mechanisms for risk
management for both farmers and processors ~ I’'m confident our industry will meet and increase the
demand for milk and dairy products, providing economic prosperity and stabifity to American dairy
companies and dairy farmers, as well as their communities throughout the country.
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We look forward to working with the committee on the various programs and policy recommendations
under the purview of the farm bill, and we appreciate the opportunity to provide our views on these
important topics.

Sincerely,
Michael D. Dykes, D.V.M.

President and CEO
International Dairy Foods Association
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Statement for the Record
On behalf of the
American Bankers Association
before the
Agriculture, Nutrition and Forestry Committee
of the

United States Senate
July 25, 2017

Chairman Roberts, Ranking Member Stabenow arid mémbers of the Committee, the
American Bankers Association (ABA) would like to thank you for holding this hearing on
Commodities, Credit and Crop Insurance: Perspectives on Risk Management Tools and Trends for

the 2018 Farm Bill.

The American Bankers Association is the voice of the nation’s $17 trillion banking industry,
which is composed of small, regional and large banks that together employ more than 2 million
people, safeguard $13 trillion in deposits and extend over $9 trillion in loans. ABA is uniquely
qualified to comment on agricultural credit issues as banks have provided credit to agriculture
industry since the founding of our country. Nearly 5,000 banks —83% of all banks nationwide—
reported agricultural loans on their books at year-end 2016 with a total outstanding portfolio of
more than $175 billion.

Banks continue to be one of the first places that farmers and ranchers turn to, when looking
for agricultural loans. Agricultural credit portfolios typically finance a wide array of customers,
including large and small farms, urban farmers, beginning farmers, women farmers and minority
farmers. To bankers, agricultural lending is good business and credit is available to all, who can
demonstrate they have a sound business plan and the ability to rcpay.

In 2016, farm banks — banks with more than 15.65 percent of their loans made to farmers or
ranchers ~ increased lending by 5.3 percent to meet the rising needs of farmers and ranchers, and
now provide over $103 billion in total farm loans. Farm banks are an essential resource for small
farmers, holding more than $48 billion in small farm loans, with $11.5 billion in inicro-small farm
loans (loans with origination values less than $100,000). Farm banks are healthy, well-capitalized,

and stand ready to meet the credit demands of our nation’s farmers large and small.

& | Armerican Bankers
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In addition to our commitment to farmers and ranchers, thousands of farm dependent
businesses ~ food processors, retailers, transportation companies, storage facilities, manufacturers,
etc. — receive financing from the banking industry as well. Agriculture is a vital industry to our

country, and financing it is an esscntial business for many banks.

The agricultural economy has been slowing, with farm sector profitability expected to
decline further in 2018. However, farm and ranch incomes have been some of the best in history.
With the 2014 Farm Bill in place, farmers, ranchers, and their bankers achieved a level of certainty
from Washington about future agricultural policy. Interest rates continue to be at or near record
lows, and the banking industry has the peoplc, capital and liquidity to help American farmers and

ranchers sustain through the turbulence in the agricultural economy.

Banks work closely with the USDA’s Farm Service Agency to make additional credit
available by utilizing the Guaranteed Farm Loan Programs. The repeal of borrower limits on
USDA’s Farm Service Agency guaranteed loans has allowed farmers to continue to access credit

from banks as they grow, ensuring credit access for farmers across the country.

Our nation’s farmers and ranchers are critical resources to our economy. Ensuring that they
continue to have access to adequate credit to thrive is essential for the well-being of our whole
nation. America’s banks remain well equipped to serve the borrowing needs of farmers of all sizes.
An important step in ensuring credit availability is to review entities, such as the Farm Credit

System, and ensure that they stick to their charter of helping young, beginning and smalt farmers.
ABA would like to elaborate on the following points:
» ‘Banks are a primary source of credit to farmers and ranchers in the United States;
» Banks believe changes are necessary in the next Farm Bill to help the rural economy;

» Banks work closely with the USDA to make additional credit available through

various credit programs, but some changes are nceded to help these programs;

» The Farm Credit System has become too large and unfocused, using taxpayer dollars
to subsidize large borrowers and there is a real need to level the playing field with

the Farm Credit System.
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L Banks Are a Primary Source of Credit to Farmers and Ranchers in the U.S.

For many of our members, agricultural lending is a significant component of their business
activities. ABA has studied and reported on the performance of “farm banks” for decades and, we
are pleased to report that the performance of these highly specialized agricuitural lending banks
continues to be strong. ABA defines a farm bank as one with more than 15.65 pereent farm or ranch
loans (to all loans).

At the end 0f 2016, there were 1,912
Farm Banks Exhibit Solid Farm Loan Growth

banks that met this definition. Farm lending
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Farm real estate loans grew at a faster
rate than farm production loans. Outstanding
farm real estate loans grew at a pace of 9.2 percent, or $4.5 billion, to a total of $54.1 billion. Farm
production loans rose by 1.3 percent, or $640.5 million, to $49.4 billion. Farm banks are a major
source of credit to small farmers — holding more than $48.4 billion in small farm loans (origination
value less than $500,000) with $11.5 billion in micro-small farm loans (origination value less than
$100,000) at the cnd of 2016. The number of outstanding small farm Joans at farm banks totaled
766,762 with the vast majority — over 495,600 loans — with origination values less than $100,000.
Farm banks are healthy, well capitalized, and stand ready to meet the credit demands of our nation’s

farmers large and small.
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Equity capital —often thought of as Farm Banks Increase High-Quality Capital

the strongest form of capital—at farm
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banks increased by 3.7 percent to $48.4 850 SL‘ ?

billion in 2016. Since the end of 2007, farm
banks have added $20.9 billion in equity

capital, building strong high-quality capital
reserves. These capital reserves will enable

flexibility amongst farm banks, as the
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commodity prices — allowing bankers to work with and serve the needs of our nation’s famers —
and will also act as a buffer, proving insulation from the risks associated with any downturn in the

agricultural sector.

One area of concern for farm bankers and their customers has been the rapid appreciation in
farmland values in some arcas of the country. The run up in farmland values has not been a credit-
driven event. Farm banks are actively managing the risks associated with agricultural lending, and
underwriting standards on farm real estate loans arc very conservative. The key consideration in
underwriting any loan is the ability of the customer to repay regardless of the collateral position in
the loan. To further manage risk, we regularly stress test our loan portfolios to judge repayment

capacity under different scenarios.

After several years of large incrcascs in farmland valucs, the consensus view among bankers
is that the increase in farmland values has slowed. ABA watches the farm real estate market very
closely. In recent years, over four-fifths of the agriculture sector’s asset values were held in real
estate. USDA projects a slight depreciation in the value of farm real estate in 2017 likely a response

to expectations of lower farm earnings due to declines in crop and livestock receipts.

1L The Agricultural Act of 2014 Had Many Successful Components

One success of the 2014 Farm Bill was the continued support of crop insurance programs.
Agricultural lenders use crop insurance as a guarantee to help secure financing for operating credit.
With crop insurance, a lender has the ability to provide support based on individual producers’
proven crop yields. This allows lenders to tailor a loan to a producer’s operation and allow for year-

to-year adjustments within that operation. Without crop insurance acting as a safety net, producers
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would be in a much more challenging financial situation in the event of disaster. Crop insurance
has allowed lenders to provide the best possible terms for operating loans because it helps to lower
the risk for the lender. ABA has been a long-time supporter of crop insurance programs and would
like to see the programs expanded to help as many producers as possible.

Another success of the 2014 Farm Bill was the continuation of the Conservation Reserve
Program (CRP). CRP is vital in rural areas as it provides another use for land that may be otherwise
unsuitable for farming. From a lender perspective, CRP is another tool in the toolbox for
tandowners to use when they are trying to diversify their holdings. Additionally, CRP can provide a
steady stream of income for producers, especially older producers.

ABA would like to thank Congress, especially the Agricultural Committees, for repealing
borrower term limits on USDA Farm Service Agency guaranteed loans in the 2014 Farm Bill. Term
limits restricted farmer access to capital, and with the expansion of the farm economy over the past
ten years, there are some farmers who are not able to obtain credit from banks without a guaranty
from USDA. The USDA’s Farm Service Agency guaranteed loan program has been a remarkable
success. Today, nearly $12 billion in farm and ranch loans are made by private sector lenders and
are guaranteed by the USDA. There are nearly 43,000 loans outstanding — some farmers do have
more than one guaranteed loan, so this number is not to be confused with the number of individual
farmers and ranchers - but the numbers of individuals accessing credit under this program is very
significant.

This program has grown over the past five years, with less than $9 billion outstanding at the close of
FY 08 to nearly $12 billion today. The loans made by banks under this program are modest in size.
The average outstanding guaranteed real estate loan is $439,000 and the average outstanding
guaranteed non real estate secured loan is $250,000. Clearly, banks are reaching customers who
have modest-sized operations, who are in the process of starting their farm or ranch operation, or
who are recovering from some sort of financial set-back. Despite the fact that these customers do
not have either the earnings or collateral to qualify for conventional credit, losses in the program
have been extremely small. Over the last five fiscal years losses have ranged from a high of 0.6% in
FY10 to a low of 0.3% in FY I3. These are cxtremely low losses — especially for customers who are
perceived to be a higher risk than other customers, hence the need for the USDA credit
enhancement. Bankers who utilize the guaranteed farm loan programs offered by USDA know what

they are doing and work very closely with their farm and ranch customers to properly service these
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loans. The Farm Service Agency deserves a great deal of credit for administering such a successful
public/private partnership. ABA urges you to continue to support this very worthwhile program.

III.Changes Needed in the Next Farm Bill from a Banker’s Perspective

ABA wants to reiterate that the 2014 Farm Bill was very successful from a lender’s
perspective. However, there are some substantial changes that need to be considered as Congress
starts working on the next Farm Bill.

The most important change that should be made to the next Farm Bill is an increase to the
current Toan limit on FSA Guaranteed Loans. The formula for indexing the programs has not kept
up with the increasing costs of agriculture. 1t is much more costly for a young, beginning or small
farmer to get into agriculture, and the guaranteed loan programs need to reflect that reality. ABA
has endorsed H.R. 831, the Beginning Agriculturist Lifetime Employment Act of 2017 (BALE Act),
introduced by Representative Mike Bost. This legislation would increase the cap on GFOs and
GOLs to $3.5 million. We believe this increase is necessary for lenders to be able to help as many
producers as possibie going forward. The BALE Act would also increase the size of Direct
Operating Loans and Direct Ownership Loans from $300,000 to $600,000. This legislation is an
important first step to modernizing FSA loan programs.

With any increase to Guaranteed Loan Programs, there will need to be an increase in
funding for the programs. It is vital that the necessary funds are appropriated for the programs
because there has been a shortage of funds for the past three years. These programs continue to
create a great public-private partnership between lenders and USDA, and future funding should
reflect the strength of programs.

Another step in modernizing loan programs would be upgrading and improving teehnology.
This would create a more efficient and responsive USDA. As mentioned before, ABA is very
involved in FSA Guaranteed Loan Programs, but the lack of basic upgrades to technology has
greatly delayed the industry’s ability to process loans at an efficient rate. Without simple updates,
such as better functioning websites to check on loan balances, we are creating unnecessary work for
FSA staff. As banking industry has learned, updating technology ean create greater cfficiency
across an organization, which ultimately benefits our customers.

Along with the changes to the loan programs and upgrades to technology, there needs to be
serious consideration for increasing staff levels at FSA. As veteran staff retires, there isn’t enough
new staff being trained to take over their loan portfolios. This is creating a knowledge gap within

FSA loan orograms and is making it much harder to turn around Toans in a timelv fashion. When it
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comes to financing agriculture, especially operating loans, loans need to be made as quickly as
possible so farmers can get back into the field. As the agriculture committee is aware, windows for
planting or harvesting can close very quickly and our loan programs need to keep pace.

ABA believes FSA should consider bringing back their intercst assistance program. This
program helps to buy down the cost of interest for young and beginning farmers, which is timely
considering the rising interest environment we are entering. In the past, the program allowed FSA
to buy down as much as four percent of all gnaranteed operating loans. If this program were to be
reinstated, ABA suggests that the program would be no more than two percent, would be eligible
for only beginning and young farmers, and would be eligible for all FSA guaranteed loan programs.

Another issue that should be further examined by the Agriculture Committee is the National
Environmental Policy Act (NEPA) regulations that have been put in place for Confined Animal
Feeding Operations (CAFO) for FSA loan programs. ABA fully understands why the regulations
have been put in place, but there needs to be serious examination on potential changes to the
regulations. Additionally, the regulations can vary from state to state and county to county, making
it very difficult to properly put together the loan. The Agriculture Committee should consider
offering changes to the NEPA regulations on CAFOs so lenders can better serve this constituency
into the future.

In addition to FSA loan programs, ABA believes the guaranteed loan programs within Rural
Development need to remain in place for the future. These programs are not duplicative and help a
different class of individuals than Small Business Administration loans, ABA is especially
supportive of the Business and Industry Guaranteed Loan Program as it provides protection for
lenders, making them more willing to extend credit to rural businesses. These loans are used to
provide much-needed financing for economic development projects for rural businesses to purchase
machinery and pursue business modernization. The USDA Business and Industry (B&I) Guaranteed
Loan Program, and all programs of the USDA Rural Business Cooperative Service that complement
the lending activities of private sector commercial banks are of vital importance to our nation’s rural
communities. The B&I program has historically realized full utilization and the program’s
delinquency rates are at an all-time low. In short, the program works and should be strengthened,
not ended. By having a government guarantee, this program is particularly useful for helping start
up business or non-traditional businesses in rural America. However, lengthy delays are

commonplace due to the lack of modernization in the program which is still hurting the ability for
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banks to produce more B&I guaranteed loans. Without Rural Development loan programs,
innovative businesses in rural America may be left behind.

Another important Rural Development loan program, is the Community Facilitics
Guarantced Loan Program. This program relics on a partnership between the USDA and private
lenders who provide vital capital for projects involving critical infrastructure and essential services
in rural America such as hospitals and public safety services. The eurrent over-emphasis by USDA
on the Community Facilities Direct Loan program has become a very real threat to the continued
viability of the Community Facilities Guaranteed Loan Program. The Direct Loan program
excludes rural lenders in the private market because USDA completely assumes the role of the
lender with all risk and exposure assumed by the U.S. taxpayer. Today, only a fraction of program
authority is allocated to the Guaranteed Loan Program compared to the Direct Loan Program ($146
million versus $2.2 billion; a 6%/94% split)!. 'We urge your support for strengthening the
Community Facilities Guaranteed Loan Program to increase the participation of the banking

industry in these types of loans.

ABA believes the Rural Energy for America Program (REAP) Guaranteed Loan Program
needs to remain strong into the future. However, there should be consideration for increasing the
current cap of $25 million on REAP as the cap is often too low for larger projects. Additionally,
there needs to be better coordination with B&I as that will ereate more opportunities for
combination loans.

‘When the 2014 Farm Bill was written and approved, commodity prices were considerably
higher than after implementation of the programs. As you are aware, the 2014 Farm Bill required
that the producer make a one-time election between Agriculture Risk Coverage (ARC) and Price
Loss Control (PLC). This became problematic because while producers were making the election
in July 2013, corn futures were over $7 per bushel, with wheat futures being over $9 per bushel.
Now, eomn is less than $4 per bushel, and wheat is $4.50 per bushel. This dramatic drop in priees
could not be foreseen by any producers.

Coupied with the drop in prices, the deeision to use county yields instead of state yields
should have provided assistance to the individuals most in need when yiclds were low, but this was
often not the casc. Instead, due to the variability in National Agriculture Statistics Service (NASS)

data, two fields on each side of a county line, may have drastically different payments, with my

! United States Department of Agriculture Fiscal Year 2017 Budget Summary. Page 44.
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customers seeing the difference as high as $90 per acre. Additionally, from a lender’s point of
view, NASS data has not been as accurate as data from the Risk Management Agency (RMA),
which led to probiems on yield calculations.

While crop prices and a one-time program election werce both issues, the timing of payments
greatly affeeted lenders. Payments could not be calculated until the final county yield was
determined and the marketing year was complete. This means producers do not receive their
payments during the same year in which they planted their crops, and lenders had to deal with the
fallout of this timing issue. For example, bankers look at their customer’s financial progress for
2016 and set their operating lines for 2017. However, banks cannot calculate 2016 payments until
October of 2017. From a lender perspective, this has caused a real problem with our regulators, as
banks cannot use a payment that may be received a year later in the profits calculation for this year.
Lastly, we should not be making educated guesses on what payment may be received. Instead,
there should be certainty within the programs to allow for an accurate calculation.

IV.  FarmerMac is a Valued Partner for the Banking Industry

FarmerMac is a valuable tool in the toolbox for agricultural bankers because it provides
another avenuc for banks to increase credit availability. By purchasing guarantced loans from
banks, FarmerMac allows banks to lower interest rates for their customers and provide better loan
products. With the agricultural economy potentially going through some stressful times in the near
future, FarmerMac will need legislative changes. ABA believes the most needed ehange is the
removal of the current 1,000 acre limitation. The 1,000 acre limitation was put in place in the 1987
Farm Credit Act and has become outdated with the increasing size and scope of modern agriculture.

ABA also believes there should be a serious discussion about FarmerMac being able to buy
all guaranteed loans from USDA. This flexibility would encourage more banks to be involved in
guaranteed loan programs across USDA. It should be noted, that these proposals would not only
benefit banks, but also the Farm Credit System, who is our biggest competitor. ABA believes that
we necd to do cverything in our power to help finance all of agriculture, and we arc all in this
together.

V. The Farm Credit System is a Large Government-Sponsored-Enterprise That Primarily

Serves Large Borrowers at the Expense of Taxpayers

As mentioned carlier in this statement, the market for agricultural credit is very competitive. Banks

will compete with several other banks in their service area, finance companies from all of the major
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farm equipment manufacturers, several international banks, credit unions, life insurance companies
and finance companies owned by seed and other supply companies, to name a few. The most
troublesome competitor banks face is the taxpayer-backed and tax-advantaged federal Farm Credit
System (FCS). The FCS was chartered by Congress in 1916 as a borrower-owned cooperative farm
lender at a timc when banks did not have the legal authority to make long-term farm real estate
loans. Over the ensuing 100 ycars the FCS has received numerous charter enhancements, and has
ventured into areas that are not appropriate for a farmer-owned farm lending business.

Today the FCS is a large and complex financial services business with $320 billion in
assets. If it were a bank, it would be the seventh largest bank in the United States. It is tax-
advantaged and enjoyed a combined local, state, and federal tax rate in 2015 of only 4.0 percent (a
significant decrease from the effective tax rate of 4.5 percent in 2014). The tax advantages enjoyed
by the FCS in 2015 was worth $1.296 billion or 28% of the Farm Credit System’s net income in
20152
The Farm Credit System is a Government-Sponsored-Enterprise

In spite of their size, profitability, and tax advantages the Farm Credit System presents the
same kind of potential threat to the American taxpayer as Fannie Mae and Freddie Mac. As a
government sponsored enterprise (GSE) like Fannie Mae and Freddie Mac, the American taxpayer
is the ultimate back stop should the Farm Credit System develop financial problems. This reality
was formalized in 2013 when the Farm Credit System Insurance Corporation (FCSIC) arranged a
$10 billion line of credit “with the Federal Financing Bank, a federal instrumentality subject to the
supervision and direction of the U.S. Treasury — to which the Federal Financing Bank would
advance funds to the [Farm Credit System] Insurance Corporation. Under its existing statutory
authority, the {Farm Credit System] Insurance Corporation will use these funds to provide
assistance to the System Banks in exigent market circumstances which threaten the Banks” ability to
pay maturing debt obligations. The agreement provides for advances of up to $10 billion and
terminates on September 30, 2014, unless otherwise extended.”

We believe the farmers who own stock of the Farm Credit System——and the Ameriean
taxpayers who back it—deserve a better understanding of what transpires between the Farm Credit

System and the U.S. Treasury, but very littlc information is available to the public. Unlike the

2 Federal Farm Credit Banks Funding Corporation; 2015 Annual Information Staternent of the Farm Credit System; March
7, 2016. Page F-3

* Federal Farm Credit Banks Funding Corporation; 2013 Annual Information Statement of the Farm Credit System;
February 28, 2014, page 23
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housing GSEs which are subject to reform efforts to lessen the taxpayer’s exposure, the Farm Credit
System seems to be increasing its dependence upon the U.S. Treasury.

Congress created the Farm Credit System as a public option for farm finance when farmers
were having trouble getting the credit they needed from non-government sources. The conditions
that led to the creation of the Farm Credit System nearly 100 years ago no longer exist, and yet we
continue to have a government-assisted, tax-advantaged farm lender providing credit to customers
who would be able to easily borrow from taxpaying institutions like mine. In fact, the heavily
subsidized credit that FCS lends goes to those who need it least. Despite amendments to the Farm
Credit Act of 1980 requiring each FCS lender to have a program for furnishing credit to young,
beginning and small farmers and ranchers (YBS), the share of new YBS loans to total new FCS
{oans continues to be dismal—even as the assets of the System have expanded enormously. Loans
to small farmers have steadily dropped over the past several years, with small farm loans declining
from a high of 30 percent of total new loan volume in 2003* to just 14.1 percent in 2015. Clearly,
those who would benefit the most from the highly subsidized credit made available by the FCS are
not receiving the benefits that Congress intended them to receive.

Conclusion

The banking industry is well positioned to meet the needs of U.S. farmers and ranchers. U.S.
agriculture has begun to adjust to lower commiodity prices after enjoying one of the longest periods
of financial prosperity in history. USDA projectcd that at year-end 2016, farm and ranch solvency
ratios — debt-to-asset and debt-to-equity ratios — would risc to 13.23 and 15.25 percent,
respectively. Even as these measures have increased, each remains low relative to historical levels.
During the past few years, while farmers experiences unprecedented high commodity prices and
rising farm profits, farmers used their excess cash profits to retire debt and to acquire additional
equipment and land. As a result, farmers and ranchers today have the capacity to tap their equity
should there be a decline in farm profitability resulting in diminished cash flows. While no farmer
or rancher wants to take on additional debt, the strength of the U.S. farm and ranch balance sheet

gives producers options to do so if the need arises.

The banking industry remains cautious as it looks forward te the next Farm Bill. There is a
very real concern that declining commodity prices will negatively affect the farm economy and

make credit situations tighter. This is why the banking industry will continue to be involved in the

4 “FCA’s Annual Report on the Farm Credit System’s Young, Beginning, and Small Farmer Mission Performance: 2013
Results”. Office of Regulatory Policy, June 12, 2014 Board Mecting
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Farm Bill process and will offer assistance to Congress as it writes the next Farm Bill. With the
changes that have been outlined earlier, the banking industry will continue to help producers be
strong into the future. Bankers still see great opportunities in agriculture and they will stand with

their partners in agriculture to develop the best Farm Bill for all.

Thank you for the opportunity to express the views of the American Bankers Association.
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U.S. Senate Committee on Agriculture, Nutrition & Forestry
Hearing: Commodities, Credit, and Crop Insurance: Perspectives on Risk Management
Tools and Trends for the 2018 Farm Bill (July 25, 2017)

Statement of
Thomas Wynn, Partner, M&W Farm & Ranch (Egypt, TX)

Submitted for the Record

Mr. Chairman and members of the Committee, thank you for the opportunity to submit this
statement. My name is Thomas Wynn. [’m a sixth generation farmer and grow rice on my
family’s diversified farming operation in Egypt, Texas. Although I am currently in the middle of
harvesting corn, this opportunity to provide testimony on behalf of rice farmers and in my
capacity as Vice Chair of the US Rice Producers Association and member of the Texas Rice
Council was too important to forego.

The US Rice Producers Association, representing rice producers in Arkansas, Califomnia,
Louisiana, Mississippi, Missouri and Texas, is the only national rice producers' organization
comprised only of producers, elected only by producers and representing only producers in all
six rice-producing states.

USRPA strongly supports reauthorization of the farm bill. Producers need to be able to rely on
long term certainty in farm policy in order to obtain financing, make investment decisions, and
generally run a farm.

U.S. rice producers are facing historic downtumns in price, averaging ten-year lows for the
industry with a forecast of $10.50 per hundredweight for 2016/17 prices. Exacerbating this
difficulty, farm costs for production are also forecast to reach some of the highest levels on
record -- $1,000 per acre for rice — for costs such as labor, weed and grass control, equipment,
irrigation infrastructure, and conservation activities.

The safety net of price protection provided through the farm bill is critical to farmers in times
like these. Price Loss Coverage (PLC) has proven an effective tool to protect farmers during
multi-year price declines. Long grain producers like myself saw drops in prices below the
reference price after the 2014 and 2015 crop years. USRPA strongly supports maintaining the
current farm bill PLC commodity programs.

Generally, PLC is working as intended, but two issues should be examined. The timing of PLC
program payments needs to be improved in order to assist producers securing financing. USRPA
supports authorizing a partial advance PLC program payment. This would alleviate some of the
problems delayed payments have aggravated, such as input costs ahead of the planting season
and difficulty in determining cash flow and securing operating loans. In addition, my fellow rice
producers in California have discussed the necd to examine and update the reference price for
their specialized Japonica rice.
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Crop insurance has not been as effective a risk management tool for rice as it has been for other
crops and regions. Rice yields are generally consistent because rice farms are irrigated. Rice
farmers face higher production costs from risks such as increased irrigation costs or bad weather
that affects rice quality. However, we support efforts to improve crop insurance coverage and are
hopeful that an effective policy option will be developed.

USRPA strongly opposes any efforts to further lower or tighten requirements relating to payment
limits and program eligibility. Imposing additional eligibility requirements based on a producers’
adjusted gross income or other factors would only diminish growers’ ability to weather bad
times. Many producers are still struggling with the time consuming paperwork and legal expense
to comply with the current requirements. Given the countercyclical nature of farm programs,
large payments are not windfalls but critical support provided during hard times. From a risk
management standpoint, it is hard to understand imposing a $125,000 limit if a producer
qualifies for more during hard times considering that is when it is needed the most. “Actively
engaged” requirements should be revisited, refined, and expanded. The original concepts on
which payment limits and eligibility requirements are based originate back in the late 1980’s
with *“3 entities” consisting of a father and two sons farming together. This structure is so far
removed from existing current family farming operations with daughters, cousins, and extended
families that a critical examination is very much warranted.

International food aid programs also enjoy much support from rice producers. Unfortunately,
USDA and the U.S. Agency for International Development international food aid programs
continue to be a target for cuts and ill-advised changes which would greatly reduce the current
support from across the rice industry, shippers, and food-aid organizations. Rice farmers
strongly support the provision of commodities bearing the USA logo. Efforts to increase cash at
the expense of commodities should be rejected.

Trade is extremely important to the U.S. rice industry, which exports annually approximately
half of the crop. A 2015 International Trade Commission study on the global competitiveness of
the U.S. rice industry determined that rice, when compared to other crops, faces the highest level
of foreign government protection—we are the poster child for unfair trade practices. Further, to
add insult to injury, the importation of foreign rice has been increasing often coming from our
competitors that are frequently in violation of their WTO obligations. USRPA supports the
careful scrutiny and re-examination of all of our trade agreements (proposed or enacted) to
ensure that they are in the best interest of the United States. However, we urge caution in any re-
negotiation to ensure that any gains the rice industry has achieved—which in most trade
agreements are extremely limited — are maintained. For rice the current trade status with Mexico
illustrates the possibilities contained in trade agreements for specific sectors. Our neighbor and
the largest rice importer in the Western Hemisphere, Mexico averaged rice imports in recent
years of 885,000 tons. USRPA urges policymakers to carefully consider and implement/follow
actions that ensure we prescrve, maintain, and expand the most important market for U.S. rice. I
would also mention other important efforts, such as allowing access to the Cuban market,
establishing regular and transparent tenders for US rice to Iraq, and having access to the Chinese
market. Before the war Iraq was our largest rice market. In regard to opening China, this is an
effort that USRPA staff and members started and have been working on for quite some time. We
are on the verge of opening this market, and the original outreach and development was from our
participation and use in the Foreign Market Development program. We also participate in the
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Market Access Program which is crucial to our efforts to expand our export markets for all types
of US rice—including rough rice which is often neglected.

Finally, I must mention one of the most significant market enhancements that has occurred as a
result of rice farmers dissatisfaction with the price they were receiving for their rice. In southern
Louisiana rice producers collaboratcd and established a rail export loading facility and ship
loading facility which has been solely responsible for exporting over 200,000 MT of rough rice
in the past year. This market improvement has demonstrably increased the cash market to
producers by as much as $3.00 per hundredweight over existing market bids at key points in
time. These facilities have not only bencfitted producers in Louisiana, but also have drawn
Texas rice allowing farmers to particularly focus on missing export market opportunities existing
in the current export rice trade such as rough rice and identity preserved rice.

As farm bill reauthorization proceeds, we look forward to working with the Committee to bring
the negotiations to a swift and successful conclusion and would welcome the opportunity to
answer questions or provide additional information.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bili
Tuesday, July 25, 2017
Questions for the Record
Mr. Dan Atkisson

Chairman Pat Roberts

1) }am committed to working on a Farm Bill for producers of all crops and in all regions across rural
America. What challenges do you have that should be addressed in the commaodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.

NSP appreciates your commitment and leadership. We believe the commodity programs
should act as a safety net to help farmers weather periods of prolonged low prices for their
commodities or systemic revenue declines caused by forces beyond the individual farmer’s
control. We believe these programs should be reliable and predictable, thus helping the farmer
mitigate risks and helping them operate more efficiently. As a matter of efficiency, we think
the commodity programs should focus on mitigating risks that cannot be covered by federal
crop insurance.

2} 1understand that to be successful your business needs to manage risks. To help you do so,
Congress tries to help provide certainty for your operations. How would reguiatory reform or
changes help provide the certainty you need as you manage and make decisions for your
business? Please provide specific examples if possibie.

Minimizing the uncertainties is a goal of every business, including farming. Growers prepare
each year for the certainty that they will face pest and disease chalienges from endemic and,
periodically, new invasive species. However, we are increasingly uncertain if we will have the
necessary tools to protect our crops. We have seen a number of products that have had their
registrations either vacated or threatened with vacature due to federal court decisions. in May
of this year a federal court decided that EPA did not meet the consuitation requirements under
the Endangered Species Act {ESA} when registering 59 pesticides, including neonicotinoids,
despite meeting all of their Federal Insecticide, Fungicide, and Rodenticide Act {FIFRA}
obligations.

There are currently hundreds of products, including insecticides, fungicides and herbicides, that
NGO groups are suing EPA on the grounds of not meeting their ESA consultation obligations, If
past is prologue, we are at significant risk of losing these products and uses. Now that
environmenta! groups have identified a successful path in challenging the registration of
products we expect to see more lawsuits and continue to lose products uniess the conflict
between these statutes is addressed.
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The only winners in our current situation are the attorneys. U.S. agriculture needs Congress to
provide clarification to EPA, USFWS and NMFS on how the consultation process shouid work. If
we lose these products, it will increase our cost of production and hurt our competitiveness
compared to other exporting countries around the world.

Ranking Member Debbie Stabenow

Currently, the Congressional Budget Office projects that if the ARC and PLC programs were
reauthorized without changes, and farmers were given another one-time choice between the
programs, then most farmers would choose the PLC program given the current price environment
and the current floor prices set for PLC. Would you support changes to improve the ARC formula
calculations so that it remains a viable option for producers going forward?

NSP believes PLC provides the more reliable and cost-efficient safety net. From our polling of
producers, those who chose ARC did so because of a very high likelihood of generous payments
in the first two to three years of the program. If improvements to ARC were made at the
expense of PLC or Federal crop insurance, then we would not support such changes. If new
money is found for the farm bill, we think it would better be invested in PLC, or some combined
program with a revenue component that also maintains the true safety net of PLC.

Agriculture continues to struggie with the challenge of an increasing age of the average American
farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bill?

NSP appreciates your concern for this important issue. We feel like all we do as an organization
is meant to make farming viable for the next generation of independent, entrepreneurial family
farmers. There will be fewer if we are creating and adopting technology to feed an ever-
growing world, but they need to be empowered to do their work with even greater care for the
resources and land, and with greater efficiency than the generations before. We believe a
strong Title 1 that helps the producer mitigate financial risks is key. We believe a strong
conservation title with adequate resources for voluntary incentive based practices is smart. We
think crop insurance is absolutely vital for young farmers. We believe research and extension
activities are critical. We believe rural development focuses on energy, communication, water
and sewer and healthcare infrastructure are all critical.
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NSP is not opposed to special incentives for new producers, but would urge this be done
carefully so as not to upset the competitive balance in local communities. We must make sure
our 40, 50 and 60 year old farmers can hang on too. NSP would also urge you to consider ways
that expiring CRP acreage or other unfarmed base acreage could be incented to come back into
production giving young farmers more options.

3} Several proposals have been made to raise the individual loan limits on FSA Direct and Guaranteed
Operating and Farm Ownership loans to reflect increased costs of production and land values.
However, a concern | have is that if the individual limits are doubled or raised from their current
positions of $300,000 and $1.399 million for direct and guaranteed loans respectively, without a
commensurate increase in the overall levels of funding for FSA loans, then the total overall
number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggling
to make ends meet. For example, as recently as last year, USDA had shortfall in funding for these
loans programs partway through the year putting a hold on new ioans for hundreds of farmers
nationwide until a new spending bill was passed. With the exception of Direct Farm Ownership
loans, each of the FSA loan programs have reached or come near to using all available funds in
recent years. If the individual loan limits were higher, the funding shortfall that cut off farmers'
access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase in
overall funding for the loan programs so that farmers are not cut off from these important sources
of credit?

NSP supports raising the individual loan limits to meet the needs of commercially viable
operations in all regions. NSP also supports raising the overall loan authority to meet increasing
demand.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bil!
Tuesday, July 25, 2017
Questions for the Record
Mr. William Cole

Chairman Pat Roberts

1) | have said several times that we intend to examine programs across the board to see if they
are functioning as intended. I'm concerned that the RMA Education Qutreach Program may
not be getting the results intended and promised from the dollars spent. In your opinions,
does this program significantly help program delivery of crop insurance?

William Cole

Agents are the key to education and outreach because agents are the boots on the ground for
crop insurance. Agents are the trusted advisors of their farmer customers and, as such, the
relationship extends well beyond assisting farmers with the crop insurance products into the
broader context of risk management. | am not very familiar with the RMA education outreach
program and would encourage such programs to involve agents to ensure that farmers receive
the benefit of any program designed for their benefit.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mr. Mark Haney

Ranking Member Debbie Stabenow

1) Nearly half of the returning veterans from iraq and Afghanistan come from rural
communities. In the last Farm Bill, we created a new Military Liaison position and provided priority
funding for returning veterans that are interested in transitioning into farming. Can you describe
how your organization is working with veteran farmers? Are there any Farm 8ill programs in
particular that you see as most helpful to veterans interested in farming, and is there anything we
can do to build on that success?

Patriot Project

The Farm Bureau Patriot Project is a national mentorship program that connects military
veteran beginning farmers with experienced farmers and ranchers in their local area. The
American Farm Bureau Federation {AFBF) operates the Patriot Project and works with state
Farm Bureau staff to implement the program in their states.

In 2015, AFBF piloted the Patriot Project in partnership with Texas Farm Bureau and Arkansas
Farm Bureau. Farm Bureau staff served as the leads to implement the pilot in their states.
Through the pilot, best practices were identified to help create successful mentorship
relationships. The Patriot Program has now been expanded to additional states.

The Patriot Project is organized as a six-month program that focuses on relationship building
and business development. The program is based on the mentorship research of Dr, Lindsay
Hastings, Clifton Professor of Mentoring Research at the University of Nebraska-Lincoin. Dr.
Hastings’ research explains that successful mentorship occurs when a friendship is developed
first. As a result, the Patriot Project focuses on relationship building between the mentor and
mentee for the first few months and then focuses on business development after trust has
been established. AFBF works with the state leads to adapt the Patriot Project to the unique
conditions and needs of their states. AFBF also provides state leads with a Patriot Project toolkit
that includes guides, forms, recruitment materials and promotional materials to help state
leads launch the program in their state.

Partnership with Farmer Veteran Coalition {FVC)

In 2013, FVC entered into an agreement with the American Farm Bureau Federation. This
agreement was a commitment to firmly put Farm Bureau behind the efforts of FVC. Qur new
national Board of Directors of FVC included representatives of these our organization.
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Some state Farm Bureau leaders participated in the Farmer Veteran Stakeholders Conference.
This is the third year AFBF has partnered with the FVC in sponsorship and support of the
conference that brings together national and regional organizations to discuss issues facing
veteran farmers across the country.

Farm Bureau believes the Military Liaison position has been very useful and would be
supportive of keeping that position active at USDA. We are also very supportive of the various
beginning farmer and rancher programs authorized under the 2014 farm biil.

Senator Amy Klobuchar

2} Over the past few decades, we have made progress in increasing access to credit for
new and beginning farmers, yet | still hear about difficulties they face. | want to make sure that
any changes to the Farm Service Administration {FSA) lending programs we consider as a part of
the next Farm Bill preserve access to FSA financing for new and beginning farmers. Do current
USDA loan programs meet the needs of new and beginning farmers who rely on FSA lending
programs? If not, how should we address this issue and what precautions can we put in place to
ensure that funding remains available for new and beginning farmers?

The Farm Service Agency has received more requests than usual over the past few years as
credit conditions in the farming sector have declined.

While we certainly support streamiining programs to benefit young and beginning farmers, we
generally believe USDA lending programs do indeed meet the needs of new and beginning
farmers who rely on FSA lending programs. Making credit available to beginning farmers and
ranchers as well as socially disadvantaged farmers is a priority for the Farm Service Agency
{FSA}. Under the direct loan program, 75 percent of farm ownership loan funding and 50
percent of operating loan funding is reserved for the first 11 months of the year. Under the
guaranteed {oan program, 40 percent of funds are reserved for both ownership and farm
operating loans for the first six months of the fiscal year. Congress made the following changes
in FSA loan programs in the 2014 Farm Bill: 1) Gave USDA discretion to allow alternative legal
entities to qualify for farm ownership loans. 2} Granted USDA discretion to allow alternatives to
meet the three-year experience requirement for direct loans. 3) Created a microloan program
for direct and guaranteed loans. The maximum loan is $35,000, with a total microloan
indebtedness of $70,000 for any borrower. 4) Eliminated term limits on guaranteed farm
operating loans. 5) Increased the maximum down payment loan under the farm ownership loan
program to 45 percent or $667,000. &) Authorized appropriations of $150 million each year
through FY 2018 for conservation loans.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mrs, Jennifer James

Chairman Pat Roberts

1) Iam committed to working on a Farm Bill for producers of all crops and in all regions across
rural America. What challenges do you have that should be addressed in the commodity
programs? Please tell me about specific problems or risks, as we will need to be creative
regarding solutions.

The commodity programs that were introduced in the 2014 Farm Bill created a safety net that has
ensured that farmers are able to stay in business through up and down markets. The Price Loss
Coverage (PLC) especially provides farmers with a reliable and steady guarantee. While the
programs are largely working as intended, that is not to say that they are without their flaws.

Within Title 1 of the 2014 Farm Bill, growers were able to choose between PLC and ARC. Some
rice farmers chose ARC because it looked attractive up front during relatively good times. Now
that safety net has eroded and provides no reliable protection. Thankfully, the majority chose PLC
as their primary safety net. The program has been tested as prices settled below the reference price,
and while it is not making anyone whole or providing windfalls, it is providing reliable and
consistent and fair assistance to all the producers who enrolled.

For both ARC and PLC, one shortcoming we note is on the timing of assistance. In the South,
payments are made nearly 18 months after the crop has been planted. The time period is further
extended for rice growers in California who are not issued their assistance until February, nearly
two years after the crop was planted. Another challenge is the fact that the reference price set in
statute, while sturdy for now, has not and will not keep pace with rising productions costs.
Indexing or otherwise increasing reference prices could improve both PLC and ARC. Any
assistance to increase the reference price for rice along with accelerating the payment of Title 1
assistance would be appreciated by the rice industry.

We strongly oppose adjusted gross income (AGI) requirements. The farming industry goes through
good and bad times and we feel that AGI limits a farmer’s ability to build up necessary reserves to
weather this cycle. Limiting a farmer from receiving necessary assistance due to success in prior
years can significantly affect their productivity and profitability is subsequent years.

Finally, we feel that the $125,000 payment limit does not adequately address the needs of rice
farmers in the current market. Capping the payment limit does not help farmers who often exceed
$125,000 in losses and need assistance to recover their losses. It is critical to have a policy that
provides farmers with assistance when they experience small and large losses.
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Ranking Member Debbie Stabenow

1) As business men and women, most farmers understand the importance of reducing input
costs while at the same time maximizing yields. Many conservation practices — like
conservation tillage, cover crops and nutrient management — can help farmers do both. Can
you share whether you consider conservation activities like this as tools in your risk
management toolbox and should the next Farm Bill continue to support these types of
conservation activities? What could be done through the Farm Bill to make conservation
work for more farmers?

Conservation practices are a critical component of the operations on my farm and are a large part of
the work that I do with USA Rice. In 2015, a joint USA Rice, Ducks Unlimited partnership was
awarded $10 million dollars by the USDA’s Natural Resource Conservation Service (NRCS) to
implement a Regional Conservation Partnership Program (RCPP) project across the six major rice
growing states. The RCPP directly funds Environmental Quality Incentives Program (EQIP) and
Conservation Stewardship Program (CSP) contracts with rice farmers and has helped facilitate over
200 EQIP contracts with growers throughout the country.

EQIP and CSP contracts provide incentives for farmers to implement conservation practices on
their farms that have proven benefits to the environment. Through investments in water resource
management, irrigation efficiency, fencing, and erosion control, we have improved soil health,
reduced erosion and runoff, and conserved water.

These programs also serve as economic drivers of farming communities. In order to complete the
paper work for the contracts, farmers need to employ a variety of specialists including engineers,
outside technicians, and soil and water experts. In rural communities, this additional economic
activity provides a nccessary injection of money into our economies.

The benefits to the environment provided by these programs often come as an added expense to our
farms. Management practices have proven long term benefits for waterfowl, but they ultimately
reduce farm profitability. Because of this added expense, we ask that the next Farm Bill address the
current EQIP rule which places a three-year limit on funding annual management practices
implemented “purely for the benefit of wildlife”. Without a long term guarantee, farmers are less
likely to continue implementing wildlife management programs if their cost-share assistance is
terminated after three years.

It is critical that this program is reauthorized in the next Conservation Title. Each year we have
watched as the EQIP and CSP are targeted in the appropriations process. By reducing funding, you



)]

3)

278

are severely limiting a farmer’s ability to invest in conservation programs that benefit the
environment and their local economies.

Agriculture continues to struggle with the challenge of an increasing age of the average
American farmer. There are many barriers to entry for new farmers, particularly those
without a family history in farming and agriculture. Every commodity faces similar and
unique challenges for their beginning farmers; can you describe the biggest challenge facing
producers in your industry and ways you and the organization you represent are working to
support new and beginning farmers? Are there opportunities you see to help support these
farmers in the upcoming Farm Bill?

My family has been involved in rice farming for over 100 years and our farm is recognized as an
Arkansas Century Farm. The farm has provided a living for our family for four generations and we
are currently raising the fifth generation. My son dreams of obtaining a degree in Agriculture and
returning to work the family farm on land that has been farmed since the late 1800s. I am fearful
though that because of restrictive rules and the current adjusted gross income (AGI) means test, he
will have to downsize our family’s farm. Even if he were to farm with his first cousins, they would
not be considered a family farm because my brother left the farm last year to pursue another
business venture.

The 2014 Farm Bill made substantial changes to payment eligibility provisions, including a
tightening of the “actively engaged” requirements. The USDA’s 2015 Actively Engaged in Farming
regulation that followed created no safeguards for families to maintain “family farm” status
following the death or retirement of a lineal family member. I do not believe it was the intent of
Congress to force family farms out of eligibility due to family transition, but that is now a reality
due to Federal regulation. It is necessary for this Committee to revise the USDA statute in order to
protect family farms and safeguard them in the case of an unexpected break in the linkage of their
operating structure.

In order to continue to lineal structure of the family farm, and to bring new farmers into the work
force, we also need to ensure there is adequate funding for the farm safety net. Every time this is put
under threat, farmers are at risk of being put out of business. Farmers take on significant risk with
their operations. They are affected by weather, pests, disease and a myriad of other factors that
could bankrupt them and their operations. The farm safety nets is one of the few predictable factors
that helps their operations survive through good times and bad.

Several proposals have been made to raise the individual loan limits on FSA Direct and
Guaranteed Operating and Farm Ownership loans to reflect increased costs of production
and land values. However, a concern I have is that if the individual limits are doubled or
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raised from their current positions of $300,000 and $1.399 million for direct and guaranteed
loans respectively, without a commensurate increase in the overall levels of funding for FSA
loans, then the total overall number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net
farm income has dropped to half of what it was just three years ago and many producers are
struggling to make ends meet. For example, as recently as last year, USDA had shortfall in
funding for these loans programs partway through the year putting a hold on new loans for
hundreds of farmers nationwide until a new spending bill was passed. With the exception of
Direct Farm Ownership loans, each of the FSA loan programs have reached or come near to
using all available funds in recent years. If the individual loan limits were higher, the funding
shortfall that cut off farmers' access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and
farm ownership loans should not be raised unless it can be certain there is a commensurate
increase in overall funding for the loan programs so that farmers are not cut off from these
important sources of credit?

USA Rice believes the individual limits need to be raised to reflect commercial viability across all
regions. We also support an across the board increase in funding for loan programs so that all
would be borrowers can have access to the program. Farmers are often depend on these loans in
order to weather fluctuations in the markets, and it is necessary to have these safeguards in place.
This is especially true as we have seen farm income drop in the past few years. When the current
farm bill was passed in 2014, U.S. rice averaged $16.30 per hundredweight. The current forecast for
2016/2017 prices show an average price of $10.50 per hundredweight. This is a decrease of 36
percent and a ten year low for the industry. Depriving farmers of the ability to access a ready pool
of loan programs prohibits their ability to know with certainty that they are able to continue to work
their lands.

For young and beginning farmers, loan guarantees are necessary to establish their farms. They often
have not had the opportunity to build adequate reserves and rely on federal assistance in order to
sustain and build their farms. It is critical that there is an increase in the overall funding for loan
programs in the next Farm Bill in order to lessen the barrier for entry and decrease the risk that
young farmers take on.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mr. Roger Johnson

Chairman Pat Roberts

1} Inyour testimony, you requested that the Committee explore liability insurance for direct to
consumer sales. This would be a significant departure from the intent of the crop insurance
program, and would seem to be intended to replace product liability insurance that provides
coverage under state laws. In addition, creating a new program would be extremely expensive
and could include products far outside of the agricuiture space. Current federal programs
supporting direct to consumer sales of agricultural goods include the Farmers’ Market and
Local Food Promotion Program, Farm to School Grant Program, Senior Farmers’ Market
Nutrition Program, WIC Farmers’ Market Nutrition Program, and Community Food Projects
grants. Given the expense and complication related to the creation of farmers’ market
insurance, how can farmers who sell direct to consumer better utilize existing programs to
support their businesses?

National Farmers Union supports improved access to reasonably priced liability insurance
for small local-market and direct-marketing producers. NFU is also a strong supporter of
traditional crop insurance, including policies for fruit and vegetable production, as well as
new products like the Whole Farm Revenue Protection policies (WFRP). We commend the
committee for including important improvements to the federal crop insurance program in
the 2014 Farm Bill that provide improved risk management to a more diverse range of
agricultural production. However, we ask that the committee continue to work to improve
access to these tools to farmers who have not traditionally used them.

Liability coverage nceds for direct-to-consumer farms is often a much bigger challenge than
it is for most commodity production. Farm tours, educational events, and the delivery of
unprocessed or minimally processed food directly to consumers present serious risks that are
not presently met with private insurance. Generic small business policies, which are not
tailored to farms, are not meeting the needs. We ask that the committee continue to look for
innovative ways to support the risk management of these valuable farming operations,
perhaps through private-public partnerships similar to federal crop insurance.

NFU supports existing federal programs that promote market expansion for direct to
consumer farmers as well as those available for market expansion for the rest of agriculture.
These valuable programs provide a great service to farmers and NFU applauds the
committee’s continued commitment to these efforts. Market expansion programs do
however provide a differcnt value for producers than those programs that directly help
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producers at the farm level. We encourage the committee to strive to develop risk
mitigation strategies for individual farmers across all sectors of agriculture. We hope we
can work with the committee to find solutions to support the broad diversity of farms that
exist today.

Ranking Member Debbie Stabenow

1) Nearly half of the returning veterans from irag and Afghanistan come from rural communities.
In the last Farm Bill, we created a new Military Liaison position and provided priority funding
for returning veterans that are interested in transitioning into farming. Can you describe how
your organization is working with veteran farmers? Are there any Farm Bill programs in
particular that you see as most helpful to veterans interested in farming, and is there anything
we can do to build on that success?

National Farmers Union supports veteran farmers and ranchers through various educational
programs. The Beginning Farmer Institute (BFI) provides training to help beginning farmers
and ranchers manage financial risk and access land, credit and markets. In Addition, the
Beginning Farmer Forum (BFF) is a weekly blog post and online discussion group dedicated
to providing beginning farmers and ranchers the information they need to succeed early in
their farming careers. The blog posts note special incentives available to veterans, and the
associated discussions provide additional insight and guidance on how these programs can
enhance beginning and veteran farmers” and ranchers’ operations.

The 2014 Farm Bill included several provisions that improve existing programs and provide
new opportunities for veteran farmers and ranchers. Preference offered through the
Conservation Stewardship Program and Environmental Quality Incentives Program help
veteran farmers and ranchers run more efficient operations and become better stewards of
the land. The Conservation Reserve Program-Transition Incentives Program expands
veteran farmers and ranchers’ access to land, and preference awarded through the Value
Added Producer Grant improve veterans’ farm profitability and access to markets.

Many veteran farmers rely on FSA’s Direct Operating and Ownership Loans to purchase
land and equipment or improve their farm’s profitability. Pension, life insurance, health
coverage and other benefits earned through military service make veterans attractive
borrowers. Veteran farmers’ and ranchers” access to credit could be further enhanced by
improving FSA’s consideration of these benefits when making lending decisions to
veterans.

The Beginning Farmer and Rancher Development Program (BFRDP) is useful in helping
organizations provide beginning farmers and ranchers with training, education, outreach and
technical assistance. Inclusion of agricultural rehabilitation and vocational training as an
eligible service and carving out a set aside for programs serving veterans enhanced
opportunities for veterans through BFRDP. However, BFRDP grants are not awarded to
farm business management training as often as programs that improve farm production.
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Addressing this disparity would provide beginning and veteran farmers and ranchers more
comprehensive educational opportunities.

Senator Amy Klobuchar

1) Over the past few decades, we have made progress in increasing access to credit for new and
beginning farmers, yet | still hear about difficulties they face. | want to make sure that any
changes to the Farm Service Administration (FSA} lending programs we consider as a part of
the next Farm Bill preserve access to FSA financing for new and beginning farmers. Do current
USDA loan programs meet the needs of new and beginning farmers who rely on FSA lending
programs? If not, how should we address this issue and what precautions can we put in place
to ensure that funding remains available for new and beginning farmers?

NFU strongly supports robust and adequate funding for the Farm Service Agency’s (FSA)
Farm Loan Programs (FLP). Over the last several years we have seen significant increases
in demand for credit through these programs. In some instances accounts been depleted
before the end of the fiscal year. It is imperative that we ensure that this does not happen in
the future. These loans are an important lifeline for beginning and established farmers.

New and beginning farmers benefit from access to credit through USDA. Higher microloan
limits and additional flexibility added to the program in the last farm bill have yielded
expanded utilization of the program. Ensuring continued growth of this program is
important.

The direct loan portfolio is also important to beginning farmers. NFU supports increasing
the direct loan limits in the next farm bill, provided that there is additional overall funding to
meet the higher limits. Our members are supportive of increasing the limits from $300,000
to $600,000. Over the last several farm bills congress has expanded loan set asides for
beginning farmers. Ensuring that those set asides remain in place will continue to be
important.

Lastly, we hear from our beginning farmers that improvements to the program’s
responsiveness would be helpful. Beginning farmers compete for resources, such as land,
with other producers. The lack of timeliness of approvals has put them at a disadvantage in
certain circumstances. Increased efficiency in the loan program processing should be sought.
Matching the private sector’s efficiency on approval should be the goal. Providing FSA
with the resourees required to achieve this objective will be necessary.

We would also like to see a modemization effort geared towards loan servicing. We hear
stories of outdated technology and requirements that make these loans significantly more
challenging than private credit. Improving these problems in the next farm bill would help
beginning farmers.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mrs. Brenda Kluesner

Chairman Pat Roberts

1) As we continue hearing from folks throughout farm country on what needs to be improved in
the next Farm Bill, we also weicome input on what regulations and administrative burdens are
hampering producers’ abilities to continue supplying the world with an abundant and
affordable food source. Mrs. Kluesner, in your testimony you talked about a recent NEPA
regulation that’s hampering your ability to refinance some agriculture loans. Could you
elaborate a little more on this issue?

Answer:

Yes, thank you. FSA’s guaranteed loan program allows banks to help farmers restructure and
refinance debt and attain access to the secondary market and make purchases of equipment,
cattle, or farmland when producers might not otherwise qualify for commercial credit.

This rule is greatly slowing down refinancing as it requires lenders and borrowers to assess if
there will be a negative environmental impact from financing a livestock facility or from actions
involving any type of ground disturbance prior to receiving approval for a guaranteed loan.

The delays are related to the additional time it takes to do consultations with federal and state
agencies and to obtain any necessary permits. It can take several months to obtain permits.
There will also be public comment periods if a higher level environmental assessment is
determined necessary.

Ground disturbance includes leveling land to install grain bins; repairing buildings for housing
livestock; adding fencing; upgrading milking facilities; etc. If producers have already had some
type of ground disturbance they will not receive a guaranteed loan. The delay is either 12 or 24
months depending on how many animal units the operation has. Even producers without any
livestock must wait 12 months or longer to refinance their operation if there has been “ground
disturbance.” The rules differ between sizes of operations, making implementation difficult.

Historically, there has never been a waiting period after construction before a loan could be
refinanced into an FSA guaranteed loan. Dairy/livestock farmers must continually modernize
their operations to improve and/or repair facilities, buildings, upgrade equipment or enhance
manure storage aspects of their operations. Upgrading and modernizing operations allows
farmers and ranchers to survive, adapt and accommodate the next generation’s desire to enter the
farming or ranching operation. In addition, many of the projects being refinanced help protect
the environment, such as those that involve manure storage and treatment facilities. By
prohibiting refinancing in these cases, the rule causes environmental degradation.
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Further, modernized animal housing keeps animals healthier and enhances the ability of
operators to take care of their animals,

FSA apparently believes the new rule will ensure lenders do not use guaranteed loans to
refinance farm operations to avoid compliance with environmental requirements and believes it
is unlikely producers will need to refinance operations within 12 months of construction or
ground disturbance. USDA will deny a guarantee loan request if any work has begun.

However, this regulation will cause many unnecessary complications. Lenders routinely work
with customers prior to financing to ensure compliance with federal, state and local
environmental laws. Additionally, when deciding whether to finance an operation or necessary
modernization projects, banks must weigh the risks and costs of project over-runs, delays, and
the potential for lost income to producers. Banks have typically provided bridge loans pending
completion of construction or upgrades, knowing that when the final costs are determined, they
can move the loan to a more permanent financial arrangement such as USDA guaranteed loans.

We are also concerned these burdens imposed by the cnvironmental review process occur even
when the loan is to simply refinance debt without any construction. The result is that funding for
dairy modernization in Wisconsin has reached a complete standstill for family farms. No clear
timetable can be established for the length of the secondary and tertiary environmental reviews.

For example, under USDA’s interpretation, a farmer who completed a dairy parlor upgrade
within the last 12 - 24 months cannot transfer operations to their children without waiting up to
two years, depending on the size and nature of their operation. A farmer who recently built
modern livestock housing to cnhance animal health may now suffer from low milk or commodity
prices but cannot refinance the farm’s debt to more affordable terms without waiting up to 2
years, which might mean the difference between success or failure of the operation. As interest
rates rise, farmers seeking to reduce interest rate risk with an FSA guaranteed loan may now find
themselves unnecessarily paying tens of thousands of dollars more in interest costs, weakening
their cash flow and long-term viability while they await approval. Bank examiners are looking
to see if farmers can cash flow on the loans banks are extending them.

Additionally, FSA’s interpretation has resulted in competitive advantages for corporate farms,
contrary to FSA’s mission to help family farms. Instead, the loan program is effectively
restricted to those very large corporate farms that obtain investment capital in exchange for an
ownership interest in the farm business.

We believe this rule is an over-reach of FSA’s regulatory authority. There exists no legal basis
for a one to two year waiting period on refinancing guaranteed loans and we note this prohibition
was not included in the initial proposed regulation but appeared only in the final rule — which did
not give the public an opportunity for comment.

FSA needs to eliminate the 12-24 months waiting period from its interpretive guidance. In
addition, we urge Congress to add a provision to the next farm bill prohibiting USDA from using
a waiting period after ground disturbance or construction to refinance debt.



285

Senate Committee on Agricuiture, Nutrition, & Forestry
Commodities, Credit, and Crop insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mr. Nick McMichen

Chairman Pat Roberts

1} |am committed to working on a Farm Bill for producers of all crops and in all regions across rural
America. What challenges do you have that should be addressed in the commaodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.

For cotton producers, our first priority is to get cotton {fiber and seed) inciuded as a covered
commaodity eligible for the Title | portion of the safety net. ! believe the current ARC/PLC
structure has worked well for the other crops | produce that are eligibie for these programs,
however, | am significantly disadvantaged relative to the safety net for cotton since it is
currently excluded. Maintaining and strengthening crop insurance where possible is also
important, but { am experiencing first hand with cotton that crop insurance alone cannot
provide the comprehensive safety net necessary to withstand the prolonged periods of
depressed prices that inevitably confront producers of all crops.

Ranking Member Debbie Stabenow

1} As business men and women, most farmers understand the importance of reducing input costs
while at the same time maximizing yields. Many conservation practices — like conservation tillage,
cover crops and nutrient management — can help farmers do both. Can you share whether you
consider conservation activities like this as tools in your risk management toolbox and should the
next Farm Bill continue to support these types of conservation activities? What could be done
through the Farm Bill to make conservation work for more farmers?

Yes, | strongly agree that conservation practices are an integral part of the overall effort to help
reduce costs and improve yields. The next farm bili should continue the current voluntary,
working lands conservation programs that help cost-share with producers to implement
additional conservation practices that can help a producer’s bottom line, while also helping
maintain and improve our natural resources. Continued streamlining of conservation
programs, including simplifying the application, paperwork, and approval processes is
important. Specifically, exempting NRCS conservation programs from the unintended and
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unnecessary DUNS and SAMS requirements would bring important regulatory relief to
producers.

2) Agriculture continues to struggle with the chalienge of an increasing age of the average American
farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bill?

One of the biggest challenges for new and beginning farmers to enter the cotton industry is the
large capital cost for specialized equipment unique to cotton production. A new cotton
harvester, which can only be used for harvesting cotton, costs in excess of $700,000. This is
unlike a grain harvester that can be utilized for harvesting multiple crops to help spread the
costs over more production and makes it much easier for producers to shift between various
crops depending on market and weather conditions. This same flexibility does not exist for
cotton producers. Also, the lack of an equitable and effective safety net for cotton is a huge
barrier to entry for anyone considering entering the cotton industry. Without a policy for
cotton to help protect against the multiple years of low prices well below the costs of
production, it is nearly impossible for beginning producers to get the necessary financing to
begin cotton production. Cotton is a capital intensive crop, which has positive benefits
throughout the rural communities where it is produced since that generates greater economic
activity throughout the production and processing chain, however that also results in a greater
disadvantage for all producers, but especially new and beginning farmers. For these reasons it is
imperative that the next farm bill bring cotton back into the Title | safety net programs, Thisis
the most important policy action that can be taken in the next farm bill to help address the
current challenges in cotton production.

3) Several proposals have been made to raise the individual loan limits on FSA Direct and Guaranteed
Operating and Farm Ownership loans to reflect increased costs of production and land values.
However, a concern | have is that if the individual limits are doubled or raised from their current
positions of $300,000 and $1.399 million for direct and guaranteed loans respectively, without a
commensurate increase in the overall levels of funding for FSA loans, then the total overal
number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggling
to make ends meet. For example, as recently as last year, USDA had shortfall in funding for these
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loans programs partway through the year putting a hold on new loans for hundreds of farmers
nationwide until a new spending bill was passed. With the exception of Direct Farm Ownership
loans, each of the FSA loan programs have reached or come near to using all available funds in
recent years. If the individual loan limits were higher, the funding shortfall that cut off farmers'
access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase in
overall funding for the loan programs so that farmers are not cut off from these important sources
of credit?

| agree that the individual foan limits for FSA loans should be increased to better reflect the
economic realities and costs of today's full-time family farms, which in most cases requires a
larger farm size than in the past to be economically viable. | would also support additional
funding for the FSA loan programs, however | do not believe that should be finked to an
increase in the individual loan limits. While increasing both of these amounts is important, |
don’t think the limits should remain static even if overall funding cannot be made available at
the same time. For these programs to be meaningful and effective in allowing full-time family
farmers to access the credit necessary to continue their operations, the loan limits need to
better reflect the economic realities of today’s production costs.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit and Crop Insurance: Perspectives on Rusk management Tools and Trends for the
2018 Farm Bill
Tuesday, July 25, 2017

Answers to Questions for the Record
Mrs. Mandy Minick

Q. From Ranking Member Debbie Stabenow

The 2014 Farm Bill significantly improved risk management options for beginning and diversified farming
in two major ways: first by creating the Whole Farm Revenue Protection insurance, which was first
offered for the 2015 crop year; and second, by adding buy-up coverage under USDA's Noninsured Crop
Disaster Assistance Program (NAP). Ms. Minick, it was great to hear about Northwest Farm Credit's
success with Whole Farm in your testimony, and | believe it has great potential as a risk management
tool for diversified producers in places like Michigan, however we have heard some challenges based on
record keeping requirements or other factors that has limited the expansion and uptake of the new
policy. Could you describe in further detail what has worked well for Northwest Farm Credit in
particular? Do you see any are for further improvement to the policy?

A. At Northwest Farm Credit Services, our tenure with Whole Farm Revenue Protection and its
predecessors, AGR and AGR-Lite, is now approaching 17 years. As such, our expertise has grown over
the years and we have been well positioned to help our producers maximize the value of these
important programs.

More specifically in regard to WFRP, we have been successful because:

1) We jumped in to learn the program immediately by conducting training and accountability
exercises for staff

- Our agents and support staff can quickly and accurately calculate the approved
revenue and expenses from the required tax form

- Our agents understand entity structuring and how it affects the WFRP plan

- Ouragents track all special deadlines for WFRP to ensure no mistakes are made

- We expect our approved insurance providers to hire and train staff that
understands both how to underwrite the program and, to work claims.

2} Thisis paramount. if agents sell the WFRP program in areas of the country not
accustomed to selling it and the adjusters do not know how to work the claims, the
reputation of the program will falter.

3) We have created tools that aliow us to clearly show the historical revenue and expense
figures as well as the coverage options and guarantees on one piece of paper. Now, the
WFRP analysis is very simple for the producer to understand and make a purchase
decision. It also illustrates the value of this program on an annual basis.
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4}  We see all producers as prospective WFRP clientele -- regardless of size or crop make up.

We offer quotes to all that would like to evaluate their potential whole farm revenue guarantees, every
single ear.

5} We have educated our lending relationship managers on WFRP policy features, thus
helping them see the value of protecting outstanding debt with an overall Whoie Farm
Revenue guarantee. Agents and relationship managers work together in marketing the
value of the product to our customers.

6) We have educated large, agriculturally-leaning CPA firms to the benefits of WFRP for their

clients. This has enhanced our marketing and underwriting efforts. In the Northwest,
nearly all customers have the correct records to underwrite or work losses under the
WFRP program. We see a vast array of record types: third-party and disinterested party

_records, IRS records and grower contemporaneous records. We attribute our limited
probiems in record types to our history and the education we provided through the AGR
and AGR-lite programs, and now WFRP. Our customers and their accountants now know
what and how they need to provide the records.

7) Commodity premium rates in the Pacific Northwest are very reasonable and sustainable.
This has helped producers "engage" in this program every year.

8) The diversity, volatility, risk profile and high value of speciaity crops in the Pacific
Northwest necessitate a special program like WFRP since it covers the insureds adjusted
gross revenue. The product would work well in any area where they have diversified
crops, such as the state of Michigan.

9) The value of Farm Credit being an agriculturally exciusive lender cannot be overstated.
Our customers trust us with their tax returns and financial information.

To improve the program, we would recommend reducing premium commoaodity rates in many parts of
the country. If other areas, such as Michigan, were given lower WFRP commodity premium rates, the
insureds will more clearly see the value of WFRP as an integral part of their risk management strategy.

Q. From Senator Sherrod Brown

t have heard from many individuals involved in ag credit that while more farmers are depending on
credit during this downturn in prices, we are stili well within the comfortable margin of error as it relates to
debt-to-asset ratio-—and much better than we were in the 1980s. What signs should we continue to look for
that wouid indicate we are moving into more concerning territory? What weight do you give variables like
land value in viewing the long term health of Ag credit?
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A. The current downturn is certainly iess extreme than what we experienced in the 1980s. Aithough net
farm income continues to dectine and prices remain low for many commodities, challenging farmers
across the nation, we are unlikely to see conditions deteriorate to anything remotely resembling the
1980s crisis. {See attached Farm Credit Administration report).

As we closely monitor our loan portfolios we look at the following indicators to assess the severity of
the downturn;

¢ Debt-to-asset ratio — While this ratio spiked during the 1980s to a high of 46 percent in 1983,
USDA's forecast debt-to-asset ratio for 2017 is 13.9 percent. This ratio is likely to continue to
rise slowly as asset values continue to adjust to the new economic environment. Slow debt
growth and the eventual stabilization of asset values will likely resuit in a ratio significantly
lower than the 1980s.

s Credit quality ~ Although the Farm Credit System’s credit quality is expected to deteriorate
some over the next several quarters due to the current stress in agriculture, it remains
relatively very good. Nonaccrual loans as a percentage of total loans was just 0.64 percent at
year-end 2016, up from 0.56 percent a year earlier. This compares with a high of 12 percent
in 1986. At June 30, 2017, 57.9% of nonaccrual loans were current as to principal and
interest.

¢ Farmland values — In the 1980s, farmiand values plummeted as real interest rates rose and
farmers lost significant equity. Today, while Midwest farmland markets are in correction
mode from recent run ups, the decline is significantly iess. Farm values in other parts of the
nations have remained relatively stable. in all, focusing on the income generating capacity of
fand and more conservative underwriting has kept loan-to-value ratios comfortable. Given
the declining amount land in production in the U.5S., values for good quality, productive
agricultural land should continue to hold relatively steady to increasing over the long term.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bili
Tuesday, July 25, 2017
Questions for the Record
Mr. Ken Nobis

Chairman Pat Roberts

1 am committed to working on a Farm Bill for producers of all crops and in all regions across rural
America. What challenges do you have that should be addressed in the commodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.

The Margin Protection Program for Dairy (MPP-Dairy) has not functioned as Congress intended. 1
believe that MPP is the right program conceptually, but it is in need of reform. Producers have
lost confidence in the dairy program since it did not work as a meaningfui safety net when they
needed it. Restorng the feed cost formula or implementing changes to achieve the same outcome
will help enhance participation in the program, and ensure the safety of America’s dairy industry
As outlined in my written testimony, we also support reducing premium rates to make the
program more affordable for producers of all sizes; adjusting the program so that it pays out on a
monthly rather than bimonthly basis; and giving dairy producers access to other risk management
tools as enjoyed by producers of other commodities.

i understand that to be successful your business needs to manage risks. To help you do so,
Congress tries to help provide certainty for your operations. How would regulatory reform or
changes help provide the certainty you need as you manage and make decisions for your
business? Please provide specific examples if possible.

As dairy farmers, we appreciate any steps that can be taken to put regulatory certainty in place
while also providing relief. We support Agriculture Secretary Perdue’s decision to reinstate one
percent flavored milk back into our schools; this regulatory improvement will resuit in increased
mitk consumption among our nation’s youth, our future generation of farmers and consumers and
most importantly contribute to children’s heaith. We are also grateful that EPA Administrator
Scott Pruitt has begun the process of withdrawing the “Waters of the U.S.” rule which had created
significant confusion among farmers and other landowners. However, more work needs to be
done. We are supportive of legislative efforts to put regulatory clarity in place, such as the
bipartisan Farm Regulatory Certainty Act (H.R. 848} introduced in the House to protect farmers
from citizen suits when they are already working to comply with environmentatl laws and orders.
Some of the new banking regulations are proving to be at the least a nuisance, for example, our
bank required two separate farm appraisals 12 months apart for two separate loans that cost us
$10,000 each time with no major changes in the local real estate market.
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We know that producers across the country are experiencing increasing financial challenges
including obtaining operating capital from their bank or other lending institution. When you meet
with your lender, are they familiar with the Margin Protection Program? [f so, do these types of
conversations impact dairy farmers choosing what coverage levels to select or buy up?

While many agricultural lenders are familiar with MPP, dairy producers have largely enrolled at
the catastrophic coverage level since last year given the program’s failure to serve as an effective
safety net up to this point. This underscores the need to improve the program so that dairy
farmers will be more inclined to buy up to higher levels of coverage to manage their risk.

initially my lender many others were not familiar with MPP. With the multi-year experience of
poor margins in the dairy industry they have familiarized themselves with the program. Bankers
soon became aware of the shortcomings of the program just as their dairy producer clients had.
Producers and bankers, alike, don’t feel that dairy farmers have a safety net.

In my conversations with GreenStone Farm Credit Services, they are familfiar with the Margin
Protection Program, but when analyzing risk, they put very littie weight on participation in MPP.
Although the average dairy farmer in Michigan has a cost structure very competitive with the rest
of the country, the milk prices paid in Michigan fall below the average all milk price used in the
calculation of the MPP. Therefore, Michigan producers have experienced substantial margin
deficiencies without triggering MPP payment levels. The majority of M| producers enrolled in MPP
are signed up at the $4.00 coverage level.

Ranking Member Debbie Stabenow

Agriculture continues to struggle with the challenge of an increasing age of the average American
farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bil{?

While the safety net needs reform in the upcoming Farm Bill, | speak for alt Michigan dairy farmers
when | express my gratitude for your steadfast efforts up to this point, both in the Farm Bill
process and working with USDA. Regarding beginning farmers, we appreciate USDA’s actions last
year to ensure that MPP-Dairy will accommodate intergenerational transfers to help keep families
farming and allow the next generation to take over appropriately. We also support efforts in the
Farm Bill to provide beginning farmers with the tools they need as they enter the industry.
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Workforce and market access issues are probably our two most significant dilemmas outside of
the Farm Bill. As you know, we dairy farmers milk our cows 365 days a year, so we need access to
a legal, reliabie workforce and we are hopeful that the stars are aligning for Congress to address
this issue. As it relates to trade, we face continued challenges with Canada, in particular their
recent actions to implement Class 6 and 7 milk pricing in order to undermine U.S. exports of
ultrafiltered mitk and dump surplus powder onto global markets.

Several proposals have been made to raise the individual loan limits on FSA Direct and Guaranteed
Operating and Farm Ownership loans to reflect increased costs of production and land values.
However, a concern | have is that if the individual limits are doubled or raised from their current
positions of $300,000 and $1.399 million for direct and guaranteed loans respectively, without a
commensurate increase in the overall levels of funding for FSA loans, then the total overall
number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggling
to make ends meet. For example, as recently as last year, USDA had shortfall in funding for these
loans programs partway through the year putting a hold on new loans for hundreds of farmers
nationwide until a new spending bill was passed. With the exception of Direct Farm Ownership
loans, each of the FSA loan programs have reached or come near to using all available funds in
recent years. If the individual loan limits were higher, the funding shortfall that cut off farmers'
access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership joans should not be raised unless it can be certain there is a commensurate increase in
overall funding for the loan programs so that farmers are not cut off from these important sources
of credit?

| recognize the concern that raising FSA oan limits could limit the overall number of farmers able
to receive loans at a time when they are greatly needed. | would be interested in any balance that
can accommodate growth in farm sizes while still ensuring that enough farmers can receive
support from a limited pool of funding. Having increased loan limits is important given the
increased cost of agricultural operations. We suppart additional funding provided for FSA’s Farm
Loan programs to match demand with appropriate levels of resources. This will help ensure
farmers continue to have reasonable access to the loan programs. As the third largest agricultural
commodity in America, it is vital that our farmers have access to credit.
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Mr. Ken Nobis — | am a strong supporter of investing in farm energy programs that boost our
economy and bring much needed jobs. One of those critical programs is the Rural Energy for
America Program {REAP), which aids farmers and landowners in developing homegrown,
renewable energy and also in making energy efficiency improvements —~ helping to reduce overali
energy consumption and the need for foreign energy sources.

Can you describe how programs like REAP can benefit dairy farmers in particular, and share any
examples of these projects and how they can help dairy farmers and small businesses save money
on energy costs?

The Rural Energy for America Program {REAP} is one of several Farm Bill programs that helps dairy
producers monetize the value of manure and manage nutrient runoff. REAP provides financing to
help farmers access valuahle renewabie energy technologies. It is widely used in numerous dairy
states and is an important tool that helps farmers convert animal waste into energy. We are
hopeful that this program and others can be maintained in the upcoming Farm Bill.

Senator Sherrod Brown

| have heard from dairy farmers from around Ohio concerned about the inadequacy of MPP, and |
believe this Committee understands the need to address risk a management for dairy farmers in
the next Farm Bill. In the meantime, what do you believe USDA can do ~ within its existing
authority — to help struggling dairy farmers?

| believe that USDA has options at its disposal to help dairy farmers in advance of the next Farm
Bill. In particular, we are supportive of an effort by the National Milk Producers Federation, which
my cooperative belongs to and for which | serve as an officer, the American Farm Bureau
Federation, and the National Farmers Union, to urge USDA to classify milk as a commodity
separate and distinct from livestock under federal crop insurance law. We do not believe that
Congress intended for mitk to be considered as livestock under crop insurance, given that the
definition of livestock under the law excludes all tivestock products. With this in mind, we believe
USDA has clear authority to determine that milk is a commodity eligible for crop insurance, and we
are hopeful that USDA wili work with the crop insurance industry to develop appropriate risk
management tools for dairy farmers.

In the face of difficult prices and margins, have you seen any major shift among producers towards
organic milk in order to unlock the added premium? What factors remain difficult for producers to
make this transition? How can this committee support dairy farmers hoping to make this
transition? What role does the limited domestic supply of organic grain play in transitioning?

While our co-op doesn’t operate in the organic market | am somewhat familiar with the
challenges faced by farmers trying to enter that space. One of the major issues is selling milk in
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the traditional market as they transition to the organic space. Organic production is much
lower per cow than conventional production but in the transition period they receive the much
lower conventional market price for their mitk. However, it is my understanding the organic
processors have more than enough organic production at the present time and as a resuit may
not be accepting new farms into the transition program. Limited outlets for organic milk may be
a bigger challenge than the limited domestic supply of organic grain.

I appreciate your comments on my bill, the Agriculture Environmental Stewardship Act, | am
hopeful that we can include it in this committee’s final bill. Other than credits to cover the upfront
costs of environmental controls, how eise can this committee empower dairy farmers to be great
stewards of the land? How can we better encourage dairy farmers to participate in voluntary
conservation programs like EQIP and RCPP?

Voluntary conservation is critical to protecting our air, land, and water resources. Farmers are the
original environmentalists, their livelihood depends on sound environmental practices, and i firmly
believe that we are all conservationists at heart. EQIP has strong support among dairy farmers
given its flexibility and its focus on livestock operations, and RCPP is a promising new opportunity
to deal with particular water quality challenges around the country. Targeting RCPP funding
towards these critical watersheds would help ensure that dairy farmers are abie to make the best
use of the conservation title as we work to proactively solve these problems, like your biil does.

Senator Amy Klobuchar

The Margin Protection Program (MPP) for dairy, which was part of the 2014 Farm Bill, has falien
short of being an effective safety net for dairy farmers. in 2016, a year of low milk prices and tight
on-farm margins, dairy farmers paid $7.8 million more into the program than what they received.
Fixing the issues in the MPP is ane of my main priorities in the upcoming Farm Biil. What do you
believe is the most important change that we can make to the Margin Protection Program so that
it can serve as an effective safety net?

Most importantly, MPP needs to be reformed so that it accurately reflects the challenges dairy
producers face. Restoring the feed cost formula by undoing the 10 percent cut that was made
during the last Farm Bill process will help make the program more accurate and responsive to
dairy farmers during difficult years, and reducing premium rates will better enable producers to
buy up to the higher levels of coverage that will best protect them during those challenging times.
The changes made through the appropriations bill are a step in the right direction and we are open
to other ways the MPP program can be improved.

One of the concerns I've heard from milk producers in Minnesota is the lack of access to Risk
Management Agency (RMA) risk management options. Dairy is one of the few commodities that
cannot utilize both RMA and Title | programs without restrictions. How would having additional
risk management options to choose from help you and other dairy farmers?
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As you know, farm safety net programs, like MPP, are meant to cover sustained difficult periods
for producers, whereas crop insurance can be heavily customized by the farmer to cover a wide
range of prices, revenues, and yields. Giving dairy farmers access to crop insurance programs run
by the Risk Management Agency would give them the same options as producers of other
commodities, as you correctly point out. Crop insurance products still require farmers to have
‘skin in the game’ but give producers a number of options as to how they would like to manage
their risk. We are hopeful that USDA will classify milk as a commodity under crop insurance to
pave the way for creating additional tools for dairy farmers.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bil
Tuesday, July 25, 2017
Questions for the Record
Ms. Meredith Rogers

Chairman Pat Roberts

1) 1am committed to working on a Farm Bill for producers of all crops and in all regions across rural
America. What challenges do you have that should be addressed in the commodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.
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2} lunderstand that to be successful your business needs to manage risks. To help you do so,
Congress tries to help provide certainty for your operations. How would regulatory reform or
changes help provide the certainty you need as you manage and make decisions for your
business? Please provide specific examples if possible.

v changes have been helpful but many times the regulatory penduium
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Ranking Member Debbie Stabenow

1} Agriculture continues to struggle with the challenge of an increasing age of the average American
farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportumtles you see to help support these farmers in the upcoming Farm Bill?
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First, farm programs have to work for the individual
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2) Several proposals have been made to raise the individual loan limits on FSA Direct and Guaranteed
Operating and Farm Ownership loans to reflect increased costs of production and {and values.
However, a concern | have is that if the individual limits are doubled or raised from their current
positions of $300,000 and $1.399 million for direct and guaranteed loans respectively, without a
commensurate increase in the overall levels of funding for FSA [oans, then the total overall
number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggling
to make ends meet. For example, as recently as fast year, USDA had shortfall in funding for these
loans programs partway through the year putting a hold on new loans for hundreds of farmers
nationwide until a new spending bill was passed. With the exception of Direct Farm Ownership
loans, each of the FSA loan programs have reached or come near to using all availabie funds in
recent years. If the individual foan limits were higher, the funding shortfali that cut off farmers'
access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase in
overall funding for the loan programs so that farmers are not cut off from these important sources
of credit?

Your guestion brings to light the chalienges faced by the Committee when the needs for this

1
tion of the Farm Bill are even greatey than when the 2014 farm Bill was drafted. Product

the only viable solutior
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Bruce Rohwer

Chairman Pat Roberts

1) Iam committed to working on a Farm Bill for producers of all crops and in all regions across rural
America. What challenges do you have that should be addressed in the commodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.

First, in the case of crop insurance, we have a program that is currently working
well. Therefore, it is imperative crop insurance is not degraded by imposing a cap
on the premium discount or imposition of AGI constraints, both of which will
decrease participation in the use of crop insurance by larger farms thereby
reducing the insurance pool. Second, the ARC-County program option needs
more uniform use of yield data, i.c. consistent use of RMA yield records as well
as an improvement in the yield history, something longer than the 5 year Olympic
average. Also, a reduction in the deductible from 14 percent to 10 percent should
also be considered to better mitigate the risks associated with a decline in
commodity market conditions.

Ranking Member Debbie Stabenow

1) Iam a firm believer that we don’t have an economy and we don’t have jobs unless we are growing
things and making things here in Michigan. The 2014 Farm Bill provided important investments in
biofuels and biobased manufacturing, but we have the challenge of finding funding for these
programs going forward. Speaking from your perspective as a producer, how important are
programs like these energy title programs that help farmers find new markets, and particularly in a
period of low prices?

New markets are important to corn growers, especially when prices are low and
we need additional demand. We must look for new uses and possibilities for
increased market choice for consumers.

In the effort to produce and utilize biofuels, either as an alternative to, or in
connection with, petroleum based liquid transportation fuels, delivery to the
customer must be done through the existing dispensing infrastructure owned and
operated by our competitor. Therefore, programs in the Farm Bill’s energy title
must support and compliment the Renewable Fuels Standard (RFS) in order to
help build on its success and support further development of advanced biofuels.
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Farmers are directly eligible for two of the programs in the Farm Bill’s energy
title. Farmers can take part in the Biomass Crop Assistance program, provided
they are producing biomass feedstocks intended to go to USDA-approved
processing facilities. Farmers are also eligible for loans and grants through the
Rural Energy for America Program to assist with costs of installing renewable
energy and energy assistance programs, such as biogas systems.

In order to help support biobased products and commercialization of new
advanced biofuel production, the 2014 Farm Bill updated and extended the
BioPreferred Program, the Biorefinery, Renewable Chemical and Biobased
Product Manufacturing Assistance Program and the Bioenergy Program for
Advanced Biofuels. We must remember that in the development of truly new
products, time and patience are rcquired before a new product achieves large scale
acceptance and demand. This can take decades, but during this development time
support must be dependable and consistent to achieve full commercialization.

Finally, we also believe that expansion of programs such as MAP and FMD will
provide more export opportunities for biofuels in the near term.

As business men and women, most farmers understand the importance of reducing input costs while
at the same time maximizing yields. Many conservation practices — like conservation tillage, cover
crops and nutrient management — can help farmers do both. Can you share whether you consider
conservation activities like this as tools in your risk management toolbox and should the next Farm
Bill continue to support these types of conservation activities? What could be done through the
Farm Bill to make conservation work for more farmers?

Conservation tillage, cover crops and nutrient management are always good
practices on the farm, but during tight economic times it is obvious they are also
very cost-effective practices. These practices also allow a farmer to leave his/her
farm in better shape for the next generation. Title II programs enhance a farmers’
stewardship efforts and build on the environmental gains producers have made. It
is important that this farm bill continue to emphasize our efforts on voluntary,
working lands conservation programs such as CSP and EQIP. There is no doubt
that adequate funding for conservation programs should be provided in the next
farm bill.

The vast majority of com, soybeans, and wheat growers chose to participate in the Agriculture Risk
Coverage (ARC) program, which protects against both price yield losses, rather than the Price Loss
Coverage (PLC) program that only protects against price, and a number of producers of other
commodities also participated in the program. While I have heard of several areas where the
program could be improved related to the yield data or revenue guarantee, in general did the ARC
program function properly and assist farmers during the price decline we have seen since the
passage of the 2014 Farm Bill?
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Despite some of the administrative issues that NCGA has raised with the Farm
Service Agency, the ARC program, overall, has delivered substantial financial
assistance to cushion producers against the sharp declines in prices.

Exceptionally high yields in some regions have offset some of the price decline’s
impact, resulting in lesser payments than those received in areas with more typical
yields, demonstrating how well the program has targeted payments.

Currently, the Congressional Budget Office projects that if the ARC and PLC programs were
reauthorized without changes, and farmers were given another one-time choice between the
programs, then most farmers would choose the PLC program given the current price environment
and the current floor prices set for PLC. Would you support changes to improve the ARC formul:
calculations so that it remains a viable option for producers going forward?

Surveys conducted by our affiliated state associations have indicated strong
support for providing a revenue based program option in the next farm bill. We
believe appropriate changes can be made to improve the ARC program’s risk
management effectiveness in an extended low-price environment without
compromising its market orientation.

Agriculture continues to struggle with the challenge of an increasing age of the average American
farmer. There arc many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bill?

First, the most effective way we can support new and beginning farmers is to
build demand for our agriculture products here and abroad. Expanding our
agricultural exports through more resources for the Market Assistance and
Foreign Market Development programs and facilitating investments in bio-based
products are increasingly important for improving farm income. If we enhance all
agriculture exports, we can positively improve demand for value added products
(livestock, cthanol and dried distillers” grains) which can drive morc demand for
corn. To attract young farmers into this high risk industry, we simply need to
create more profitable market opportunities. NCGA’s Risk Management Action
Team has examined different ideas on to how to bring together farmers nearing
retirement and new and beginning farmers to start the process of succession
planning. We believe a priority needs to be placed on encouraging the initial
conversation and assessment - steps that USDA and the Extension Service can
better support with more resources. Finally, NCGA made available to our
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members a discounted succession planning consultation services more than two
years ago.

5) Several proposals have been made to raise the individual loan limits on FSA Direct and
Guaranteed Operating and Farm Ownership loans to reflect increased costs of production and
land values. However, a concern I have is that if the individual limits are doubled or raised from
their current positions of $300,000 and $1.399 million for direct and guaranteed loans
respectively, without a commensurate increase in the overall levels of funding for FSA loans,
then the total overall number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are
struggling to make ends meet. For example, as recently as last year, USDA had shortfall in
funding for these loans programs partway through the year putting a hold on new loans for
hundreds of farmers nationwide until a new spending bill was passed. With the exception of
Direct Farm Ownership loans, each of the FSA loan programs have reached or come near to
using all available funds in recent years. If the individual loan limits were higher, the funding
shortfall that cut off farmers' access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase in
overall funding for the loan programs so that farmers are not cut off from these important source:
of credit?

Without appropriate funding levels, the effectiveness of these programs are
greatly reduced. This is nothing new, as I have seen the NRCS hamstrung in their
attempts to promote conservation practices due to insufficient funding to match
requests from farmers wanting to implement new conservation practices. Also, |
have observed that more practices were implemented on more acres with a
smaller percentage of cost share than when individuals were able to secure a
larger percentage of cost share. Earlier this year, NCGA was very pleased with
the action taken by the Congress to approve additional funding for the FSA’s
Farm Loan programs to avoid backlog programs experienced last year and earlier
this year. With farm income not likely to rebound any time soon, an increased
level of funding for FSA loans should be the priority for ensuring farmers and
ranchers have continued access to credit. It is particularly important that funds for
the Direct and Guaranteed Operating Loans be available as farmers confront the
continuation of lower commodity prices and further erosion of capital. NCGA
recognizes, though, the ever-increasing costs for equipment and on-farm facilities
may require loan levels that exceed currently authorized limits. We are now
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evaluating the impacts of this constraint, as well as potential consequences of
increasing loan limits without additional funds or the flexibility to increase
funding for FSA to meet increased loan demand.

Senator Sherrod Brown

1) Thank you for your testimotty, it was a comprehensive look at the state of the farm economy in

2)

3)

many parts of the Midwest. Recently, I caught up with Anthony Bush—a corn grower from outside
Mt. Gilead, Ohio. During the last Farm Bill, I heard from Anthony and other Ohio farmers that they
wanted to plant for the market, not for the program. And I'm proud to say that after working with
Senator Thune and the leaders of the Senate and House Ag Committees, the end result was the
Agricultural Risk Coverage program. In light of declining commodity prices, can you tell the
committee what the economic situation for farmers across the Midwest would have been without
the ARC program?

After a period of increasing agricultural revenue, the costs of business, rents and
variable input costs, rose quickly but have been slow to recede with the
subsequent reduction in revenue that we have seen. Crop insurance has provided
good within-year risk coverage. The ARC program has been an attempt to assist
where the revenue has receded quicker than input costs have adjusted. Without
this assistance, farmers would have found themselves in economic straights much
sooner than has been the case. Conceptually, this program has done what it was
designed to do, with the exception of some administrative difficulties and
payment disparities in some areas. Overall, it has been able to prevent the need for
an ad hoc disaster payment program.

As you mentioned in your testimony, absent changes made by this Committee, the Congressional
Budget Office projects that most com farmers will shift to the PLC in the near future. Now, I think
that providing farmers a real choice between ARC and PLC should be a priority in the next Farm
Bill. Do you believe that for ARC/PLC that corn farmers would prefer having a revenue option?
Why?

‘We know from various state association surveys and most recently a survey of the
delegates in our policy making body, Corn Congress, that our growcrs prefer
having a revenue option. As you might expect, the Price Loss Coverage option
has become more attractive with prices falling well below today’s reference
prices. Of course, the word option in this case implies that ARC is modified to
provide an effective risk management tool in a low-price environment. Qur
experience is that a revenue-based program can provide better protection against
both significant price declines and substantial crop losses, and therefore ensures
farmers planting for the market, as opposed to planting for a government program.

Should the next Farm Bill improve the ARC formula so that farmers have a fair choice between the
different types of programs again?
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The work we have done at NCGA has focused on developing recommendations to
improve the ARC program and to make sure it is a real choice in terms of
providing comparable risk management effectiveness. Moreover, we recognize
that improvements to the revenue based option must factor in the need to avoid
doing harm to the PLC option. These programs deal with the situation where the
supply is beyond the demand, thus the market is not providing sufficient revenue.
The best safety net is increased demand, which can improve revenue from the
market for farmers. That is best done through improved and expanded
international agricultural trade.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bili
Tuesday, July 25, 2017
Questions for the Record
Mr. Ron Rutledge

Chairman Pat Roberts

1) Ihave said several times that we intend to examine programs across the board to see if they
are functioning as intended. I'm concerned that the RMA Education Outreach Program may
not be getting the results intended and promised from the dollars spent. In your opinions,
does this program significantly help program delivery of crop insurance?

As a company, we do not have any specific experience with the RMA Education Outreach
Program. Educating farmers about how to best utilize risk management tools is important,
but as with all areas of government, we support streamlined and efficient programs. As
mentioned in our testimony, we support the efforts being undertaken by the Senate Ag
Committee and the Administration to review programs and regulations for inconsistencies
and inefficiencies.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commoadities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25,2017
Questions for the Record
Mr. Robert Rynning

Chairman Pat Roberts

1) Iam committed to working on a Farm Bill for producers of all crops and in all regions across rural

2

1

—

America. What challenges do you have that should be addressed in the commodity programs?
Please tell me about specific problems or risks, as we wiil need to be creative regarding solutions.

Rob Rynning: ARC-CO yields between adjoining counties have varied considerably between
adjoining counties in some regions of the country. USCA believe that this issue could be
mitigated if RMA yields were used as the first option in the cascade rather than NASS yieids.

1 understand that to be successful your business needs to manage risks. To help you do so,
Congress tries to help provide certainty for your operations. How would regulatory reform or
changes help provide the certainty you need as you manage and make decisions for your
business? Please provide specific examples if possible.

Rob Rynning: Despite this year’s drought, growers in the Northern Plains have endured in
recent years excessive wet conditions that began in the early 1990s. Many have begun tiling
their farmiand, but this effective conservation practice for managing saturated farmland has
been hampered on land that has USFWS wetiands easements. While the easements were
meant to protect potholes from drainage, the excessive setback distances that USFWS imposes
on adjoining farmiand prevents producers from managing saturated farmland that should not
be considered under contro! of the easement. USCA supports requiring the USFWS, when
administering USFWS wetlands easements, to use NRCS easement guidelines for determining
applicable setback distances from wetlands; and for mitigation options in drainage projects.

Ranking Member Debbie Stabenow

The vast majority of corn, soybeans, and wheat growers chose to participate in the Agriculture
Risk Coverage (ARC) program, which protects against both price yield losses, rather than the Price
Loss Coverage {PLC) program that only protects against price, and a number of producers of other
commodities also participated in the program. While 1 have heard of several areas where the
program could be improved related to the yield data or revenue guarantee, in general did the ARC
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program function properly and assist farmers during the price decline we have seen since the
passage of the 2014 Farm Bill?

Rob Rynning: Yes, | believe it has worked as intended except for where ARC-CO yields have
varied widely between counties due to the lack of NASS data.

Currently, the Congressional Budget Office projects that if the ARC and PLC programs were
reauthorized without changes, and farmers were given another one-time choice between the
programs, then most farmers would choose the PLC program given the current price environment
and the current floor prices set for PLC. Would you support changes to improve the ARC formuia
calculations so that it remains a viable option for producers going forward?

Rob Rynning: Yes

Agriculture continues to struggle with the challenge of an increasing age of the average American
farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bill?

Rob Rynning: Yes, support and even strengthen the USDA beginning farmer loan program. ltis
also critical for producers just starting out to strengthen or at least keep whole the other
support programs and crop insurance to enable them to mitigate risk. Lending agencies are
very risk averse these days and young farmers tend to be burdened with heavy debt. They are
also considered as high risk loans. The ability to obtain capital is crucial for young farmers.

Several proposals have been made to raise the individual foan limits on FSA Direct and Guaranteed
Operating and Farm Ownership loans to reflect increased costs of production and land values.
However, a concern | have is that if the individual limits are doubled or raised from their current
positions of $300,000 and $1.399 million for direct and guaranteed loans respectively, without a
commensurate increase in the overall levels of funding for FSA loans, then the total overall
number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggling
to make ends meet. For example, as recently as last year, USDA had shortfall in funding for these
loans programs partway through the year putting a hold on new loans for hundreds of farmers
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nationwide until a new spending bill was passed. With the exception of Direct Farm Qwnership
loans, each of the FSA loan programs have reached or come near to using all available funds in
recent years. If the individual loan limits were higher, the funding shortfal! that cut off farmers'
access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase in
overall funding for the loan programs so that farmers are not cut off from these important source:
of credit?

Rob Rynning: Yes
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Senate Committee on Agricufture, Nutrition, & Forestry
Commaodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mr. David Schemm

Chairman Pat Roberts

1) 1am committed to working on a Farm Bill for producers of all crops and in all regions across rural
America. What chalienges do you have that should be addressed in the commodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.

Wheat is a particularly unique crop. There are six different classes, each of which is grown for
different uses, It’s also grown in 42 different states under a wide variety of weather and climate
conditions. With different end uses, our farmers face different quality requirements at their
elevators. For example, | grow Hard Red Winter wheat in western Kansas. This is the primary
bread-baking wheat, and there are relatively strict protein standards for what | grow. But those
standards are different than the protein standards for Soft White wheat grown in the Pacific
Northwest or the Soft Red wheat grown on the east coast. Some of us plant our wheat in the
fall, while others plant in the spring. As such we have different production variables and varying
experiences with weather and rainfall. The safety net should be written to acknowledge these
unique characteristics and should enable a producer choice in the type of program that best fits
their needs.

NAWG believes that Title 1 commaodity programs, in porticular Price Loss Coveroge (PLC) and
Agricultural Risk Coverage (ARC), are functioning well and that producers should continue to
have a choice between the two programs as some farmers need the revenue protection with
variable yields ond others need the protection agoinst bad prices. Having said that, NAWG does
believe that there are same challenges that can and shauld be addressed in the next Farm Bill,

In regards to Price Loss Coverage, NAWG believes that the reference price for wheat should be
increased to an amount closer to $7.00 in order to serve as a more effective safety net, given the
modern cost of producing a crop. With the Congressional Budget Office (CBO) estimating that
80 percent of wheat base acres enrolling in PLC in the next farm bill it will be critical that it
works to provide the protection against poor commodity prices that is needed to enable farmers
to continue their operations.

ARC-County, again, is functioning well but NAWG believes there are changes that can and
should be made to enable it be an effective option. As the low prices of the past couple years
are factored into the benchmark formula, ARC-County will be an less effective alternative. One
option for consideration would be to set a price floor in ARC-County that would be consistent



310

with whatever final PLC reference price is established. Another option could be increase the
transition yield that can be used when a county’s yield drops below a certain level. More so, we
encourage Cangress ta require USDA to priority the use of RMA data in setting yields. We
believe this would instill more confidence in the yields used in the progrom. We also would like
to see options on utilizing smaller than county level data, in particular in very large counties out
west, to better match a farmers experience to the poyments that would be received or nat
received.

Ranking Member Debbie Stabenow

1) The vast majority of corn, soybeans, and wheat growers chose to participate in the Agriculture

2)

Risk Coverage {ARC) program, which protects against both price yield losses, rather than the Price
Loss Coverage {PLC} program that only protects against price, and a number of producers of other
commaodities also participated in the program. While | have heard of several areas where the
program could be improved related to the yield data or revenue guarantee, in general did the ARC
program function properly and assist farmers during the price decline we have seen since the
passage of the 2014 Farm Bill?

Currently, the Congressional Budget Office projects that if the ARC and PLC programs were
reauthorized without changes, and farmers were given another one-time choice between the
programs, then most farmers would choose the PLC program given the current price environment
and the current floor prices set for PLC. Would you support changes to improve the ARC formula
calculations so that it remains a viable option for producers going forward?

NAWG believes that the ARC program in general did function os intended and has ossisted
farmers during the price decline we have seen since the 2014 Farm Bill was enacted. However,
if some modifications are not made the program will not function as effectively for farmers
moving into future years. As the low prices of the past couple years have been factored into the
benchmark revenue, it has made ARC-County a less appealing choice. As such, NAWG would
support changes to improve the ARC formula in order for to be a more truly competitive option
with PLC moving forword. In my written testimony, I’ve discussed several possible options for
improving the ARC formula.

As business men and women, most farmers understand the importance of reducing input costs
while at the same time maximizing yields. Many conservation practices — like conservation tillage,
cover crops and nutrient management — can help farmers do both. Can you share whether you
consider conservation activities like this as tools in your risk management toolbox and should the
next Farm Bill continue to support these types of conservation activities? What could be done
through the Farm Bill to make conservation work for more farmers?
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Thonk you for this question. | believe that conservotion can be an important tool for formers
and | participate in Farm Bill conservation programs. NAWG members hove prioritized working
lands conservotion programs for the next Farm Bill and believe that growers should have
options for different types of conservation programs and different conservation practices.

it is important to stress that not all conservation practices work on all types of farming
operations. For instance, cover crops in western Kansos or eostern Washington state, both
heavy wheat production areas with minimal rainfall, would be very difficuit. And a fall planted
crop, such as winter wheat, needs to factor into any type of rotation or recommended

rotations. Requiring specific conservation practices would not be beneficial to growers, but
providing access to voluntary conservation programs where growers can try new approaches,
technology, and practices is helpful. Cropping systems, rotations, weather patterns, experience,
and economics will all impact a growers’ decision on whether to try a new practice or alter their
approach to farming. Going forword, conservation programs should recognize the local and
regional cropping systems, be flexible to allow for new technology and innovative practices, and
be responsive to critical issues such as weed resistance. Conservation programs should also
have broader applicability for areas with reduced rainfall or different crop rotations (beyond the
corn/soybean rotation). Administration of the programs should be done in a way to reduce
paperwork and especially elimination of the DUNS and SAM numbers.

3} Agriculture continues to struggle with the challenge of an increasing age of the average American
farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bili?

My wife and | are very fortunate that our son, Clay, has recently decided that he is going to
come back to the farm after he finishes up at Kansas State. It wasn’t an easy decision for him,
particularly when the og economy goes through such extreme swings as we’re experiencing
now. But our family has a farm that has been operating for many decades and we’ve
established a productive system on our farm that has enabled us to get through low price
periods and weather disasters. Key risk monogement and safety net programs like crop
insurance and Title 1 have also been critical for operations like ours.

As Clay comes back, he’ll certainly experience challenges along the way. We are fortunate,
though, to have a plan in place for him to become a part of our existing operation. For
beginning farmers that don’t have a family connection to agriculture, the path will be much
more difficult. The biggest challenges for a beginning farmer is access to land and access to
capital. Another recent problem has emerged with student loans. By 2011, 25% of farmers had
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a 4-year college degree (compared to 28% for nonfarmers); loan debt prevents many people
from pursuing farming because their earnings won’t cover loan payments.

Another challenge is that the average U.S. farm acre sells for over $4,100 and it can be three
times that in midwestern states. USDA has several financing options for beginning farmers to
obtain the capital they need and the Farm Service Agency guarantees loans to farmers who are
unable to obtain financing from commercial lenders. FSA also facilitates land contracts that
provide retiring farmers assurance on the future of their land and financial interests when
selling to a beginning farmer. Additionally, the Conservation Reserve Program Transition
incentive Program facilitates the transfer of land coming out of CRP owned by retired farmers to
beginning farmers. These are all valuable programs that provide support to young and
beginning farmers and these programs should be continued. However, commadity prices are
still at an all-time low while land values, cash rents, ond crop inputs remain high. This makes it
nearly impossible for a young farmer to moke a profit much less build net worth.

There are several good programs available for beginning farmers but often eligibility
requirements are too strict. Available land is hard to find, and expensive when you do, while
current commodity prices are so low that it prevents young farmers from saving and

growing. Any changes that can be made to programs to ease application requirements and
provide beginning farmers more capital assistance will be helpful. Established farmers are
buckling down on their expenses to weather the storm ahead, but beginning farmers lack the
financial reserves to keep farming for the foreseeable future. | urge you to keep this dynamic in
mind as you write the Farm Bill.

4) Several proposals have been made to raise the individual loan limits on FSA Direct and Guaranteed
Operating and Farm Ownership loans to reflect increased costs of production and land values.
However, a concern | have is that if the individual limits are doubled or raised from their current
positions of $300,000 and $1.399 million for direct and guaranteed loans respectively, without a
commensurate increase in the overall levels of funding for FSA loans, then the total overall
number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical ioan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggiing
to make ends meet. For example, as recently as last year, USDA had shortfall in funding for these
loans programs partway through the year putting a hold on new loans for hundreds of farmers
nationwide until a new spending bill was passed. With the exception of Direct Farm Ownership
loans, each of the FSA loan programs have reached or come near to using all available funds in
recent years, If the individual loan limits were higher, the funding shortfall that cut off farmers'
access to credit last year could have been even greater.
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Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase in
averall funding for the loan programs so that farmers are not cut off from these important sources
of credit?

This is a particularly important question as FSA’s loan programs have come under increasing
demand with prices remaining at historically low levels. One component of the impact of the
stress in the ag economy is that modern farming operations are a lot more capital intensive
than they were when the current limits were first put in place. NAWG is supportive of increasing
limits for FSA’s farm loan programs, and we also urge Congress to include language to ensure
that programmatic loan levels are set at levels sufficient to meet demand. Both pravisions are
necessary to enable the benefits of this financing tool to be fully recognized.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mr. Ervin Schlemmer

Chairman Pat Roberts

1) 1am committed to working on a Farm Bill for producers of all crops and in all regions across rural

2

-

America. What challenges do you have that should be addressed in the commodity programs?
Please tell me about specific problems or risks, as we will need to be creative regarding solutions.

A: The structure of the sugar policy as written in the current farm bill is sound. Trade and
administrative issues—not the core bill—are the causes of the problems our growers are facing
today. Mexico has violated our trade laws and has been dumping sugar into our market for the
past five years, threatening the operation of the policy. The new amended suspension agreements
should solve the problem, but only if there is continuous oversight, monitoring, compliance and
enforcement.

USDA does not have comprehensive sugar market data because of sugar importers outside the
U.S, industry that do not report their stocks to USDA, resulting in faulty data that over-estimates
U.S. sugar consumption and often underestimates sugar production. Those two factors can
cause an increase in imports that result in an over-supply and imbalance in the market, driving
producer prices down. When market prices approach forfeiture levels, farmers are severely
harmed because the safety net is inadequate. Accurate supply and demand data is essential in
setting import levels.

Any legislative effort to restrict CCC loans through either specified loan limits or means testing
creates a lending crisis for growers because of their two year investment-return cycle.

I understand that to be successful your business needs to manage risks. To help you do so,
Congress tries to help provide certainty for your operations. How would regulatory reform or
changes help provide the certainty you need as you manage and make decisions for your
business? Please provide specific examples if possible.

A. Excessive regulations unnecessarily add to a farmer’s cost of production and create legal
uncertainty and exposure. Costs of production frequently outpace income, and farmers are often
trying to survive on thin and even negative margins. The potential for weather-related losses, the
natural volatility of the agriculture market and the kind of predatory trade practices of foreign
countries that distort global markets create real uncertainty for farmers. By adding costs and
uncertainty, excessive regulations contribute to the hardship that farmers face.

We are encouraged that the Administration has offered a venue in which excessive regulations
might be revisited, and we appreciate the interest of the Agriculture Committees in pursuing the
important objective of regulatory relief. For instance, we applaud administrative efforts to reshape
the EPA’s Waters of the U.S. regulation to reflect the Supreme Court decisions in Riverside
Bayview, SWANCC, and Rapanos and legislative efforts to eliminate Clean Water Act NPDES
regulations that duplicate regulations under FIFRA. These and other common sense efforts are
extremely important in eliminating unnecessary and burdensome regulations that create legal
uncertainty and exposure and added costs of doing business for farmers.
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Ranking Member Debbie Stabenow

1) Agriculture continues to struggle with the challenge of an increasing age of the average American

2

farmer. There are many barriers to entry for new farmers, particularly those without a family
history in farming and agriculture. Every commodity faces similar and unique challenges for their
beginning farmers; can you describe the biggest challenge facing producers in your industry and
ways you and the organization you represent are working to support new and beginning farmers?
Are there opportunities you see to help support these farmers in the upcoming Farm Bill?

A: The biggest challenge is adequate returns for producers. Sugar prices have been depressed for
five years, driving both young farmers and growers approaching retirement out of the business, If
our farmers are to survive, market prices have to be well above the forfeiture level.

New farmers need access to credit, adequate returns for their crop and risk management tools like
crop insurance. Their cooperatives need full access to CCC loans in order to pay growers before
the sugar is delivered and paid for by customers. This allows growers to repay current loans
before financing the following year’s crop. The CCC loans also provide for long-term stability and
profitability.

The delayed passage of the National Bioengineered Food Disclosure Standard caused damage to
the beet sugar industry. We appreciate that the bill was finally passed in 2016. One of the
essential issues going forward for bioengineered foods is that the regulations are written by the
Administration in a manner that prevents discrimination against beet sugar in the marketplace.

There is no difference between beet and cane sugar, whether the sugar is grown by conventional,
organic or bioengineered methods. As stated in the definition in the law, an ingredient extracted
from a bioengineered plant that does not contain bioengineered material is not required to be
disclosed.

Several proposals have been made to raise the individual loan limits on FSA Direct and
Guaranteed Operating and Farm Ownership loans to reflect increased costs of production and
land values. However, a concern I have is that if the individual limits are doubled or raised from
their current positions of $300,000 and $1.399 million for direct and guaranteed loans
respectively, without a commensurate increase in the overall levels of funding for FSA loans, then
the total overall number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are struggling
to make ends meet. For example, as recently as last year, USDA had shortfall in funding for these
loans programs partway through the year putting a hold on new loans for hundreds of farmers
nationwide until a new spending bill was passed. With the exception of Direct Farm Ownership
loans, each of the FSA loan programs have reached or come near to using all available funds in
recent years. If the individual loan limits were higher, the funding shortfall that cut off farmers’
access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase
in overall funding for the loan programs so that farmers are not cut off from these important
sources of credit?

A: Yes, we would agree with that position.
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Senator Steve Daines

1} You dedicated much of your testimony to U.S. sugar policy and the importance of the sugar
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program. Can you expand upon how the sugar program impacts individual sugarbeet producers
like yourself and the effect it would have on Montana jobs and economy if it were eliminated or
substantially reduced?

A: The Montana sugar industry produces sugarbeets on more than 42,000 acres hy
approximately 375 farmers. Our beets are processed by hundreds of full time and seasonal
employees in Billings by the Western Sugar Cooperative and in Sidney by Sidney Sugars, Inc. The
value of our crop exceeds $200 million annually, which has a half-billion-dollar economic impact
in Montana. Without the U.S. sugar policy, our industry would not survive. Growers are on the
financial edge right now, and most did not make money on the last two crops.

We are struggling as it is, and if U.S. sugar policy were to be reduced in any way or eliminated,
loans and financing to growers would dry up, and the factories will close. Not only would rural
America be harmed, but the consolidation of the segments of the industry that remained would
bring about a lack of competition in the marketplace and threaten the supply of this vital food
ingredient to consumers and to our customers.

As you know, 100% of sugarbeets are produced utilizing biotechnology and biotech has proven to
be essential for the livelihoods of farmers and ranchers across Montana and the country. As
USDA is working through its rule-making process to develop a final rule related to biotech
labeling prior to July 2018, what should be USDA’s priorities as it moves forward?

A: The labeling regulations that the USDA designs must make it clear that bioengineering in
sugar production is not a health or safety issue. They need to follow the strict definition that a
bioengineered ingredient must contain bioengineered genetic material. Refined sugar does not
contain genetic material and is the same, whether cane or beet, or grown using bioengineering,
conventional or organic methods. Additionally, bioengineering in sugarbeet production has
provided 25 environmental benefits.

A threshold of five percent should also be used to determine whether a food ingredient is
bioengineered, because that is the national organic standard for non-organic material (not
bicengineered). The U.S. must be the leader in using this science in food production, and must
not follow countries that set threshholds at such low levels that the technology is driven out of
the marketplace.

We do not oppose voluntary disclosure as long as it is truthful and not misleading. But we
firmly believe that the choice of voluntary labeling is an individual company’s business
decision—-it must not be a mandate under the law.

In your testimony, you characterize crop insurance as an “essential risk management tool for beet
growers”. In light of the extreme drought impacting much of our state, how important is it to
ensure that crop insurance and disaster relief programs are protected as we look to writing the
next Farm Bill?

A: Without crop insurance, farmers can’t borrow and bankers can’t loan, because neither will
have the safety net they need to manage risks. Disaster bills of the past responded with too little,
too late, and were unpredictable and unreliable for both farmer and banker.

Almost 10 million acres of crop land and $10 million in ag liability were covered by insurance in
Montana in 2016. Also last year, more than $75 million in indemnities were paid to Montana
farmers for losses they incurred above and beyond their deductibles, which are on average 25% of
the value of the crop. They paid an estimated $62 million for this coverage.
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Senator Amy Klobuchar

The sugar program in the Farm Bill has operated successfully to provide a safety net for sugar
beet growers in southern Minnesota and the Red River Valley, while providing a safe and
consistent supply of sugar. How would you describe the state of the sugar beet industry? What
are your biggest challenges currently?

A: Returns to sugar growers are not in good shape, and have not been for at least the past five
years, when Mexico dumped sugar into our market. But with the recently amended suspension
agreements, we are hopeful that refined sugar prices will strengthen.

The delay of the bioengineering disclosure bill also caused injury. Now that it has been passed,
we are hopeful that the final rulemaking by USDA will make it clear that there is no differentiation
between beet and cane sugar, which are identical. The challenge lies in making sure that we get
the bioengineering disclosure regulations right. It was the intent of Congress, in its strict
definition of a bioengineered food, that highly-refined products that do not contain bioengineered
genetic material are not required to be disclosed.

Trade issues—and especially the end to Mexican dumping, as well as crop insurance, access to
credit and burdensome regulations also present challenges to the viability of the sugar industry.

The farmers in my state are willing to compete on a level playing field with sugar farmers in other
countries, but our farmers cannot compete when foreign government subsidies significantly drive
down prices to below the cost of production. I've been working with Secretaries Ross and Perdue
to ensure that our trade agreements are enforced and our policies are supportive of the sugar
industry. Now that the Administration has negotiated changes to the suspension agreements
governing Mexican access to the U.S. sugar market, what do you see as the most important next
steps? '

A: Monitoring, compliance and the enforcement of the provisions of the amended suspension
agreements.

It is vitally important for the Senate Agriculture Committee to be briefed on a regular basis by the
Departments of Commerce and Agriculture and the U.S. sugar industry regarding the
effectiveness of monitoring compliance and enforcement of the new suspension agreements.
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Senate Committee on Agricuiture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends
for the 2018 Farm Bill
Tuesday, July 25, 2017
Questions for the Record
Mr. Kevin Scott

Chairman Pat Roberts

{ am committed to working on a Farm Bill for producers of all crops and in all regions across
rural America. What challenges do you have that should be addressed in the commodity
programs? Please tell me about specific problems or risks, as we will need to be creative
regarding solutions.

The question of meeting the needs of producers of all crops in all regions was addressed
successfully in the 2014 Farm Bill. The ARC-CQ and PLC programs should be reauthorized and
producers should again be allowed to sign up for whichever program they prefer on a crop-by-
crop and farm-by-farm basis.

RMA rather than NASS yield data should be used under ARC-CO, when available, and RMA
yields in adjacent or similar counties should be used when a county lacks RMA data. This
change will reduce discrepancies in yields and payments in neighbering counties and make ARC-
CO more defensible.

As a result of lower prices since 2013, the revenue guarantee under ARC-CO will be less robust,
starting with 2019 crops. In order to make ARC-CO a fair choice versus PLC, adjustments in the
payment formula should be considered, including lengthening the price average from five to
seven years or longer and increasing the revenue guarantee from 86% to 88% or higher. The
cost of these changes would be at least partially offset by the resulting shift in participation
from PLC to ARC-CO. It should be emphasized that these changes and any resuiting shift in
participation would in no way reduce the benefits provided to producers under the PLC
program. The purpose is not to create competition between the two programs, but to give
praducers the best possible choice between them, given likely budget restraints.

Ranking Member Debbie Stabenow

The vast majority of corn, soybeans, and wheat growers chose to participate in the Agriculture
Risk Coverage {ARC) program, which protects against both price yield losses, rather than the
Price Loss Coverage (PLC) program that only protects against price, and a number of producers
of other commaodities also participated in the program. While | have heard of several areas
where the program could be improved related to the yield data or revenue guarantee, in
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general did the ARC program function properly and assist farmers during the price decline we
have seen since the passage of the 2014 Farm Bill?

As indicated in my testimony, ARC-CO as well as the PLC program functioned as intended. My
statement also identified areas where ARC-CQ could be improved in the 2018 Farm Bili to
make yields and payments more equitable between counties and to offset the lower prices we
have seen since 2013 by making it a more attractive option.

Currently, the Congressional Budget Office projects that if the ARC and PLC programs were
reauthorized without changes, and farmers were given another one-time choice between the
programs, then most farmers would choose the PLC program given the current price
environment and the current floor prices set for PLC. Would you support changes to improve
the ARC formula calculations so that it remains a viable option for producers going forward?

N
—

As a result of lower prices since 2013, the revenue guarantee under ARC-CQO will be less robust,
starting with 2019 crops. In order to make ARC-CQO a fair choice versus PLC, adjustments in the
payment formula should be considered, including lengthening the price average from five to
seven years or longer and increasing the revenue guarantee from 86% to 88% or higher. The
cost of these changes would be at least partially offset by the resulting shift in participation
from PLC to ARC-CQ. !t should be emphasized that these changes and any resulting shift in
participation would in no way reduce the benefits provided to producers under the PLC
program. The purpose is not to create competition between the two programs, but to give
producers the best possible choice between them, given likely budget restraints.

3) As business men and women, most farmers understand the importance of reducing input costs
while at the same time maximizing yields. Many conservation practices — like conservation
tillage, cover crops and nutrient management - can help farmers do both. Can you share
whether you consider conservation activities like this as tools in your risk management toolbox
and should the next Farm Bill continue to support these types of conservation activities? What
could be done through the Farm Bill to make conservation work for more farmers?

My investment in inputs on the farm are not an effort to save money but to improve my RO!.
Conservation tillage, cover crops and nutrient management can alf be good things if they
improve the production and return on investment made on them. If it takes a subsidy for me to
be able to do the practice, then it is not sustainable. | will spend a lot of money on things that
have a good chance of return on investment. if | reduce my input costs and lose production,
there is no incentive to change current sustainable practices.

Agriculture continues to struggle with the challenge of an increasing age of the average
American farmer. There are many barriers to entry for new farmers, particularly those without
a family history in farming and agriculture. Every commaodity faces similar and unique
challenges for their beginning farmers; can you describe the biggest challenge facing producers
in your industry and ways you and the organization you represent are working to support new
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and beginning farmers? Are there opportunities you see to help support these farmers in the
upcoming Farm Bili?

i don't believe that ag struggles with the increasing age of farmers. Farmers are getting older,
but it is not hecause there is a problem in ag that keeps young people out but because farming
has changed so much that it is now much easier to continue doing what you love to do. We all
want to work longer than before and we are healthier and able to do what needs doing for a
much longer time. | would say that if the age trend were going in the other direction that there
would be some serious problems to discuss. There are plenty of young people trying to get into
production ag and it is tough to do without family help. We currently have no shortage of
farmers willing and able to farm more acres in their area and the competition for land is still
strong. When the land sits idie because no one wants to take a chance on it, then we have a
problem.

Several proposals have been made to raise the individual loan limits on FSA Direct and
Guaranteed Operating and Farm Ownership loans to reflect increased costs of production and
land values. However, a concern | have is that if the individual limits are doubled or raised from
their current positions of $300,000 and $1.399 million for direct and guaranteed loans
respectively, without a commensurate increase in the overall levels of funding for FSA loans,
then the total overall number of loans FSA makes each year could be severely limited.

This would mean fewer farmers having access to critical loan programs at a time when net farm
income has dropped to half of what it was just three years ago and many producers are
struggling to make ends meet. For example, as recently as last year, USDA had shortfall in
funding for these loans programs partway through the year putting a hold on new loans for
hundreds of farmers nationwide untit a new spending bill was passed. With the exception of
Direct Farm Ownership loans, each of the FSA loan programs have reached or come near to
using all available funds in recent years. If the individual loan limits were higher, the funding
shortfall that cut off farmers' access to credit last year could have been even greater.

Do you agree that the individual loan limits for FSA direct and guaranteed operating and farm
ownership loans should not be raised unless it can be certain there is a commensurate increase
in overall funding for the loan programs so that farmers are not cut off from these important
sources of credit?

As indicated in my statement, ASA supports increasing funding available under the FSA
operating loan program to address difficulties producers are experiencing in obtaining
commercial loans due to shortages in operating capital. Such an increase should be sufficient
to allow individual loan limits to be raised, providing loan eligibility criteria are met, without
concern that funding will not be adequate to meet demand.
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Senate Committee on Agriculture, Nutrition, & Forestry
Commodities, Credit, and Crop Insurance: Perspectives on Risk Management Tools and Trends for the
2018 Farm Bilf
Tuesday, July 25, 2017
Questions for the Record
Ms. Lindsey Lusher Shute

Ranking Member Debbie Stabenow

1) Your testimony mentions the importance of the Agricuitural Conservation Easement Program (ACEP)
to help protect farmland and support transition to the next generation of farmers. What are the
biggest changes that should be made to ACEP from the 2014 farm bill to make it a stronger tool for
beginning farmers? Are there conservation tools that can be improved for beginning farmers, like the
Conservation Reserve Program Transition incentives Program?

The Agricultural Conservation Easement Program (ACEP), through its Agricultural Land Easements
(ALE} funding, helps eligible entities purchase the development rights on farmiand by matching up to 50
percent of the cost of an easement. This program is a critical tool in protecting our nation’s farmiand from
development. The four primary changes that we believe must be made to strengthen the program’s
impact and relevancy for beginning farmers are: (1) maintain and increase funding levels; {2) prioritize
projects that keep farmers on the fand; (3) maintain parity between funding allocations for wetland and
farmiand easements; and (4) increase flexibility to aliow eligible entities to use ACEP funds for projects
that get prime farmiand off the market quickly and into the hands of farmers.

Increase program funding. In the 2014 farm bill, we worked with Members of Congress to add “farm

viability” to the program purpose of NRCS’ Agricultura! Conservation Easement Program (ACEP). This
change helps ensure that federat support for farmland conservation easements will focus on protecting
the long-term viability of farmers and their businesses, as well as on protecting prime agricultural soils

from development.

Unfortunately, funding for this program is cut in haif for FY 2018, significantly undermining a program that
is already in extremely high demand at a time when 10 percent of alt U.S. farmland is changing hands
and must be conserved. First and foremost, mandatory funding for ACEP should be restored to its pre-
FY18 levels at $500 million per year.

Prioritize keeping protected lands in the hands of farmers and in production. In addition, to make it
a stronger tool! for beginning farmers, all ACEP-ALE funding should be prioritized for easerment projects
that incorporate affordability provisions and ensure that protected farmiand stays in the hands of working
farmers, Traditional conservation easements funded through ACEP prevent future development and
subdivision on conserved land, but stronger easements are needed to keep this fand in the hands of
farmers and in production. in 2013, NYFC reported that nearly 25 percent of agricuitural land trusts have
seen land go fallow or be underutitized because it was not heid by a working farmer. Once farmland
leaves production, it no longer contributes to food growth or agricultural economic development,
undermining the intent of federal dollars spent to protect it.

Working farm easements with affordability provisions, such as the Option to Purchase at Agricultural
Value (OPAV), protect the long-term affordability of land and keep it in the hands of working farmers.
Given the limits of public funding for farmland protection, and the magnitude of the challenge that
farmiand access and affordability pose for the next generation of producers, we must ensure that
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farmiand protected with federal funding remains in production and that it will provide rural economic
opportunity for working farmers and ranchers for generations to come. We must keep farmiand in the
hands of farmers.

NYFC recommends that the 2018 Farm Bill direct the Secretary of Agriculture and NRCS to prioritize in its
national ranking criteria easements that keep farmiand affordable to owner operators. We believe that this
wilt fuifill the new program purpose, increase program integrity, and result in a more viable farm sector.

Create funding parity for wetland and farmland easements. NYFC also recommends that Congress
include measures in the next farm bill to ensure parity between wetland and agricultural land easements
within ACEP. Currently, Wetland Reserve Easements (WRE) receive more of the program’s funds and
agreements. in 2015, for example, ALE aliocations amounted to just 31% of funds distributed through
ACEP, while WRE received 69%. During that same year, only 40% of agreements went to agricuitural
land. While wetland preservation has important ecosystem, water quality, and conservation outcomes,
Congress must respond to the necessity and demand for working land conservation by ensuring that ALE
is not shortchanged in the new ACEP program as it competes with WRE for funds.

NYFC recommends that Congress include language in the farm bill that requires 40% of ACEP funds go
to ALE.

Allow buy-protect-sell projects. in order to ensure that ACEP continues to serve the needs of our
nation’s current and future farmers, ACEP must allow qualified land trusts to receive funding directly while
they hold land that will be sold to a beginning or historically underserved farmer. Currently, the ACEP-
ALE program allows eligible entities to apply for program funds only if an eligible landowner is identified.
This restriction efiminates a large number of potential projects that would significantly contribute to the
protection and transition of high-quality agricultural land. The highest-quality soils are often found on
properties that are under the most development pressure and likely to move through the market quickly.
in addition, conservation easements can have a big impact on facilitating the transition of land to young,
beginning, and historically underserved farmers. These farmers are often not able to access capital or
credit quickly enough to work under the current program, however, and would greatly benefit from more
flexibility to partner with land trusts as interim property holders.

In order to ensure that ACEP continues to serve the needs of our nation’s current and future farmers,
ACEP should atlow quatified entities to receive ACEP-ALE conservation easement funding directly white
they hold fand that will be sold to a young or beginning farmer. We recommend that the statutory blocks
cited by NRCS as preventing temporary ownership by NGOs or state/local PACE programs in the ACEP-
ALE Final Rule—including reserving an easement, AGl, eligible land definition, and conservation
compliance requirements—are conditionally removed. In addition, we recommend state conservationists
be given more flexibility to respond to the specific needs of farmiand in their area of operation. We do not
support an unqualified removal of the AGI cap.

Maintain funding for, and improve, CRP-TIP. Through the Conservation Reserve Program (CRP),
landowners can enter into contracts with USDA and receive rental payments to temporarily remove
farmiand from production to conserve soil and water resources. CRP-TIP provides retired or retiring
landowners with two additional annual rental payments on land enrolied in expiring CRP contracts, on the
condition they sell or rent this land to a beginning farmer or rancher (BFR). In effect, CRP-TIP creates a
pathway for BFRs to access land. It also provides additional income to retired or retiring producers.
Barriers to participation in CRP-TIP include: matching existing landowners with the right beginning farmer
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or rancher, restrictive program requirements such as the requirement for a five-year lease, and a fack of
funding to meet demand.

Congress should (1) increase CRP-TIP funding to help meet demand, (2) assist USDA in developing a
better system for matching program participants, and {3) reaflocate any surpius TIP funds, shouid they
exist, to other land transition and conservation programs that benefit beginning farmers. Congress should
also provide more direct technical assistance to beginning farmers enroliing in the program to help start
production on land previousty enrolled in CRP.

2) The 2014 Farm Bill significantly improved risk management options for beginning and diversified farmers in
two major ways: first by creating the Whole Farm Revenue Protection insurance, which was first offered for
the 2015 crop year; and second, by adding buy-up coverage under USDA's Noninsured Crop Disaster
Assistance Program (NAP). Ms. Shute, do you have suggestions for how we can build on these programs in
the upcoming Farm Bill? Are there changes that would help make the programs more accessible for new
farmers or smaller, direct-market producers?

Farming is a risky enterprise, and uncertainty is part of the business. Young farmers are entering their
careers during a significant decline in commadity prices; they also face a changing climate. Here in New
York, tast April's snow led to nearly total crop loss for many apple growers, and just last month, three of
the farmers in our local Hudson Valley chapter were seriously injured due to a microburst. in 2011,
Hurricane Irene led to a complete crop loss for many vegetable growers in our region who suffered
flooding from nearby streams. Although farmers are diversifying their businesses and farming in a way
that increases their resilience to extreme weather, no farmer or policy can completely eliminate the risks.
We stand behind risk management tools and a strong safety net that works for ail farmers. We encourage
the Committee to continue the progress made in the 2014 Farm Biil to improve beginning farmer access
to crop insurance and disaster assistance programs, to help farmers save money and manage their own
risk from year to year, and to be mindful of program impacts on sector health.

Continue beginning farmer crop insurance discounts and improvements to the Noninsured Crop
Disaster Assistance Program {NAP), and reauthorize NAP buy-up coverage. Congress made a
number of improvements to NAP in the 2014 Farm Bill, including the option for farmers to pay a premium
for coverage up to 65% of the approved yield at 100% of the average market price—so-called NAP Buy-
Up. Congress also included administrative and premium discounts for beginning and historically
underserved farmers. According to the USDA's Economic Research Service, NAP applications doubled in
the year after these changes were implemented. For many young farmers in our network, NAP is one of
the only risk management products that is applicable to their operations, and in some cases is the
coverage they would need in order to secure a loan with FSA. We encourage the Committee to
reauthorize these buy-up provisions to keep this important program working. We also encourage FSA anc
Members of Congress to improve the process and administrative efficiency of NAP, particuiarly for smail-
acreage farms growing high-value specialty crops.

Support Whole Farm Revenue Protection (WFRP). Most young farmers today start at a smaller scale,
grow a diversity of crops and livestock, sell directly to consumers, and are more likely than previous
generations to use organic farming practices. For these reasons, farmers in our network struggled to find
a crop insurance option that was a good fit for their farms. We were encouraged when Congress directed
RMA to create a new revenue-based crop insurance product for diversified farms. With its coverage
based on revenue rather than acreage or yield, WFRP holds strong possibilities for young farmers, and
it's now available in every state and county in the country. We urge the Committee to fully support this
program in the next farm bill, and continue to improve its functionality and accessibility for fammers.
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Support saving as a risk management tool. As Congress and the USDA continue to expand crop
insurance and disaster assistance options to a broader range of farmers and crops, they should also
consider other straightforward and cost-saving opportunities to help farmers manage risk. For CSA farms
like ours, for instance, where our customers pay for their membership before each season and receive
weekly shares of farm goods throughout the year, current crop insurance programs do not fit.

While traditional farm safety net programs are critical, NYFC recommends that Congress explore new
ways to help farmers save for difficuit seasons. We recommend the creation of a special tax-free or tax-
deferred savings accounts for farmers that would incentivize year-to-year financial management, and
create a low-cost safety net for farmers who cannot utilize existing programs. We recommend that
farmers have an option similar to a Health Savings Account, where they could save up to a specified
amount on an annua! basis. We encourage Congress to make such a program also available to farm
workers, as a means to save for future farms.

Examine the significant sector-wide risk of farmiand transition and program impact. We must also
be holistic in our assessment of risk management beyond insurance products. Risk must, ultimately, be
managed across the agricultural sector. Because nearly two-thirds of farmiand in the U.S. is going to
need a new farmer in the coming decade, we see the issue of farmland transition as a significant, looming
risk to the farm economy and rural America. The challenge of farmland access is shared among all
farmers: farmers who rent, farmers ready to buy, and even farmers from multi-generational farm families.
We urge Members of the Committee to continue to examine this significant risk to our economy and food
system in full, including the impact that federal programs may have on the availability and price of
farmiand. We must keep our farmers in business today while promoting opportunities for future
generations.

3) Ms. Shute, USDA made significant changes to cut red-tape, reduce paperwork, and tailor several loan
programs to work better for new farmers. Can you summarize some of these efforts around microloan and
Farm Storage Facility Loans? Are there other areas you see where barriers could be removed to improve
access to credit for new farmers?

Since NYFC'’s inception, we have been advocating for improvements to credit options for young farmers,
including a microlending program that accommodates the specific credit needs of young growers and
barriers to access that they face. In 2013, USDA created a microloan program with a streamlined
application process and a shorter timeline. In the 2014 farmm bill, Congress created a permanent
authorization for the program and made additional improvements. Since its creation, the program has
reached over 20,000 farmers and provided nearly $500 million to their businesses. It has been one of
FSA’s most popular loan making tools, and they've expanded it to apply to guaranteed loans and Farm
Storage Facility Loans (FSFL).

In 2000, the Farm Service Agency created the Farm Storage Facility Loan (FSFL}) as a way to support
farms that needed to build or improve their on-farm storage for commodities like grain, legumes, and hay.
in 2008, through inspection of the original statute, NYFC reatized that it could easily be interpreted to
cover fruits, vegetables, dairy, honey, meat, hops, flowers and other crops. FSA and NYFC worked
together to adapt this program to address the needs of a broader range of farms. The FSFL can now be
used to build or upgrade washing and packing facilities as well as temperature-controlied storage. It has
also been expanded to cover purchase and installation of both new and used infrastructure and
equipment.
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Both of these initiatives illustrate how Congress and the USDA can improve young farmers’ access to
critical federal programs by increasing flexibility and tailoring program requirements to the small scale of
most young growers. NYFC is encouraged by this progress, and recommends the foilowing additional
improvements:

Continue FSA cooperative agreements with service providers and organizations like NYFC
as a cost-effective way to improve outreach to young, beginning, and historically
underserved farmers. In 2016, FSA entered into a cooperative agreement with NYFC to
educate our network of young farmers on the opportunities offered by FSA loan programs. Within
this agreement, we authored a forthcoming guidebook on the history, structure, and options within
the FSA loan program, aiming to encourage and emboiden young farmers to apply. in addition to
the guidebook, we've facilitated eight workshops around the country and have more planned, and
we've partnered with local organizations to help them build their own capacity. In these
workshops, attendees tour a farm to discuss credit needs, young farmers share their experiences
using FSA credit, and a local FSA loan officer presents an overview of loan products. These
workshops help demystify credit options and introduce FSA staff to local beginning farmers. Our
joint outreach efforts with the agency are having a significant effect, and we strongly encourage
FSA to continue offering cooperative agreements to improve its communications and reach a new
generation of customers.

Modernize FSA customer service to reach the next generation of farmers. In competitive
real estate markets, the FSA loan making process often takes too fong for growers to purchase
land. Non-farmers with pre-approved mortgages and cash bids can easily outbid working farmers
for farmland. The current application process can take ionger than 30 days, and funds may not be
available for months. Likewise, the current process requires farmers to turn in application forms in
person, which can compound the time and expense required of farmers, particularly in ruraj
areas. To address these barriers, the Agency must modernize the way it conducts business. FSA
should create an online self-service porta! that:

o Offers an online application process through which farmers can apply for programs,
check statuses, update records, add supporting documentation.

o Allows farmers to self-register their farms online with USDA. We believe that moving
registration online would speed the loan application process, since a farmer would be
ready to apply when they walk through the door of their USDA office.

o Offers pre-approval. We understand that a farm’s viability is linked to the quality of the
land itself, but starting the ioan application process before finding iand would enable
farmers to act quickly and effectively in a competitive real-estate market when suitable
land comes on the market.

Empower FSA agents in the field to work with young and beginning farmers. As FSA makes
steps to improve its online accessibility, it must also expand its outreach on the ground. Young
and beginning farmers report that some FSA agents don’t know about or promote young and
beginning farmer loans, or other beginning farmer initiatives within USDA. Young farmers, like
other young entrepreneurs, are innovative and open to trying alternative methods for growing
food and marketing it to their communities. Not alf agents are comfortable with these newer
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methods. FSA loan rules have been applied inappropriately, preventing young and beginning
farmers from receiving credit. NYFC was excited for the rollout of Beginning Farmer Coordinators,
and we are eager to see this program fully staffed. in addition, Congress should expand FSA's
Beginning Farmer Outreach Coordinators to all states, and encourage it to also take steps to train
every agent on the needs and opportunities for young and beginning farmers, and give them
flexibility to work with these growers.

e Invest in financial training for new farmers. For muiti-generation young farmers and those
from non-farming backgrounds, the importance of financial planning and business training cannot
be overstated, nor can they be separated from policy considerations related to credit. Increasing
opportunities for young farmers to access training and mentorship will make their startup
businesses more viable, make those farmers more credit-worthy, and open up additional avenues
to capital. One such program, the Beginning Farmer and Rancher Development Program
(BFRDP) provides competitive grants to nonprofits and universities to develop education,
extension, outreach, and training initiatives directed at helping new farmers and ranchers. BFRDP
funding has been used to develop incubator farm programs, provide business pianning and food
safety training services, promote innovative farm and ranch transfer strategies, and establish on-
farm apprenticeship opportunities to train future farmers and farm laborers. NYFC is a recipient of
this funding, and with it we built an online calculator to help farmers compare pubtic and private
options for farmiand finance. Unfortunately, this program and others fike it will be eliminated
without reauthorization in the 2018 Farm Bili. Building our national capacity and infrastructure to
train the next generation of growers is a long-term effort that requires sustained investment.
NYFC strongly recommends the reauthorization of BFRDP, as well as increasing mandatory
baseline funding for BFRDP to ensure that this program is protected from future failures by
Congress to pass a farm bill on time.

As the success of initiatives like the FSA microloan program have demonstrated, many existing federal
programs can be modified and improved to better reach the farmers we serve. Given the demands of the
current agricultural economy and the chailenging budget constraints, NYFC strongly urges the
Committee, Congress as a whole, and the USDA to examine every program, regardiess of title, to find
where efficiencies can be added, paperwork can be reduced, and barriers can be reduced to meet the
needs of young farmers over the life of the next farm bil.

4} Nearly half of the returning veterans from Iraq and Afghanistan come from rural communities. In the fast
Farm Bill, we created a new Military Liaison position and provided priority funding for returning veterans that
are interested in transitioning into farming. Can you describe how your organization is working with veteran
farmers? Are there any Farm Bill programs in particular that you see as most helpful to veterans interested in
farming, and is there anything we can do to build on that success?

Like many members of the Committee, NYFC believes strongly that returning military veterans represent
a unigue asset to our agricultural economy and rural communities, and are a key component in our
movement to create more farmers. Farming offers real and practical benefits to veterans reentering
civilian iife, while veterans can bring their dedication, character, and leadership to communities that need
them. NYFC works hard to include veterans in our nationa! network of young farmers and ranchers; we
work, for example, with organizations such as the Farmer Veteran Coalition, the Center for Rural Affairs,
and the National Center for Appropriate Technology, all of which have specific programming to serve this
important community.
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Because most military veterans entering careers in agriculture are young and beginning farmers, veteran
farmers face many of the same challenges as their non-military counterparts, and benefit from all policies
that NYFC advocates for. The 2014 Farm Bill included a number of changes to improve services to
veterans, including the creation of a Military Liaison position and the specific inclusion of veterans in key
programs like the 2501 Program, the Conservation Stewardship Program (CSP), and the Conservation
Reserve Program - Transition Incentives Program (CRP-TIP).

Congress and the USDA must continue the progress they've made in serving farmer veterans,
starting with strong investments in training and outreach. The 2501 Program, for instance, remains
the only farm bill program specifically dedicated to addressing the needs of minority farmers and military
veterans by helping institutions and nonprofits provide outreach and technical assistance to these farmers
in accessing USDA programs. Farmers of color and veterans have been historically underrepresented in
many USDA programs, and the 2501 Program has been essential in ensuring that all farmers are able to
benefit from federal programs, especially those farmers that could most benefit from federal resources. As
a growing number of post-9/11 military veterans seek to transition to farming, this program is more
important than ever. Unfortunately, in the 2014 farm bill, Congress cut funding for the 2501 Program-in
halif, to $10 million per year, even as it expanded the program to include veterans. This funding should be
restored. Likewise, failure to reauthorize and increase funding for BFRDP could have profound
consequences on the ability of USDA to provide technical, financial, and business training to ensure that
veterans are able fo start and grow viable farm businesses.

Senator Sherrod Brown

1) Your testimony touched on how FSA new beginning farmer coordinators serve as a resource for these
farmers.
a. Do you believe Extension agents could play a similar role?

Extension agents play a key role in connecting farmers with the services they need, and can
serve as a very important resource for young farmers in every community. Extension agents can
point young farmers toward heipful programs, identify and troubleshoot pest and disease
pressure, and provide timely regional updates. Many young farmers keep their local Extension
agents on speed-dial, and build important relationships that can last throughout their careers in
the field. Recent farm bills have increased research and Extension funding for small-scale and
diversified agricultural systems, beginning farmer outreach and development, and businesses
services—all of which have improved the landscape for young and beginning farmers.

FSA beginning farmer coordinators were put into place to serve the unique needs of new farmers.
With so many young people pursuing highly diversified and direct-market operations, which may
not be familiar to all agents, as well as needing more support than farmers already familiar with
FSA, these coordinators ensure that USDA supports the next generation. Likewise, we would like
to see Extension and its agents adapt their approach and technical advice to support the new
business models and growing practices of new and beginning farmers. Our farmers would greatly
benefit from more expertise on organic growing practices, pastured livestock, soil health and
vegetable disease management.

b. What other federal resources have been most instrumental in providing on-the-ground
assistance to new farmers?

Our data indicates that young farmers are increasingly conservation-minded and use practices
that build soil health and climate resilience on their farms. NRCS conservation cost-share
programs and technical assistance are critical to farm viability. EQIP and CSP are essential to
supporting farmers in the face of climate change, drought, and other natural resource chalienges.
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Unfortunately, working lands conservation programs have been targeted for significant cuts in the
annual appropriations process since the passage of the 2014 Farm Bill. These programs yield a
significant return on their investment and funding for them shouid be restored.

EQIP and CSP currently have set-asides that give beginning farmers priority in the application
process. To keep up with demand, however, and because of the return on investment from these
projects, Congress should raise the reservation rate for beginning farmers from 5 to 15 percent.

Members of Congress should also ensure opportunities for small-scale producers within
programs. Under EQIP, small-scale farmers, which include many young farmers, are often at a
competitive disadvantage with larger operations for program funds and NRCS staff resources. To
improve parity and equity for these farmers, Congress should establish a pilot small-acreage
EQIP initiative to help ensure that EQIP funds are more cost-effective and equitably administered
to small-acreage operations. Funding for the program shouid be set aside through existing EQIP
funds. The pilot program shoutd further streamfine the EQIP apptication process to reduce the
paperwork required for small operations and set aside technical assistance funds to help smali-
scale farmers develop conservation plans and apply for EQIP funding.

Farming is a knowledge-intensive enterprise, and investments in research have a direct impact
on farm viability nationwide. Because young farmers tend to employ sustainable practices on their
farm, programs like the Sustainable Agriculture Research and Education (SARE) grant program
are critical to providing young farmers with cutting-edge, innovative research to improve their
yields, practices, and livelihoods. SARE has been helping fund farmer-driven, sustainable
agriculture research for over 25 years and remains the only USDA competitive grants research
program that focuses solely on sustainable agricuiture. SARE grants directly fund farmers who
want to explore sustainable solutions through on-farm scientific research, demonstration, and
education projects. SARE grants have helped develop regional water quality trading markets that
effectively improve water quality through market-driven, voluntary efforts; supported efforts to
expand markets for organic crops; increased economic viability; and provided farmers and
ranchers with timely information concerning adaptation measures to drought and other natural
disasters. This program must be reauthorized in the upcoming farm bill.

2) You mention that millennial farmers are looking at vaiue added production and are more likely to self
directly to consumers and have been innovative in their business strategy and marketing.

a. As this committee considers the next Farm Bill, what more can we do to help new
farmers reach their local and regional markets?

At a time when they face significant structural barriers to entry, the increasing consumer
demand for focal, direct-marketed products has provided young farmers with
opportunities to start their farm businesses with less startup capital, while returning a
higher percentage of consumer doilars back to their farms. Young farmers use marketing
channels like Community Supported Agriculture (CSA) and farmers markets to reach
consumers and build their brand. Farmers seliing direct do best when they're within 200
miles of urban centers. To that end, it's very important that Congress support smart
growth and land conservation that will protect farmiand in urban foodsheds from
development and price increases due to the secondary market of estate and non-farmer
home buyers. For these reasons, we strongly advocate for prioritizing public funding for
easements that incorporate affordability protections.

b.  What tools are especially helpfut for new farmers tooking to support local and regional
food systems, or connect with local buyers?

A number of federal programs promote local and regional food systems that directly and
indirectly benefit young farmers, including: Value-Added Producer Grants (VAPG), the
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Farmers Market and Local Food Promotion Program (FMLFPP), Speciaity Crop Biock
Grants, Farm Storage Facility Loans (FSFL), and the Food Insecurity Nutrition Incentives
(FINI} program.

The 2014 Farm Bili made significant progress toward recognizing the importance of, and
investing in, these programs. Most significantly, Congress tripled funding for the Farmers
Market and Local Food Promotion Program—which supports direct farmer-to-consurmner
marketing channels such as farmers markets and CSA—and expanded the program to
provide grants to farm-to-institution, food hubs, and other enterprises that process,
distribute, aggregate, or store locally or regionally produced food products. These
investments serve to grow the already expanding opportunities for young farmers seeking
to serve their communities.

3) Beginning farmers often rent land as they are beginning their careers. Do you have other ideas on how
we could help these farmers access acreage in a time of relatively high fand prices? Do you see any
problems with these sorts of ideas?

In NYFC's 2011 survey of young farmers across the country, we found that more than two-thirds of
farmers did not come from a farming background, meaning they likely do not have access to a secure
land base. in addition, the majority of farmers under 30 years of age rely on leasing to access land. As of
2014, 39% of U.S. farmland was leased out by landowners, nearly half of whom had never farmed. Given
that only a fraction {2.3%) of the close to 100 million acres of agricultural land changing hands in the next
five years is expected to be sold to a non-relative, it is likely that leasing will continue to remain a critical
way for farmers to access land.

We must ensure that farmers have the resources and training they rieed to write secure, equitable
lease agreements and transition siowly into farm businesses. Leasing land is an important first step
for many young farmers as they estabiish their farm businesses, but navigating lease agreements can be
challenging, especially for first-generation farmers. Many nonprofits and Extension offices have
developed programs designed to help farmers write strong lease agreements that provide security and
help farmers negotiate the best arrangement.

When farmers are ready to move beyond leasing, we believe that most successful farm transitions occur
over a period of years, allowing the incoming farmer to gain management experience and build equity in
the business over time. Apprenticeship and incubator programs can help farmers build skifls and their
businesses without needing to invest immediately in all the resources of owning a new farm. Many more
programs support both business and succession planning for farmers.

The Beginning Farmer and Rancher Development Program is the primary avenue through which farmers
receive education and assistance with writing strong lease agreements, succession planning, and farm
transition. It is critical that this program remain fully funded in the 2018 farm bill.

In addition, we must ensure that the Agricuitural Conservation Easement Program is keeping
farmiand in the hands of farmers and helping to create paths to ownership. Ultimately, in order to
build strong businesses, farmers need secure access to tand that enabies them to make investments
and build equity in their businesses. The most promising tools we see being used to facilitate farm
ownership and equity-building opportunities for farmers are working farm easements and ground leases.
The working farm easement provides the easement holider with the option to purchase, or assign the
purchase of, the land at its agricultural value when it goes up for sale if it is not being sold to a qualified
farmer or famity member. The ground fease tool similarly helps keep farmiand in agricultural use. In this
model, the land trust or nonprofit organization owns the iand, providing the farmer with a secure, lifetime
lease that is often inheritable. The farmer then purchases the buildings and owns al} equity and
improvements in the property.
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Itis critically important that the federal Agriculturat Conservation Easement Program and Regional
Conservation Partnership Program encourage land trusts and other conservation entities to use federal
funds for stronger easements that protect affordable and encourage transition to farmers. in addition, the
program shouid aliow more flexibifity for entities that wish to purchase land and create long-term, equity-
building lease opportunities.

By offering pre-approvat options for its farm ownership loans, FSA can enable farmers to act
quickly and effectively in a competitive real-estate market when suitable land comes on the
market. New and beginning farmers face a number of challenges accessing secure land. One of the
biggest areas where they are struggling that we have seen, however, is in access to quick and sufficient
capital.

Finally, USDA programs, such as EQIP, should continue to incentivize land security for farmers
by requiring written lease contracts with any landowners who are not themselves farming the
tand when they apply for federal conservation dollars. In addition, these programs could explore
ways to incentivize Jong-term leases beyond the terms of the EQIP contract.

Senator Amy Klobuchar

1) As the Executive Director of the National Young Farmers Coalition, you see the challenges young farmers
face every day in trying to get a start in agriculture. Do you hear concerns from young and beginning farmers
about the fack of access to commodity and crop insurance programs? If so, how do you see beginning
farmers and ranchers overcoming this challenge?

Strong federal safety net and risk management options are critical to farmers and the consumers they
feed. In an increasingly unpredictable cfimate and at a time of low commodity prices, NYFC stands
behind federal programs that support all farmers. We encourage the Committee to continue the progress
made in the 2014 Farm Bill to improve beginning farmer access to crop insurance and disaster assistance
programs, to help farmers save money and manage their own risk from year to year. As more and more
young farmers build their businesses on diversified crop and livestock systems, Congress must continue
to expand access and create new toois where necessary.

The 2014 Farm Bill took an important and innovative step toward meeting the risk management needs of
small-scale, diversified growers by creating Whole Farm Revenue Protection (WFRP). With its coverage
based on revenue rather than acreage or yield, WFRP holds strong possibilities for young farmers, and
it's now available in every state and county in the country. We urge the Committee to fully support this
program in the next farm bill, and continue to improve its functionality and accessibiity, including
additional flexibility and options for young farmers who have difficulty demonstrating revenue history in
their critical first years,

Congress also made significant improvements in the 2014 Farm Bill that have improved beginning farmer
access to the Noninsured Crop Disaster Assistance Program {NAP), including the addition of NAP "Buy-
up” coverage, as well as special premium subsidies and fee waivers for beginning farmers. Unlike most
USDA programs, however, these beginning farmer benefits only last for a farmer's first five years of
production. Congress should consider extending this important support by bringing the beginning farmer
definition in line with existing USDA programs.

Ultimately, though, current crop insurance taols cover only a quarter of farmers in the U.S., according to
the 2012 Census of Agriculture. Simply put, for many farmers, including CSA farmers fike my husband
and |, there are no crop insurance tools that work for our business models. To truly provide alf farmers
with the risk management they need, NYFC recommends the creation of special tax-free or tax-deferred
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savings accounts for farmers to incentivize year-to-year financial management, and create a low-cost
safety net for farmers to manage risk and invest in the future during seasons of high prices and high
yields. Most often, farmers reinvest that extra revenue back into the farm, which is difficult to recoup
should the farm fall on financial difficulties later on. For many farmers, even a small cushion of cash
savings can make a big difference in a difficult year. We recommend that farmers have an option similar
to a Health Savings Account, where they could save up to a specified amount on an annuat basis. We
encourage Congress to make such a program also available to farm workers as well, as a means to save
for future farms.

2) The 2012 Agriculture Census shows that the average age of American farmers continues to rise ~in
Minnesota, the average age is now over 56 years old. That's one of the reasons why | supported a number
of programs in the last Farm Bill focused on beginning farmers and ranchers, including a provision that
reduces the cost of crop insurance by 10 percent and a provision that makes it easier to graze cattle on
Conservation Reserve Program {CRP} acres. How have these changes improved access for beginning
farmers? What other barriers still exist for beginning farmers and ranchers and what should we be focused
on in the Farm Bill?

As it did in key parts of the 2014 Farm Bill, the Committee and Congress as a whole should continue to
make improvements to ensure that all farmers can access federal farm programs. Set-asides for
underserved farmers, microloans, on-ramps to crop insurance and disaster assistance, and flexibility
within programs like CRP can all help USDA reach new farmers and support the next generation. NYFC
remains committed to assisting with and advocating for these straight-forward improvements, particularly
within the budget constraints of the next farm bill. At the same time, we encourage policymakers to
recognize the changing landscape of the farm economy and the business models young farmers are
embracing.

Our surveys of young farmers indicated that millennials entering the fieid tend to operate smaller farms,
have more diversified operations, and are increasingly likely to come from non-farming backgrounds. At a
time of higher yields and iower prices of commodity crops, young farmers are increasingly building their
businesses to serve local markets, using sustainable and farming systems to manage risk and diversify
their revenue streams, and marketing their products directly to consumers. In short, young farmers are
driving change in the American agricultural system. Congress should continue to help USDA change with
them, including training ail USDA field staff to recognize this change.

As you mention, the farm population is rapidly aging, in Minnesota and across the country. Farmers over
the age of 65 now outnumber farmers under 35 by a margin of six to one, and U.S. farmiand is
overwhelmingly concentrated in the hands of older farmers, with nearly two-thirds of farmland currently
managed by someone over 55. The National Agricultural Statistics Service (NASS) estimates that over
the next five years—the lifespan of the next farm bill—nearly 100 miltion acres of U.S. farmiand are
expected to change ownership,and wili need a new farmer. At the same time, the single greatest
challenge young farmers face, regardless of background, state, or region, is accessing land to farm. This
is both a threat to the future of our food system, and an opportunity. Heiping yoUng farmers access
farmiand, therefore, should be the primary focus for Congress in this farm bill. This must be a national
priority.

3) Qver the past few decades, we have made progress in increasing access to credit for new and beginning
farmers, yet | still hear about difficuities they face. | want to make sure that any changes to the Farm Service
Administration (FSA) lending programs we consider as a part of the next Farm Bill preserve access to FSA
financing for new and beginning farmers. Do current USDA loan programs meet the needs of new and
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beginning farmers who rely on FSA lending programs? If not, how should we address this issue and what
precautions can we put in place to ensure that funding remains available for new and beginning farmers?

e Fully fund FSA loan programs. FSA Joans are critical for young and beginning farmers, and are
often the only credit option available to them. in recent years as the farm economy has declined,
however, farmer demand for loans has caused many programs to run out of avaitable funds only
partway through the fiscal year. This demand will likely continue to increase as commodity prices
and median farm incomes decline. Congress should increase funding for loan authority across ail
FSA loan programs to ensure that they keep pace with demand and ensure that the statutory
participation targets for beginning and socially disadvantaged farmers are being met for alf loan
programs.

e Increase FSA Direct Farm Ownership loan fimits. Multiple national surveys conducted by
NYFC have indicated that access to farmiand is the number one chalienge young and aspiring
farmers face, regardless of geography, background, or scale. FSA's Direct Farm Ownership loan:
can put the dream of farm ownership within reach for many of these farmers. Current statute
limits these loans at $300,000, however, which makes them insufficient for many farmers in areas
of high real estate prices and volatility, and unable to keep pace with real estate inflation. Qverall,
farmland real estate values have increased by nearly 40% since the cap was last adjusted in
2008. Although Direct Farm Ownership loans have met their statutory participation rates for
beginning farmers {75%} in recent years, they're the only loan program at FSA that has not
exhausted its funding, and for which the average loan is the highest relative to its cap. There are
undoubtedly a number of reasons this program hasn't spent down its full funding, including a lack
of landowners putting farmland on the market and the competition from buyers with private
financing, but the high average loan indicates that the cap is also an impediment that can easily
be solved. NYFC recommends adequately funding this program, and increasing the loan limit in
the next farm bill to $500,000 with a peg to inflation.

« Keep FSA operating loan limits in place. Demand for all other FSA loan programs continues to
outpace availability, and in FY 2016, all but the Direct Farm Ownership loans expended more
than their originally appropriated funds. At the same time, the average loan size across all
programs remained well below the statutory caps, particularly among direct and guaranteed
operating loans. This indicates a high demand for relatively smaller loans, and that few farms
wouid benefit from an increase in the fimit. At the same time, FSA’s target participation rates
among beginning farmers are currently not being met across all loan programs, most notably
within operating loans. In FY 2016, amidst much higher demand from ail farmers, beginning
farmers received a smaller portion of overali loan funding than the previous year. While NYFC
supports access to credit for all farmers, we believe raising the loan limits across the board will
primarily benefit larger, more established farms—for whom traditional financing options are more
available—while putting young and beginning farmers at a competitive disadvantage.

e Continue FSA cooperative agreements with service providers and organizations like NYFC
as a cost-effective way to improve outreach to young, beginning, and historicaily
underserved farmers.

e Modernize Farm Service Agency (FSA) customer service to reach the next generation of
farmers. In competitive real estate markets, the FSA loan making process often takes too long
for growers to purchase land. Non-farmers with pre-approved mortgages and cash bids can
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easily outbid working farmers for farmland. The current application process can take longer than
30 days, and funds may not be available for months. Likewise, the current process requires
farmers to turn in application forms in person, which can compound the time and expense
required of farmers, particularly in rural areas. To address these barriers, the Agency must
modernize the way it conducts business. FSA should create an online self-service portal that:

o Offers an online application process through which farmers can check statuses, update
records, and add supporting documentation. Many young farmers maintain their records
online.

o Allows farmers to self-register their farms online with USDA. We believe that moving
registration online would speed the loan application process, since a farmer would be
ready to apply when they walk through the door of their USDA office. it would also
prevent farmers from making an unnecessary trip to their local office, which may be quite
far away.

o Offers pre-approval. We understand that a farm’s viability is linked to the quality of the
land itseif, but starting the loan making process before finding iand would enable farmers
to act quickly and effectively in a competitive real-estate market when suitable land
comes on the market.

Empower FSA agents in the field to work with young and beginning farmers. As FSA makes
steps to improve its online accessibility, it must also expand its outreach on the ground. Young
and beginning farmers report that some FSA agents don’t know about or promote young and
beginning farmer loans, or other beginning farmer initiatives within USDA. Young farmers, like
other young entrepreneurs, are innovative and open to trying aiternative methods for growing
food and marketing it to their communities. Not alf agents are comfortable with these newer
methods. FSA loan rules are often applied too stringently, preventing young and beginning
farmers from receiving credit. NYFC was excited for the roliout of Beginning Farmer Coordinators,
and we are eager to see this program fully staffed. in addition, Congress should expand FSA’s
Beginning Farmer Outreach Coordinators to all states, and encourage it to also take steps to train
every agent on the needs and opportunities for young and beginning farmers, and give them
flexibility to make loan requirements work for those farmers.

Invest in financial training for new farmers. For muiti-generation young farmers and those
from non-farming backgrounds, the importance of financial pianning and business training cannot
be overstated, nor can they be separated from policy considerations reiated to credit. Increasing
opportunities for young farmers to access training and mentorship will make their startup
businesses more viable, make those farmers more credit-worthy, and open up additional avenues
to capital. One such program, the Beginning Farmer and Rancher Development Program
(BFRDP) provides competitive grants to nonprofits and universities to deveiop education,
extension, outreach, and training initiatives directed at helping new farmers and ranchers. BFRDP
funding has been used to develop incubator farm programs, provide business pianning and food
safety training services, promote innovative farm and ranch transfer strategies, and establish on-
farm apprenticeship opportunities to train future farmers and farm laborers. NYFC is a recipient of
this funding, and with it we built an online calculator to help farmers compare pubilic and private
options for farmiand finance. Unfortunately, this program will be eliminated without reauthorization
in the 2018 Farm Bill. Building our national capacity and infrastructure to train the next generation
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of growers is a long-term effort that requires sustained investment. NYFC strongly recommends
the reauthorization of BFRDP, as well as increasing mandatory baseline funding for BFRDP to
ensure that this program is protected from future failures by Congress to pass a farm bill on time.
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