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SECTION I. EXECUTIVE SUMMARY

The U.S. poultry industry includes production of more than 15 species of domesticated fowl and
commercial game-birds and production of eggs from these species for direct consumption and
hatching. Production of all poultry and eggs comprise approximately $37 billion of the U.S.
agricultural economy. The three largest poultry sectors — broilers, turkeys, and layers —
accounted for a total value of over $35 billion in 2008.

The majority of U.S. broiler production is in Southern and mid-Atlantic states. A majority of
broilers are grown under contracts to integrators who own the birds, supply feed and medication,
and schedule finished bird pickup and house repopulation. The broiler integrator element of the
poultry industry has consolidated to 20 highly specialized, vertically integrated firms. Growers
are paid for use of their houses, equipment, and labor based on pounds or, less frequently, a
count of live birds delivered.

The United States is the world’s largest producer of turkeys. The 9 most productive states
account for more than 75 percent of the annual national value and span the North American
continent from east to west. Every state has some production of turkeys, though production in a
number of states is for niche markets. Except for these niche market birds, almost all turkeys are
grown under contract.

Commercial egg production in the United States is reported in all 50 states. In 2009, 337.4
million layers produced 90.4 billion eggs. More than 75 percent of the table eggs were produced
by integrator-owned operations, with just 12 firms producing 20 percent of all the eggs grown in
the United States. In 2009, 31 percent of all table eggs were broken under Federal inspection.
Companies with at least 75,000 layers raise approximately 95 percent of all layers in the United
States. Larger egg enterprises are aware of, and sometimes use, risk management instruments to
manage risks associated with feed prices and energy costs.

Poultry growers, integrators, and producers face production risks, but insurable variability in
production (yield) is much lower for poultry than for field crops. The broilers, turkeys, and
layers have been carefully bred and selected over time to have a feed conversion efficiency that
maximizes “harvestable output.” Anecdotal data suggest with poultry that are multi-cropped,
there may be more variability from crop to crop. The sophisticated and technologically
advanced poultry houses manage not only most weather related risks but also help with disease
control by limiting sources of contamination. In the listening sessions, broiler growers and
producers expressed concern about feed quality, disease, weather events, building/operational
environment issues, and domestic and international market outcomes. Turkey growers and
producers were concerned with disease, weather, energy costs, withdrawal of integrators from a
region, and market outcomes that indirectly affect their revenues. Growers and producers
maintaining layers were concerned about disease, particularly diseases that might be transmitted
to humans (zoonotic diseases), bio-security requirements, recalls, and competition.

Stakeholders of poultry in general are subject to substantial institutional risks from regulations
related to husbandry, quarantine, and sanitation. Of these concerns, only uncontrollable disease
and unmitigated weather problems are typically considered insurable production perils. There
are private weather risk management products available to growers, integrators, and poultry
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producers fully capable of covering the weather risk. There are government programs providing
partial indemnities to poultry producers and integrators who incur disease or natural disaster
losses, but issue of ownership limits the ability of these programs to provide grower indemnities.

It is also important to consider the impact of the sector structures on who has an insurable
interest in the crop. The integrator/processors are continuously monitoring sales, inventories,
and wholesale prices, and adjusting through-put (beginning with bird placements into their own
or growers’ farms) and product to maximize profits. Their management of production practices
and ownership of the birds removes all, or almost all, the insurable interest in the poultry from
the growers. The Crop Insurance Act precludes provision of insurance for rent and labor
payments to growers under the industry structure involving grower/integrator contracts. In
general, if an RMA policy were to be offered, changes in the Act, handbooks, or contracts should
identify the grower’s insurable interest. Furthermore, processing activities of many producers
and the integrators cloud the actual “harvest” value of the “crops.” The added value component
of some poultry producer and integrator sales dwarfs the harvest value of the birds or eggs.

There are no public data to allow rating or underwriting of flock, farm-level, or county-level
yield variability. The private data documenting yield, loss rates, feed conversions, or grower
revenues are considered to be highly confidential, and serves as the basis for operating decisions
in the industry. The Contractor believes in the current environment there is nearly no chance of
collecting sufficient data to support an actuarially sound development effort. Although generic
appropriate production practices can be identified, the industry has fine tuned the conversion of
inputs (feed and energy) into output (meat and eggs), and the management practices controlled
by the integrator often impact a grower’s productivity. Data on the impact of management
practices are available to integrators and to some extent to growers, but not to the insurers. At
the present time, these information asymmetries are not likely to change, even in a rigorous
development effort.

Management-related variability (whether imposed by a poultry integrator, a producer, or a
grower) would likely need to be addressed through a substantial deductible or burdensome and
challenging underwriting constraints; poultry growers and producers have indicated a high
deductible is not an insurance construct they would embrace. Coverage of insurable perils will
not protect the insured from financial failure as a result of many perils of concern. Named peril
insurance products are already available for bird mortality and loss-of-income. There was no
evidence of broad interest among the stakeholders in poultry production (yield or yield-based
revenue) insurance. While AGR/AGR-Lite products may seem an attractive insurance option for
poultry growers and producers, they expressed concerns that the requirements for this insurance
are burdensome. Anecdotal evidence suggests participation in the AGR/AGR-Lite programs is
limited within the poultry industry. Although smaller layer operations are eligible for the
adjusted gross revenue products in some states, many poultry operations are not eligible as a
result of their limited crop diversification, size, or location. Furthermore, for some operations,
limited diversification of production reduces the maximum amounts of insurance and coverage
levels available to producers, creating disincentives for participation. Finally, RMA has made
internal determinations that income from grow-out operations is not eligible under the adjusted
gross revenue programs.
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In light of the many issues identified in this study, including the failure of proposed production
insurance for the poultry industry to meet a number of the RMA criteria of feasibility and the
lack of transparency in the division of insurable interest between growers and integrators in
contracted production, the Contractor has determined it is not currently feasible to develop
production insurance for the livestock industry. Inasmuch as there has been a substantial change
in federal policy regarding poultry industry contract secrecy, it is possible sufficient farm-level
data to develop such insurance will become available over time. Consequently, the Contractor
suggests RMA consider revisiting the issue of data availability in 2015.

3 Risk Management Agency
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SECTION II. INTRODUCTION

The Statement of Work (SOW) for Project Number N10PS18148 identifies the objectives of the
project as “obtain[ing] analysis [and] determin[ing] the feasibility and issues related to insuring
commercial poultry production in accordance with Section 522(b) (13) of the FCIA.” The
Contractor is directed to “produce a research report that determines the feasibility of developing
an insurance program for commercial poultry production and recommends the most viable type
of insurance program, if any [is] feasible.”

The U.S. commercial poultry industry includes production of more than 15 species of
domesticated fowl and commercial game-birds, production of eggs from these species for
hatching, and production of eggs from a limited number of these species for direct consumption
by humans. Poultry species endemic to the United States and raised for meat include ducks,
geese, pheasant, quail, and turkeys.”> Chicken (including pullets), emu, guinea hens, ostrich, and
some species of duck, quail, and pheasant were introduced and are now grown commercially in
the United States

Production of all poultry and eggs comprises approximately $37 billion of the U.S. agricultural
economy.® Since more data are available for the larger sectors of the poultry industry, the
Contractor focused the research efforts on the broiler (chickens produced primarily for meat),
turkey (produced primarily for meat), and layer (chickens raised for egg production) sectors.
Together, these three sectors accounted for a total value of over $35 billion in 2008.* For
comparison, the 2008 corn crop was valued at about $49 billion and the 2008 soybean crop was
valued at about $29 billion.> Consequently, the financial impact of the three major commercial
poultry sectors collectively in the U.S. agricultural economy is comparable to that of the
production of the largest field crops. There is also a large processing added-value component in
all poultry sectors. This increases the impact of the poultry industry on the overall U.S.
economy. Furthermore, although feed costs and costs for transporting feed have led to some
concentration of poultry production in the states producing the feed crops, additional production
occurs near population centers. This bifurcation of production locales has contributed to the
geographic balance in the poultry sector and in the overall U.S. agricultural economy. Data on
the other sectors of the poultry industry are geographically limited, sporadic, and in many cases
anecdotal.

Much of the poultry industry is vertically integrated. A small number of very large firms have
“integrated” many elements of production, marketing, and sales. Integrators for poultry meat
production may control feed production, brood egg production, hatching, grow-out,
transportation, slaughter, initial processing (preparation of a marketable whole bird), further
processing to retail products such as lunch meat, and wholesale distribution. Integrators for egg
production may control feed production, layer hatching and grow-out, transportation, processing,
and wholesale distribution. Consequently, the major sector stakeholders have a tremendous

! SOW. Project Number: N10PS18148, page 10.

2 Some classification systems include turkeys as members of the pheasant family.

3 USDA, NASS, 2008, 2007 Census of Agriculture, Table 2, http://www.agcensus.usda.gov/Publications/2007/Full_Report/
Volume_1,_Chapter_2_US_State_Level/usvl.txt, accessed March, 2010.

4 USDA, NASS. 2009, 2008 Poultry Production and Value Summary,
http://usda.mannlib.cornell.edu/usda/current/PoulProdVa/PoulProdVa-05-29-2009.pdf, accessed February, 2010.

® USDA, NASS, Quickstats, http://www.nass.usda.gov/QuickStats/indexbysubject.jsp, accessed February, 2010.
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amount of control of their products and vast market power relative to their contract growers.
Even relatively small egg and poultry producers/integrators may own and manage many aspects
of their businesses (e.g., rearing of birds, feeding, housing, husbandry, and marketing of their
product) and are capable of managing many elements of the process.

In an effort to provide clarity, the Contractor defines below the terms producer, grower, and

integrator as they are used in this report.

e Poultry Producer: A person owning and growing poultry for sale into agricultural markets.

e Grower: A person retained under contract by the owner of poultry or an agent of that owner
to manage the growth of poultry for sale into agricultural markets.

e Integrator: A person who owns poultry being grown for sale into agricultural markets as well
as associated activities providing inputs, services, or processing of the poultry. The term
integrator/processor is used occasionally to focus attention on associated poultry processing
activities.

The broiler sector of the poultry industry, valued at approximately $23 billion in 2008, is the
largest of the domestic poultry sectors.® Although the 2007 Census of Agriculture reported more
than 300 broiler operations in each of 30 states, production is highly concentrated in relatively
few regions.” The top six broiler production states account for more than two thirds of the
annual production (Table 1) and are located in the south. This regional concentration also
supports strong poultry feed and poultry processing infrastructures in these southern states.

Table 1. U.S. Broiler Production: 2008

Number of
Birds Production

State (millions) (million pounds)
Georgia 1,409.2 7,468.8
Arkansas 1,160.0 6,380.0
North Carolina 796.1 5,493.1
Alabama 1,062.9 5,846.0
Mississippi 840.7 4,876.1
Texas 640.8 3,460.3
Maryland 298.6 1,612.4
Delaware 242.9 1,578.9
Kentucky 306.1 1,652.9
South Carolina 236.9 1,516.2
Virginia 250.3 1,251.5
Oklahoma 237.8 1,260.3
All Other States 1,526.8 8,044.0
TOTAL 9,009.1 50,440.5

Source: USDA, NASS. 2009, 2008 Poultry Production and Value Summary,
http://usda.mannlib.cornell.edu/usda/current/PoulProdVa/PoulProdVa-05-29-
2009.pdf, Accessed February, 2010

® USDA, NASS. 2008, 2007 Census of Agriculture, http://www.agcensus.usda.gov/Publications/2007/Full_Report/
Volume_1, Chapter_2_US_State_Level/st99 2 _013_013.pdf, Accessed February, 2010.

" USDA, NASS. 2009, 2008 Poultry Production and Value Summary,
http://usda.mannlib.cornell.edu/usda/current/PoulProdVa/PoulProdVa-05-29-2009.pdf, Accessed February, 2010.
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The turkey sector has an annual value of approximately $4.5 billion. Although a
disproportionate share of total domestic turkey consumption occurs between November 15 and
January 1, the sector is far less seasonal than it has been historically. The proliferation of
processed turkey meat products has led to far less dependence in this industry sector on
holiday/seasonal demand. Table 2 identifies the top 12 turkey production states (sorted by
pounds of production) in 2008. The 9 most productive states account for more than 75 percent of
the annual national value and span the North American continent from east to west.

Table 2. U.S. Turkey Production: 2008

Production

Number of Birds (million

State (millions) pounds)

Minnesota 48.0 1,305.6

North Carolina 40.0 1,208.0
Missouri 21.0 651.0
Arkansas 31.0 610.7
Indiana 14.5 519.1
Virginia 18.0 484.2
South Carolina 125 4775
California 16.0 435.2
lowa 9.0 360.0
Pennsylvania 115 216.2
Ohio 6.0 230.4
South Dakota 4.7 189.4
All Other States 40.9 1,234.8
TOTAL 273.1 7,922.1

Source: USDA, NASS. 2009, 2008 Poultry Production and Value Summary,
http://usda.mannlib.cornell.edu/usda/current/PoulProdVa/PoulProdVa-05-29-
2009.pdf, Accessed February, 2010

The layer sector, the sector of the poultry industry focused on production of chicken eggs for
consumption, has an annual value of approximately $8 billion. The layer sector is more de-
centralized than the broiler and turkey sectors, with production located near both production of
feed stuffs (inputs) and population centers (consumption). Table 3 identifies the top 12 egg
production states (sorted by number of eggs produced) for 2008.
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Table 3. U.S. Table and Breaking Egg Production: 2008
Eggs Produced
State (millions)

lowa 14,407
Ohio 7,168
Georgia 4,576
Indiana 6,523
Pennsylvania 6,181
Texas 4,928
California 5,272
Arkansas 3,139
North Carolina 3,063
Alabama 2,150
Minnesota 2,767
Florida 2,749
All Other States 28,228
TOTAL 91,151

Source: USDA, NASS. 2009, 2008 Poultry Production and
Value Summary,
http://usda.mannlib.cornell.edu/usda/current/PoulProdVa/Po
ulProdVa-05-29-2009.pdf, Accessed February, 2010.

It is important to note the self-identification of production in USDA surveys may mask
ownership issues when identifying producers of poultry. Operations “growing out” broilers and
turkey, and some contract egg growers, may not have an insurable interest in the birds they are
managing. Under the current federal crop insurance program, an insurable interest is defined as
“the value of the producer’s interest in the crop that is at risk from an insurable cause of loss
during the insurance period. The maximum indemnity payable to the producer may not exceed
the indemnity due on the producer’s insurable interest at the time of loss.”® The loss may be
measured in terms of lost potential revenue (e.g., loss of yield) or it may be measured in terms of
reduced revenue. RMA has made internal determinations that income from grow-out operations
is not eligible for coverage under the adjusted gross revenue programs. This ruling is consistent
with the terms of the poultry production contract the Contractor was able to study specifically
states clearly: “Compensation herein provided for Grower shall include labor and rent on
Grower’s houses, equipment, and land for the time necessary to grow chicks until marketed....”

The integrator, rather than the grower, generally owns the poultry on a grow-out operation® and
bears most or all the risk associated with sporadic events. The grow-out operator (the grower)
owns the facility and supplies the labor and often pays the utility costs associated with raising the
poultry. In this role the grower bears some of the risk associated with differences in production
output (i.e., live weight of the birds), but the integrator controls many of the inputs that may
impact output and bears some elements of the production risk entirely. Grower contracts are
generally structured to reflect this distribution of risk. The relationship between grower and

8 Electronic Code of Federal Regulations, 2010, http://ecfr.gpoaccess.gov/cgi/t/text/text-
idx?c=ecfr&sid=059ebb30881ac860b1c2acel2b6bb127&rgn=div6&view=text&node=7:6.1.1.1.1.18&idno=7, Accessed April,
2010.

® An enterprise whose purpose is to increase the weight of the poultry.
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integrator might be construed as an unusual agricultural “share” arrangement. RMA defines
(13 29
share” as,

“The insured's percentage of interest in the insured crop as an owner, operator,
sharecropper, or tenant at the time insurance attaches. However, only for the
purposes of determining the amount of indemnity, the insured’s share will not
exceed the insured’s share at the earlier of the time of loss or the beginning of
harvest. Unless the accepted application clearly indicates that insurance is
requested for a partnership or joint venture, or is intended to cover the landlord's
or tenant's share of the crop, insurance will cover only the share of the crop
owned by the person completing the application. The share will not extend to
any other person having an interest in the crop except as may otherwise be
specifically allowed in the Basic provisions.

“Cash Lease (100 Percent Share [to the payor of the cash]). Acreage
rented for cash is considered a cash lease. A lease containing provisions
for either a minimum payment or a crop share will be considered a cash
lease.

“Crop Share. Acreage rented for a percentage of the crop will be
considered a crop share lease. A lease containing provisions for both a
minimum payment (such as a specified amount of cash, bushels, pounds,
etc.) and a crop share will be considered a crop share lease. "*°

In general, contract growers (particularly in the broiler and turkey sectors) do not own the birds
they are raising. The poultry production contract the Contractor examined indicates, “Title of
said birds, feed, medication, and supplies...shall at all times be vested in Integrator.”11 As the
grower is required to follow the integrator’s management decisions concerning stocking, feed,
medication, sanitation, heat, ventilation, and Hazard Analysis Critical Control Points Program,
virtually none of the management decisions associated with ownership are retained by the
grower.

That the rental and labor contract payments are tied to the integrator’s production success is an
unusual feature for the real estate and labor markets, and may endow the grower with some
fractional insurable interest. However, comments from the listening sessions and by insurance
industry personnel who have examined other poultry contracts, suggest many growers
understand their insurable interest, if it exists, may be quite limited. Several insurance industry
personnel and poultry extension specialists have indicated that some integrators are committed
by the contract to pay growers if there is a “crop failure.”** For contracts structured with this
condition, the rental agreement falls under the RMA category “Cash Lease.” The landlord has
no insurable interest under a cash lease. If more contracts were available for analysis, it might be
possible to separate growers who have an insurable interest from those who do not. However,
despite numerous requests for contracts, growers, integrators, and producers are unwilling to
share contracts and details of the contractual arrangements.

10 UsDA, RMA, 2006, 2007 Crop Insurance Handbook, FCIC 18010, p. 15.
1 Anonymous poultry meat production contract for 2010 production.
12j.e., if the flock or a majority of the flock dies.
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II.A. Crop Insurance

Most federally subsidized insurance for agricultural producers focuses on crop plant production
or on offering price or margin coverage for certain non-poultry crops. H.R. 2419, the 2008
Food, Conservation, and Energy Act, Title XII - Crop Insurance and Disaster Assistance
Programs, Subtitle A - Crop Insurance and Agricultural Disaster Assistance, Section. 12023.
Contracts for Additional Policies and Studies, in Subsection 13, called for research activities
addressing federally-subsidized insurance for poultry:
“POULTRY INSURANCE POLICY.—

“(A) DEFINITION OF POULTRY.—In this paragraph, the term ‘poultry’ has

the meaning given the term in section 2(a) of the Packers and Stockyards Act,

1921 (7 U.S.C. 182(a))."®

““(B) AUTHORITY.—The Corporation shall offer to enter into 1 or more

contracts with qualified entities to carry out research and development

regarding a policy to insure commercial poultry production.

“(C) RESEARCH AND DEVELOPMENT.—Research and development

described in subparagraph (B) shall evaluate the effectiveness of risk

management tools for the production of poultry, including policies and plans

of insurance that provide protection for production or revenue losses, or both,

while the poultry is in production.”

Knowledge regarding the potential outcomes distinguishes risk from uncertainty. In addition to
having natural causes, insurable sources of production or revenue variation must have a known
set of outcomes whose probabilities are also known. Risky events satisfy both criteria, as a
probability distribution may be assigned to the known set of outcomes. With knowledge of the
outcomes and their respective probabilities, an actuary can rate a product proposed to manage the
risks associated with the variation.

Federally-subsidized crop insurance is intended to indemnify producers for the outputs lost or
foregone through no fault of their own. With field-crops, the weight or volume (yield) of
expected output is insured, not the acres of cropland, tractors, implements, or labor. Insuring
poultry production raises challenges that do not complicate development of crop insurance for
plants. There are federal crop insurance programs that insure some capital assets, particularly the
tree policies that insure nut and citrus trees, and a pilot addressing banana, coffee, and papaya
trees. Furthermore, the nursery insurance program addresses nursery inventory rather than yield
or yield-based revenue. It is possible either of these approaches might be used to manage some
poultry industry risk. However, they would likely focus on measures of risk other than yield.

In a poultry enterprise; the crop (e.g., the harvested bird) resembles a capital input (e.g., the stock
birds). In the brood and layer sectors, the distinction between capital input and crop is clear.

The brood hens are capital inputs; their eggs and/or poults are the crop. The distinction is not so
clear with a grow-out enterprise. It may be difficult to distinguish the poults from the weight
gain that represents “production.” The grower’s risk is primarily associated with this weight
gain, since the grower/integrator contract terms are generally based on live weight and feed
conversion. Additional challenges in identifying, measuring, and tracking the poultry crop

13 The term “poultry” means chickens, turkeys, ducks, geese, and other domestic fowl.
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emanate from the fact that animals are motile and mortal. Both these characteristics can affect
output by reducing (or, in the case of movement, potentially increasing) head count. However,
since population density of flocks can affect weight gain, death and motility do not necessarily
affect the production output in terms of the overall weight gain of the flock. In addition, within
the poultry industry there are prudent, unplanned, mid-year inventory changes (flock size
reductions and increases) made as prices of inputs and output change. These are clearly
management decisions, but they may be made by individuals other than grow-out producers,
particularly managers employed by the integrators. The decisions affect revenues of more than
one party, but the revenue losses of the party (the grower) without decision-making authority or
ownership may not be considered insurable under the federally-subsidized crop insurance
system.

The development of crop insurance requires identification of perils, classification of those perils
as insurable or non-insurable, and actuarial assessment of the risks associated with those perils.
Most crop insurance addresses either production risks, price risks, or their combined outcomes in
the form of revenue risks. Changes in production and revenues resulting solely from
management decisions are not insurable. However, variations in production or revenue caused
by natural events beyond the producer’s control are potentially insurable, as are changes in
revenues resulting from market fluctuations under some accepted approaches.

I1.B. Poultry Trade and Exports

The United States is the largest exporter of agricultural products in the world. The agricultural
sector of the U.S. economy has realized a trade surplus since 1960. While the surplus declined
between 2001 and 2006, substantial increases were realized in 2007 and 2008. Lower prices and
the global recession appear to have reduced the agricultural trade balance in 2009.** When
“reliance” on overseas markets is measured as exports divided by total cash receipts, U.S.
agriculture is more reliant on these export markets than most sectors of the U.S. economy.

Table 4. U.S. Agricultural Trade Balance: 2000-2009

Year Exports $| gﬁﬁgﬁs Trade Balance
2000 50.8 38.9 11.9
2001 52.7 39.0 13.7
2002 53.3 41.0 12.4
2003 56.0 457 10.3
2004 62.4 52.7 9.7
2005 62.5 57.7 4.8
2006 68.6 64.0 4.6
2007 82.2 70.1 12.2
2008 115.3 79.3 36.0
2009 96.6 73.4 23.2

Source: USDA, ERS, 2010, Value of U.S. agricultural trade by fiscal year,
http://www.ers.usda.gov/Data/FATUS/DATA/XMS1935fy.xls. Accessed April, 2010.

14 USDA, ERS, 2010, Value of U.S. agricultural trade by fiscal year,
http://www.ers.usda.gov/Data/FATUS/DATA/XMS1935fy.xls. Accessed April, 2010.
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The United States is the second largest exporter of broiler products (Brazil is the largest). In
2008, U.S. exports were 7.0 billion pounds, more than 15 percent of total production. Russia,
China, and Mexico together import more than half of U.S. broiler product exports. The United
States is also the largest exporter of turkey products. Mexico is the largest importer of U.S.
turkey meat, accounting for more than half of U.S. turkey exports. It is more difficult to track
egg exports since this market has three elements: whole table eggs (fresh); dry and liquid egg
products; and fertile, hatching eggs. Canada and Mexico are major importers of U.S. table eggs;
Canada, Israel, Japan, Mexico, South Korea, and Spain all import substantial amounts of U.S.
processed eggs and egg products; while Canada and Hong Kong are the major importers of U.S.
hatching eggs.*

II.C. Risk

Generally, sources of risk in agriculture include production, price (market), financial,
institutional, and human (personal) risk. Risks associated with the poultry operations have not
changed substantially over the last three to four decades. However, recent changes in the
relationship between contract growers and integrators have resulted in shifts in risk management
responsibility. Understanding risk mitigation for growers requires an understanding of the
contract system for poultry. Many poultry contracts have a payment structure known as
“tournaments.” These contracts have a fixed base payment for each pound of live meat delivered
to the integrator and a variable bonus payment based on the grower’s performance relative to
other nearby growers contracting with the same integrator. Grower performance is measured by
a “settlement cost” which is generally calculated by dividing the integrator’s costs (feed, chicks,
medication, etc.) by the total pounds of live birds produced. An individual grower’s
performance is compared to the average performance of the growers whose birds were
“harvested” at approximately the same time.®

Although the vast majority of poultry production is contracted, a small number of independent
farms sell to niche markets such as markets for fresh chicken and turkey; kosher chicken, eggs,
and turkey; and organic poultry and poultry products. Producers for these niche markets are
vulnerable to risk due to their size and may have a greater need for insurance than larger,
mainstream poultry farms. Other than anecdotal information, quantitative data regarding this
small portion of the poultry industry are generally unavailable. Furthermore, at least one of the
smaller, top-ten broiler meat integrators grows-out broilers in company-owned facilities with
hired managers and labor. While this eliminates the complication of contracted production, it
introduces an alternative to that production that further solidifies the foundation of integration.

Contracts may tie base payments to management practices that impact grow-out costs. Some
contracts assign particular input costs or revenue categories to the grower, while others assign
the same costs to the integrator. Contract lengths range from just over a month to as long as 15
years. However, most contracts are on a flock-to-flock or year-to-year basis. Variations in
contracts reflect differences in location, grower size, and type of housing.

5 USDA, ERS, 2010, Briefing Room — Poultry and Eggs: Trade, http://www.ers.usda.gov/Briefing/Poultry/trade.htm, accessed
April, 2010.

16 Taylor, C.R. and D. A. Domina, 2010, Restoring Economic Health to Contract Poultry Production,
http://www.dominalaw.com/ew_library_file/Restoring%20Economic%20Health%20to%20Contract%20Poultry%20Productio
n%202010.pdf, accessed may, 2010.
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Meaningful analysis of contract terms nationwide is complicated by two factors. First, there are
a wide range of contract arrangements and terms. Second, most growers and poultry integrators
are unwilling to share contracts with researchers in the interest of protecting proprietary
relationships. However, on “December 3, 2009, the United States Department of Agriculture
(USDA) issued a final rule regarding the records that live poultry dealers [integrators] must
furnish poultry growers, including requirements for the timing and contents of poultry growing
arrangements [contracts]”. The USDA says the new rule, which took effect January 4, 2010, will
“increase fairness and equity in the poultry industry by amending regulations under the Packers
and Stockyards Act of 1921 to provide poultry growers with new information and improve
transparency in poultry growing arrangements.” The terms of this ruling are contained in
Appendix A. This rule may provide incentive for changes in the contracts between integrators
and growers in a way that transfers some of the production risk back to the growers. However, it
is too soon to know if this will happen.

The following general risk analysis is organized into sections representing production risk, price
risk, financial risk, institutional risk, and human risk, respectively. Production risks specific to a
sector are addressed in the appropriate sector’s section of the report.

Production Risk

Poultry production risks include fire; physical injury resulting from structural failures, panic, and
noises; weather; disease; equipment failure; and input quality. Production risk can be systemic
or idiosyncratic. Systemic risks, such as wide temperature excursions or labor shortages, affect
all operations in a region. Other elements of production risk for poultry operations are
idiosyncratic, affecting individual growers. Examples of idiosyncratic production risk include
the breakdown of an automatic feeding system, an isolated disease outbreak, or a “stampede” in
a cage-free poultry house.

Weather-related risk in poultry production is minor compared to weather risks in field or row
crop production. Severe weather affects a small number of individual flocks every fifth or sixth
year."” The effects of weather on energy availability and energy costs are a much greater
concern to poultry stakeholders than are the direct effects of weather on production, assuming
best management practices, such as back-up generators, are followed.

Disease risk includes chronic disease losses, which slowly erode production and consequently
affect profits and potential losses to catastrophic diseases, such as avian influenza, which are
relatively rare.®® USDA APHIS historically provided payments for depopulations resulting from
major (disastrous) disease outbreaks of either kind. However, these payments rarely reached the
operators of grow-out facilities. The participants in listening sessions in the 2004 RMA
Livestock Insurance report indicated that APHIS payments were provided only when the disease
occurrence was a highly pathogenic (“high path”) infection. They also noted such payments
appeared to be somewhat ad hoc and political in nature. Most of the APHIS payments were to
integrators (the owner of the birds), while only a very small percentage of payments were made,
either directly or indirectly, to the grower.

7 Aho, P. and D. Reid, 1988, Risks and Returns, Broiler Industry, pp. 14-16.

8 bid.
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Production is impacted by the competence of both the grower, who deals with day-to-day care of
the flocks, and the integrators who control feed, stock quality, and other major management
strategic decisions.*® Under the contract system, poultry growers give up much of the control of
production and marketing decisions in return for what is effectively a “price guarantee.” With
payments to growers from integrators based on relative production performance, the common
production risks are transferred from individual growers to integrators. By some estimates, more
than 95 percent of the risk is shifted from contract growers to integrators through the typical
contract arrangement.”® Growers can affect production through management decisions, but these
actions are not technically risks as they are defined in the insurance context and certainly are not
insurable. Nonetheless, growers express concern about contracts with tournament pricing, where
their payment is influenced by their neighbors’ performance. They believe outcomes can be
biased through stock quality and other production inputs, all generally under the control of
integrators. However, the grow-out contracts may provide growers some risk management
through casualty clauses that compensate for losses arising from natural disasters such as a flood,
excessive heat, fire, or “losses of potential production.”21

It is relative production outcomes, not actual outcomes, that most affect grower income. No
grower experiences a lower per pound payment when all growers experience an unfavorable
(systemic) production outcome. Consequently, growers do not bear the common systemic
production risk. If, for example, unfavorable weather reduces all growers’ settlement costs, no
grower receives a higher or lower per pound payment. Growers bear only the idiosyncratic
portion of production risk, which in turn is influenced primarily by management practices.
Integrators control most of these practices, while growers control a limited portion which appears
to vary somewhat by the terms of particular contracts.?

Price Risk

Both poultry (output) prices and feed (input) prices are subject to market forces. Together, risks
associated with prices can result in considerable variability in the economic situation in the
poultry industry. However, output and input price changes do not directly and immediately
affect the poultry grower. Under the terms of most contracts, stock price, feed price, and
veterinary cost variability do not directly enter into the grower’s net revenue variability. These
are either paid by the integrator or fixed in the contract. Grower payments depend on production
outcomes (weight of output) but not generally on price of either material inputs (except energy
costs) or output prices. Consequently, growers in general do not experience direct price risk.
Price risk is transferred from growers to integrators under the two-part tournament contracts.
Integrators, whose operations are almost always well-diversified, can manage much of their input
price risk through financial instruments and long-term contracts. However, no third-party
exchanges offer futures contracts for poultry products. As a result, output price risk is borne
almost entirely by the integrators.

19 |bid.

2 Knoeber, C. R. and W. N. Thurman, 1995, “Don’t Count Your Chickens...,” Risk and Risk Shifting in the Broiler Industry.
American Journal of Agricultural Economics. pp. 486-496.

2L USDA, ERS, Bulletin 748, 1999, p. 13, http://www.ers.usda.gov/publications/aib748/aib748c.pdf, accessed April, 2010.

2 Taylor, C.R. and D. A. Domina, 2010, Restoring Economic Health to Contract Poultry Production,
http://www.dominalaw.com/ew_library_file/Restoring%20Economic%20Health%620t0%20Contract%20Poultry%20Productio
n%202010.pdf, accessed May, 2010.
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Intense competition within the poultry sector has promoted integrator consolidation, creating a
limited number of very large firms competing for the same national and international markets.?®
Although growers do not bear price risk directly, they are dependent on integrators for stock (the
chicks). Given the small number of integrators, growers experience lower revenues over the
long run through reduced production in the sector or industry, lack of competition among
integrators, and/or bankruptcy or default of an integrator.

Competition also plays a role in the price structure of the outputs of poultry production. The
poultry markets have experienced little price appreciation over time. Therefore, competitors in
the industry are focused on producing more products of higher quality in less time at lower cost.
While integrator contracts insulate growers from some competitive pressures, growers remain
exposed to curtailments in production by integrators and competition to minimize cost within a
pool of growers. Eventually, reductions in output prices are manifested at the grower level
through changes in the number of contracts, contract prices, and/or incentive clauses. For
example, the 2008-2009 recession had a substantial impact on grower contracts in 2008 and to
some extent in 2009. Many growers lost contracts completely.”* Others faced revenue
reductions due to increasing time between flocks. Contracts between growers and integrators
result in a substantial loss of farm-level heterogeneity, both regionally and nationally.

Financial Risk

Growers’ primary source of financial risk stems from their capital and labor investment.

Growers invest substantial amounts of capital and time in the poultry houses. Although contracts
are generally renewed, they can be terminated after a single flock. The substantial capital
investments, generally highly leveraged and with no assurance of continued productivity, are a
significant source of risk.

Another financial risk is the potential need to borrow additional funds. The rapidly changing
technology of poultry production may result in growers being pressured to make relatively
frequent equipment upgrades. Older equipment may be mechanically sound, but technologically
obsolete. The tournament contract system makes it impractical to continue operation without
maximum efficiency, so the obsolete equipment may need to be replaced and there is a very
limited market for sale of the older equipment, even if it is mechanically sound.

Growers in areas with a single integrator face at least two additional risks. First, the integrator
may be in a position to leverage market power given a grower’s lack of options. Furthermore, in
the event of an integrator bankruptcy or withdrawal from a region, a grower can be left without a
market.

Even with the sources of risk described previously, the conclusion from studying the return on
investment in broiler production assets in north Georgia was, “growers [under contract with
integrators] were given the opportunity to earn a competitive rate of return for their capital and

2 Calabotta, D. F. 2002. “Change Factors Impacting the Poultry Industry & Resultant New Business Opportunities.”
http://ag.ansc.purdue.edu/poultry/multistate/Fivestatearticle.pdf, accessed March, 2010.

24 cunningham, D.L., 2009, Guide for Prospective Contract Broiler Producers,
http://pubs.caes.uga.edu/caespubs/pubs/PDF/B1167.pdf, accessed April, 2010.
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management skills,” compared to others in production agriculture.”® While this observation is
dated, the Contractor found limited evidence to suggest the pattern of financial returns has
changed substantially. This evidence, primarily testimony from producers whose layout times
have been extended, reflects management decisions much more than insurable production risks.

As the integrator reduces annual use of the services of a grower, the timing of the grow-out
period and the market for the “crop” can increase the variability of outcomes, especially when
measured as annual revenue. Nonetheless, growers have been capable of substantial leveraging
of the business costs, particularly those associated with construction of houses and purchase of
equipment. A consequence of this ready financing is even small changes in production, resulting
in modest revenue excursions, may create a substantial risk for the financial security of the
operation.

Institutional Risk

Institutional risk of concern to poultry growers includes husbandry standards, environmental
policies, and international regulations. In international trade, the greatest concern is the
seemingly arbitrary enforcement of sanitary standards. For example, citing a perceived health
risk from low-pathogenic avian influenza (Al), both the Japanese and Russian governments
imposed a ban on poultry product imports from six states in the United States in 2002.%° In
addition to outright bans, changing sanitary regulations are a source of risk or uncertainty.
Russia imposed a ban on all U.S. poultry products in March and April of 2002. The Russian
government claimed that poultry products from U.S. plants did not meet protocols for inspection
and had tested positive for salmonella. The bans were lifted, but the need for certificates and
other delays slowed the resumption of exports to Russia.*’

A major outbreak of Exotic Newcastle Disease (END) in California in 2002 and 2003 led many
countries to restrict imports of poultry or poultry products from the United States. Poultry
products produced in other areas, but shipped out of California ports, had to be kept in sealed
containers. Some countries took even stricter positions. The European Union, for example,
banned import of all poultry meat, hatching eggs, and live birds from the United Sates. The total
cost of this outbreak to U.S. agriculture is estimated at $5 billion.?®

Tariffs and quotas are sources of risk or uncertainty for the industries affected. For example,
Mexican, “... tariff rate quotas (TRQs) for poultry products were reduced to zero at the
beginning of 2003, as provided for by the North American Free Trade Agreement (NAFTA).
However, in response to fears of a large increase in the amount of broiler shipments to Mexico,
the Mexican and United States governments are discussing possibly placing TRQs on specific
broiler products.”® There were sharp declines in poultry exports to both Russia and China in the
first quarter of 2010. While these declines do not reflect quarantines or quotas, they do represent

% Aho, P. and D. Reid, 1988, Risks and Returns, Broiler Industry, p. 16.

26 \West Virginia Extension Service, Poultry Voice, 2002, http://www.wvu.edu/~agexten/poultry/P\V1002.pdf, accessed May,
2010.

27 |bid.

28 The Center for Food Security and Public Health, lowa State University, 2008,
http://www.cfsph.iastate.edu/Factsheets/pdfs/newcastle_disease.pdf, accessed April, 2010.

2 ERS, Livestock, Dairy and Poultry Outlook, 2002 http://usda.mannlib.cornell.edu/usda/ers/LDP-M//2000s/2002/LDP-M-12-
17-2002_Special_Report.pdf, accessed March, 2010.
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a market risk faced by an industry dependent on exports to support the current levels of
production.*

Integrators face the direct effects of these institutional risks. Broiler growers are affected
indirectly through integrators’ responses. Much of this risk is transferred to the growers, whose
contracts generally do not specify the number of flocks to be raised each year. For example, the
1998 economic crisis in eastern Europe and the Asian market collapse during the next decade
had no substantial effect on grower contract payment per bird. Rather the effect on growers was
a reduction in the total number of birds placed by integrators, leading to a substantial annual
income reduction.

Other institutional risks faced by the poultry industry include changing environmental policies
and emerging public concerns over animal rights. All poultry operations are designated as
Animal Feeding Operations (AFO) by the Environmental Protection Agency (EPA) and are
required to develop nutrient management plans (in this case nutrients refer to plant nutrients,
such as phosphorus and nitrogen, which have effects on ecological systems such as rivers, lakes,
and wetlands). As firm size increases, the designation may change from AFO to Concentrated
Animal Feeding Operations (CAFO). Regulatory and paperwork requirements increase with a
CAFO designation. Operations are required to apply for a National Pollution Discharge
Elimination System (NPDES) permit, which requires control of waste disposal and land use.
Current regulations play an important role in determining the structure of the grower enterprise.
Generally, operations with up to 55,000 turkeys or 125,000 chickens are categorized as AFOs,
and operations with more are categorized as CAFOs.®* Since these populations can generally be
housed in four poultry houses, the dominant enterprise in the industry is a four house operation.
If regulations change, structural change will undoubtedly follow.

Environmental regulatory issues are a concern to growers, who commonly own the facilities and
the litter. Before a new flock is placed, clean litter is spread to absorb droppings. When the
flock is finished and delivered, the litter is removed from the house and generally applied to crop
land as fertilizer. Such practices may build up nitrogen and phosphorous to unacceptable levels,
leading to run-off and leaching, which contaminates ground and surface water.

The public and governments are also imposing new animal husbandry standards on the poultry
industry.®* Many growers are sensitive to the consumer expectations imposed on the industry
and are taking steps to mitigate the risks. Some growers are experimenting with raising birds
without using antibiotics while others are allowing their birds to range free or are raising layers
in cage-free environments. Housing space per bird is a substantial issue in the layer sector, but
less so in the broiler and turkey sectors.

30 USDA, ERS, 2010, Livestock, Dairy, and Poultry Outlook, http://usda.mannlib.cornell.edu/usda/ers/LDP-M//2010s/2010/LDP-
M-05-19-2010.pdf, accessed May, 2010.

sl Tyson, T.W, 2000, AFO/CAFO Registration Requirements, reviewed by the Alabama Cooperative Extension Service in 2010,
http://www.aces.edu/pubs/docs/AJANR-1175/, accessed May, 2010.

32 See for example The Humane Society of the United States, 2010, Cruel confinement,
http://www.humanesociety.org/issues/confinement_farm/, accessed May, 2010 and linked resources.

Use or disclosure of information or data 16 Risk Management Agency
contained on this sheet is subject to the Contract No: N10PC18148
restrictions on the title page of this report.



W&A Crop INsuRANCE Division
A Division of Warrs and Associares Inc.

~

Human or Personal Risk

Poultry operations must manage human risk in compliance with the Occupational Safety and
Health Act (OSHA) and the Fair Labor Standards Act (FLSA). Costs of complying with OSHA
standards for protecting workers do not appear to have a substantial impact on the cost structure
of poultry operations. In addition to concerns about regulatory rule changes, growers are also
asked to express concern with worker health and retention. Poultry workers, including poultry
caretakers, farm managers, flock supervisors, and poultry catchers, spend most of their time in
buildings and are in high-risk labor categories.*® Hazards include respiratory hazards (such as
ammonia gas, dust, molds, and airborne animal wastes), noise hazards that may lead to worker
hearing loss, animal hazards (such as risk of tetanus infections), and mechanical hazards. As
with all confinement operations, disease transmission from house to house, site to site, and
operation to operation requires constant vigilance and control of access. In addition, as in most
agricultural operations, key personnel are subject to retirement, death, and divorce.

I1.D. Poultry Programs

Producers can avail themselves of a variety of support programs from the Federal, state, and
private sectors. Some of these programs specifically address risk. Others assist in risk
management by providing information that allows the producer to make informed decisions.
Programs available to poultry producers generally are described herein. Purchased risk
management programs supporting individual poultry sectors are addressed in the individual
sector sections of this report.

Federal Programs
Federal programs supporting poultry producers are described briefly herein. These programs are
offered primarily by agencies and services of the Department of Agriculture.

United States Department of Agriculture
USDA programs supporting poultry producers are described as follows. Agencies and services
within the USDA are listed alphabetically.

Agricultural Marketing Service (AMS)
Poultry growers benefit from general services of AMS including the following programs:
Grading
Standardization
International Programs
Promotion and Research
Marketing and Economic Research
Animal Protein Free Certification Program
Shell Egg Surveillance Program,
Eggs Products Inspection Act
Shell Egg Grading and Certification

% Ellington, G., 2002, Improving the Health and Safety of Poultry Facility Workers, North Carolina State University Cooperative
Extension, North Carolina State University.
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Animal Protein Free Certification Program (APFC): This program provides third-party
verification that poultry have never been fed animal protein, animal fats, or animal by-
products.

Animal and Plant Health Inspection Service (APHIS)

The Animal and Plant Health inspection Service (APHIS) is responsible for protecting and
promoting U.S. agricultural health, administering the Animal Welfare Act, and carrying out
wildlife damage management activities. APHIS has been tasked with greater responsibility for
enforcing the obligations of the United States under phytosanitary rules such as the Codex
Alimentarius and responds to other countries’ animal and plant health import requirements and
assists in negotiating science-based trade restrictions.

APHIS programs important to the poultry industry include:
Animal Welfare
Biotechnology Regulatory Service
Import and Export Services
Animal and Animal Product Import and Export Information
International Trade
Biotechnology Import and Export Information
Sanitary and Phytosanitary Management (Trade Facilitation)
National Poultry Improvement Plan (NPIP)
Plant Protection and Quarantine
Veterinary Services
Animal Diseases by Species
Animal Health Report
Laboratory Information and Services
Monitoring and Surveillance
Professional Development Training
Veterinarian Accreditation
Veterinary Biologics
Veterinary Services Process Streamlining (VSPS)
Veterinary Services, Office of the Chief Information Officer (VS OCIO)
Wildlife Service
The National Poultry Improvement Plan (NPIP), started in the early 1930s, coordinates state
programs aimed at eliminating Pullorum from commercial poultry. Currently, NPIP concerns
itself with certifying that flocks are free of diseases including Pullorum, fowl typhoid, avian
mycoplasmas, Salmonella enteritidis, and avian influenza. Participation in all plan programs is
voluntary, but flocks, hatcheries, and dealers must qualify as “U.S. Pullorum Typhoid Clean”
before participating in any other program.

Cooperative State Research, Education, and Extension Service (CSREES)

The CSREES is the Federal administrative authority for the State Land Grant Agricultural
Experiment Stations and the Cooperative Extension Service. Extension and education programs
provide important educational and consultancy resources for producers in all areas, including
poultry producers.
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Economic Research Service (ERS)
ERS provides data and analysis on poultry product supply and demand, as well as information on
industry structure, pricing, trade, farm policies, production systems, and processing. ERS reports
of particular interest include:

Animal Production and Marketing Issues Briefing Room

Livestock, Dairy, and Poultry Outlook: Tables

Livestock and Meat Trade Data

Meat Price Spreads Data

Farm Service Agency (FSA)

The Farm Service Agency (FSA) provides financial assistance to assist producers facing losses
from natural disaster (i.e., drought, flood, fire, freeze, tornadoes, pest infestation, and other
“calamities”). FSA’s Noninsured Crop Disaster Assistance Program (NAP) provides payments
to producers of non-insurable crops when low yields, loss of inventory, or prevented planting
occur due to a natural disaster. Eligible producers include landowners, tenants, or sharecroppers
who share in the risk of producing an eligible crop. The annual gross revenue of the eligible
producer cannot exceed $2 million. The natural disaster causing the loss must occur before or
during harvest and must directly affect the eligible crop. There is a requirement that disaster
caused by weather, earthquake, volcano, or flood be declared or that losses result from disease or
insect infestations arising because of such a declared disaster.

FSA’s Supplemental Revenue Assistance Payments (SURE) Program provides benefits to
producers for 2008 through 2011 crop year farm revenue losses due to natural disasters. It is the
successor to earlier ad hoc crop disaster programs. For 2009 and subsequent crop years,
producers or legal entities whose average non-farm income exceeds $500,000 are not eligible. A
farm is eligible for a SURE payment when a portion of the farm is located in a county covered
by a qualifying natural disaster declaration (USDA Secretarial Declarations only) or a contiguous
county; or, the actual production is less than 50 percent of the normal production. For producers
to be eligible for SURE payments, they must have obtained available insurance for all crops
through either the Federal Crop Insurance Act or NAP. The farm’s SURE guarantee cannot
exceed 90 percent of the expected revenue for the farm (i.e., there is a 10 percent deductible).
Producers must suffer a 10 percent production loss to at least one crop of economic significance
on their farm in order to be eligible for a SURE payment. A qualifying loss must be caused by a
natural disaster. A crop of economic significance contributes at least 5 percent of the expected
revenue for a producer’s farm. A limit of $100,000 applies to the combination of payments from
SURE and the livestock disaster programs.

FSA’s Livestock Indemnity Program (LIP) provides payments for livestock deaths in excess of
normal mortality caused by adverse weather that occurs before October 1, 2011, including losses
due to hurricanes, floods, blizzards, disease, wildfires, extreme heat, and extreme cold. The
losses must have also occurred in the calendar year for which benefits are being requested. LIP
provisions are similar to other livestock indemnity programs implemented by FSA in recent
years, although the lost livestock are not required to have been in a county (or contiguous
county) designated a natural disaster by the President or declared by the U.S. Secretary of
Agriculture. Payments are based on individual producer losses and are available to contract
growers. Payments are limited to 75 percent of the fair market value of the lost livestock.
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Emergency Assistance for Livestock, Honey Bees, & Farm-raised Fish (ELAP) provides benefits
for losses due to natural disasters and diseases not covered under LIP. The Secretary of
Agriculture must have declared a disaster in a county for ELAP payments to be made to that
county or adjacent counties.

Food Safety and Inspection Service (FSIS)

Both the Federal Meat Inspection Act (FMIA) and the Poultry Products Inspection Act (PPIA)
require the Secretary of Agriculture to consult with an advisory committee before issuing
product standards, labeling changes, or statements on matters affecting Federal and state meat
inspection programs.® The National Advisory Committee on Meat and Poultry Inspection
(NACMPI) was created to serve that end, and FSIS employees are responsible for scheduling
and facilitating the work, actions, and meetings of the committee. Agency employees also
identify, assess, and define emerging and standing issues affecting procedures, policies,
activities, or resources for consideration by the committee.

Animal and Egg Production Food Safety staff are responsible for identifying food safety
concerns associated with animal production, transportation, marketing, and egg production, as
well as pre-slaughter preparation of livestock and poultry.®* These FSIS personnel are also
responsible for outreach and liaison activities to develop and sustain risk reduction strategies in
animal and egg production.

Foreign Agricultural Service (FAS)
Broiler growers benefit from FAS general services and programs. Due to the growing
importance of foreign markets to the poultry sectors, FAS export development and promotion
programs are of particular importance. The FAS poultry data includes:

Dairy, Livestock and Poultry Division (DLP)

Data series, analysis of world markets, buyer lists, etc.

Export Program Data

National Agricultural Statistics Service (NASS)

NASS is the primary data collection and publication service of the USDA. Its continuous,
consistent data series are widely used by producers and researchers. Poultry industry data are
collected and summarized by NASS.

Risk Management Agency

The Adjusted Gross Revenue (AGR) and Adjusted Gross Revenue-Lite (AGR-Lite) policies are
available to some poultry producers, particularly to smaller layer operations. These insurance
plans provide whole farm revenue insurance coverage, based on a producer’s Schedule F from
their IRS Form 1040 tax return.

AGR-Lite is a whole-farm revenue plan of insurance which protects producers from revenue
losses resulting from unavoidable natural disasters and from market fluctuations. Most farm-
raised crops, including broilers, eggs, turkeys, and poultry (generically) are eligible to be insured
under this plan. AGR-Lite can be used alone or in conjunction with other Federal crop insurance
plans, but not in conjunction with AGR insurance. Under AGR-L.ite, the insured liability may

3 USDA, FSIS, 2009, About FSIS, http://www.fsis.usda.gov/OPPDE/nacmpi/index.htm, accessed March, 2010.
% USDA, FSIS, undated, http://www.fsis.usda.gov/OPPDE/animalprod/apfshome.htm, accessed March, 2010.

Use or disclosure of information or data 20 Risk Management Agency
contained on this sheet is subject to the Contract No: N10PC18148
restrictions on the title page of this report.



W&A Crop INsuRANCE Division
A Division of Warrs and Associares Inc.

not exceed $1 million. Consequently, the approved gross income insured must be less than
$2,051,282, in which case the coverage level is 65 percent. Furthermore, the insured must have
existed as the same tax entity for seven years and must have filed five consecutive years of
Schedule F tax forms; unless a change in the tax entity is reviewed and approved by the
insurance provider. No more than 50 percent of total revenue may have been derived from
commaodities purchased for resale and no more than 83.35 percent of total revenue can have been
derived from potatoes. AGR-Lite is available in Alabama, Arizona, Colorado, Connecticut,
Delaware, Florida, Georgia, Hawaii, Idaho, Illinois, Kansas, Maine, Maryland, Massachusetts,
Minnesota, Montana, Nevada, New Hampshire, New Jersey, New Mexico, North Carolina,
Oregon, Rhode Island, South Carolina, Tennessee, Utah, Vermont, Virginia, Washington, West
Virginia, Wisconsin, and Wyoming, and in selected counties in Alaska, New York, and
Pennsylvania.

An AGR-Lite approved adjusted gross revenue is based on a producer’s five-year historical farm
average revenue (as reported on the IRS Schedule F) and on an annual farm revenue report.
AGR-Lite insurance indemnity payments are based on Schedule F reported revenues and
expenses and on a payment schedule which includes both a deductible and a co-payment. The
minimum deductible is 20 percent. The minimum co-payment is 10 percent. Loss payments are
triggered when the adjusted income for the insured year is less than the loss inception point. The
loss inception point is calculated by multiplying the approved adjusted gross revenue times the
selected coverage level. Once a revenue loss is triggered, the producer is paid based on the
payment rate selected, at either 75 cents or 90 cents for each lost dollar.

AGR is a pilot insurance program similar to AGR-Lite. AGR insurance protects producers to
liabilities as high as $6.5 million. However, only 35 percent of this income can come from
animals or animal products. Higher coverage levels and lower deductibles are only available
when the number of insured crops increases. Given the structure of the poultry sectors, these
constraints limit the utility of AGR for major poultry grow-out facilities. AGR insurance is
available in Connecticut, Delaware, Maine, Massachusetts, New Hampshire, New Jersey, Rhode
Island, and Vermont, as well as in selected counties in California, Florida, Idaho, Maryland,
Michigan, New York, Oregon, Pennsylvania, Virginia, and Washington. AGR may serve
producers in these areas who have highly diversified operations. Poultry is listed generically in
the 2010 AGR Standards Handbook. However, AGR as it is currently structured is unlikely to
address risk management concerns of those who focus their production on poultry. Furthermore,
anecdotal evidence suggests that participation in the AGR/ AGR-L.ite programs is limited within
the poultry industry. Finally, RMA has made internal determinations the income from grow-out
operations is not eligible under the adjusted gross revenue programs.

Rural Business—Cooperative Service (RBS)

RBS is a small agency with limited funding and staff whose purpose is to finance and facilitate
development of small and emerging private business enterprises, and promote sustainable
economic development in rural communities.* While this agency could potentially serve
poultry growers and integrators, the industry structure will limit the impact of RBS services to
many producers.

% USDA, RD, 2010, About RD, http://ww.rurdev.usda.gov/Home.html, accessed May, 2010.
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Environmental Protection Agency

Poultry operations are affected by EPA rules administered primarily by the Office of Water
Management under the heading “Animal Feeding Operations.” Relevant reports may be found
through linked topics such as water, waste, and waste management and by reviewing the EPA
Website for AFOs (http://www.epa.gov/oecaagct/anafoidx.html). The rules regulate the
discharge of pollutants from point sources to waters of the United States. As a point source,
some operations require a National Pollutant Discharge Elimination System (NPDES) permit.
Application for the Eermit includes development of a nutrient management plan ensuring litter is
properly managed.?

State Government Programs

State programs and regulations affect poultry production. State statutes or codes generally define
an administrative office and/or an administrator responsible for licensing and enforcing
minimum husbandry, sanitary, and environmental standards for poultry operations. Some states
have poultry regulations that replace or complement Federal sanitary or environmental standards.
The various regulations are similar to Federal standards, often referencing them as minima. The
purpose of these regulations is to reduce risks of animal diseases and contamination of poultry
products.

The USDA National Poultry Improvement Plan often functions as a centerpiece of most state
efforts. Activities, responsibilities, and regulations of state agencies include inspection of
poultry flocks and chick hatcheries, issuing inspection certificates, and overseeing rules and
regulations for the movement, sale, labeling, and advertising of all chicks, eggs, and poultry
produced by flocks and hatcheries. Code sections relating to the movement of birds address
health issues, particularly disease prevention and control.

The codes are intended to prohibit movement of poultry from or through areas quarantined due
to disease. Any vehicle or equipment permitted into any quarantined area must be cleaned and
disinfected in accordance with state and Federal regulations. Disposal of all dead poultry is
required, with the means of disposal generally restricted to incinerators or specific composters.
Older composters and compost pits, common in the past, are generally no longer acceptable
methods for poultry disposal. Code sections concerning health and sanitary conditions often co-
join state departments of health, veterinary medicine, safety, and/or other agencies.

States oversee and regulate integrators’ slaughter, processing, and distribution activities. The
regulatory burden on integrators is often much greater than on growers. Regulations governing
slaughter and processing procedures generally follow the FMIA and the PPIA, which control
operations and transactions affecting interstate commerce.*®

While integrator regulation not associated with “crop” production is outside the scope of this
feasibility assessment, it contributes to institutional risks that may impact grower well being.
These regulations ultimately affect growers. Compliant plans in Maryland must ensure proper

T EPA, 2009, National Pollutant Discharge Elimination System , http://cfpub.epa.gov/npdes/home.cfm?program_id=7, accessed
May, 2010.

% poultry products are sold under provisions of the Federal Meat Inspection Act, the Federal Poultry Products Inspection Act, or
the Federal Food, Drug and Cosmetic Act.
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storage, handling, and land application of excess poultry waste. Until the current regulations
were set, manure disposal was the responsibility of the contract growers. Now it is the integrator
who must bear this cost. As integrator costs rise, so does the probability that processing plants
will close, leading to reduced bird placements, lower payments to growers, or abandonment of
contracts.*

Private Insurance Inventory

Private insurance companies offer coverage to commercial poultry operations, family farm
poultry operations, private hatchery operations, and contract growers. Policies and the coverage
provided are described herein.

Building Coverage

Although coverage varies by company, “All Risk Coverage” insurance is available for farm
buildings. These policies indemnify losses from fire, weather, damage due to snow and ice load,
or impact by a farm-owned vehicle. Replacement cost coverage is available for farm buildings.
Typically, no depreciation is calculated in establishing indemnities. Building policies tend to
cover the repair or replacement of fixed equipment. Replacement cost coverage is also available
for all on farm dwellings including the replacement cost of contents.

Companies writing poultry insurance building coverage have various underwriting requirements
based on the age of the poultry house. Policies are generally contingent on a favorable
inspection of the poultry house. Although insurance companies tend to have a limited range of
premium rates regardless of house construction materials (i.e., the premium rate on all-metal
houses may be the same as the premium rate on wood frame houses), there is a movement
toward differentiating the rates, with all-metal housing receiving di