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About The Andersons, Inc.


The Andersons, Inc. is a diversified company with interests in the grain, ethanol and plant nutrient sectors of U.S. agriculture, as well as in railcar leasing and repair, turf products production, and general merchandise retailing. Founded in Maumee, Ohio, in 1947, the company now has more than 40 operations in seven U.S. states plus rail leasing interests in Canada and Mexico. 

With a workforce of nearly 3,000, The Andersons' 2006 revenue was $1.5 billion. Last year the company handled 170 million bushels of grain and produced 1.5 million tons of liquid and dry agriculture nutrients. During the past 10 months, the company has begun operations at two ethanol plants and is constructing another scheduled to open in the first quarter of 2008. When completed, the three plants combined will produce 275 million gallons of ethanol annually. 

The company also originates corn for other ethanol facilities as well as food-suppliers such as Frito-Lay and Kroger’s. We are recognized as leaders in the agriculture industry as commodity risk managers and grain originators. An integral part of our risk management strategy includes leveraging the value of crop insurance and thus our business structure also includes a crop insurance agency which will have nearly $10 million in sales premium in 2007.

Outside of its agriculture operations, The Andersons operates a railcar leasing and repair business. With more than 21,000 railcars in its portfolio, The Andersons operates the sixth largest private fleet nationwide. It has general merchandising retail interests with six stores in Ohio and has recently opened a specialty food store in a suburb of Toledo. The company’s turf and specialty operation is a major manufacturer and marketer of premium dispersible and non-dispersible granular products for turf management and landscape markets.
Rationale for Testifying


The Andersons actively promotes the use of crop insurance for its producers because the company strongly believes a high quality, revenue-based crop insurance policy is the single most important step a producer can take to effectively minimize risk for his grain production. The Andersons has demonstrated this stance to producers, bankers, insurance providers and others through the Crop Revenue Profiler® software program, a proprietary tool that provides estimated net pre-tax revenue scenarios for producers based on input costs, price per bushel and yield per acre. The company has found that producers who have implemented this risk mitigation approach over a period of years are often operating a more financially sound farming business. As a result, these producers have less of a need for marketing loans, counter-cyclical payments and disaster payments. However, they do need access to insurance providers and often participate in insurance programs because of the affordability.

With several grain and ethanol operations, The Andersons believes the use of revenue-based crop insurance provides a win-win for both the producer and the company. Crop insurance helps mitigate the risk for lack of production and provides confidence for producers to forward contract at profitable prices. Alleviating the typical barriers of production and price often leads to more forward contracting, ensuring a source for inputs to ethanol plants and fulfilling the needs of and food and animal feed customers.


Equally as important, because The Andersons is as a commodity input hedger, the company’s bankers know that the company’s ability to maintain contract integrity is directly correlated with the ability of our producers to deliver on the contract they establish. The two are closely related. Knowing this, the company (and others like The Andersons) seeks to contract with producers with sound financial integrity or those who have protection in the event of lack of production. Crop insurance provides that protection, giving producers the courage to sell in advance of planting and production, thus contributing to the financial health of producers and the grain industry alike.
Benefits of Revenue-Based Crop Insurance to the Producer

In simple terms, the amount of income a producer makes is:


Price x Yield = Total Revenue


Total Revenue – Total Cost = Net Income


A strategic method to help protect the Price component in the above equation is forward contracting which establishes the price per bushel. 


A strategic method to protect the Yield in the equation is to purchase crop insurance (preferably revenue-based). Should the yield not equal the forecast, the producer is protected from potential losses in revenue as well as potential penalties for not fulfilling contracts.

Combine these strategies with a sound marketing approach, and the producer has a much better opportunity for a consistent revenue stream from the crop. The risk management strategy of blending crop insurance and sound marketing enables the producer to eliminate the majority of his exposure to potential risks including crop failure, sharp drop in prices or a combination of the two.

The following charts illustrate the progression of how risk (represented in red) is minimized with the implementation of each tool:
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As is illustrated, with production planned and expenses estimated or locked-in, insurance provides producers the security to forward contract prior to planting when prices are often more profitable. In the event production does not meet expectation, revenue-based insurance offers protection to the producer in the form of a replacement cost alternative to production. The coverage of price protection that marketing offers, coupled with the production protection that crop insurance offers, helps secure financial stability for the farm operation regardless of size.
National Impact of Revenue-Based Crop Insurance


The development of revenue based crop insurance tools in the late 1990s had a huge impact for producers to manage the ever increasing risks associated with agriculture production.  While producers were influenced by higher than typical commodity prices, The Andersons is convinced the significant increase in corn planted acres for 2007, as reported in the USDA's March estimates, was due in large part to the producers’ ability to lock in profitability through attractive insurance guarantees. It was this guarantee that provided the farmer and his banker the courage to invest significant dollars in additional, high cost, corn acres.


As the U.S. moves forward in providing a stable food, feed and fuel supply for its citizens, as well as the people of other nations, both The Andersons and its customers will become even more reliant on affordable, high quality crop insurance tools to manage ever growing risk. 


Growing risk will be magnified into future crop cycles. Much of the industry expects input costs such as seed and fertilizer to increase significantly during the next few years. In addition, competition for land has resulted in dramatically higher land rental costs.  


The ever increasing costs of planting corn, especially corn after corn, may work to discourage farmers from planting corn to lower cost crops.  This is more likely with deferred soybean and wheat values well in excess of $8.00 and $5.00 per bushel respectively.  

The Andersons believes strongly revenue-based crop insurance tools are of even more value today that when they were first introduced 10 years ago. The high level of producer participation in all regions of the country is a testimony to the value of the product.

Ensuring a steady supply of key commodities such as grain to consumers requires producers to have financial stability without unnecessary financial risks. To accomplish this, producers must have affordable access to crop insurance. 
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