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Background
• Crop insurance compensation terms set by 

Federal agencies and terms do not vary across 
companies
– Premiums set by RMA
– Standard Reinsurance Agreement (SRA) sets A&O 

reimbursements and risk sharing terms

• 25% of Federal costs of crop insurance associated 
with crop insurance compensation
– A&O reimbursement
– Underwriting gain or loss of companies
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Issues
• Concerns about too high of compensation to crop 

insurance companies

• Led to renegotiation of SRA (Implemented in 
2011)
– Lowered A&O reimbursements
– Changed risk sharing to be less favorable

• Continue to introduce new legislation targeting 
crop insurance compensation
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Study

Evaluate net returns from 1998 to 2015 and show

• 2011 SRA significantly reduced returns

• Much of the concern in 2000s may have resulted 
from:
• Growth in program
• Low loss years
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A&O Reimbursements Do Not Cover Costs
(Underwriting Gains Needed for Private 

Involvement)
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Regression with net return related to loss ratio and dummy 
variable (1 in 2011 and after) imply a 5% lower return after
2011 
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Summary

• 2011 SRA resulted in reduction in net returns by 
about 5%

• Future returns impacted by:
– Interest rates
– Loss ratios
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U.S. Average Corn Yield, 1895-2016*

Source: USDA *2016=Nov. estimate

1895-1936:
y = -0.1x + 28.5
R2 = 0.22

1937-1955:
y = 0.8x + 27.5
R2 = 0.72

1956-1969:
y = 2.6x + 44.8
R2 = 0.89

1970-1916:
y = 1.8x + 80.7
R2 = 0.81
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Summary

• 2011 SRA resulted in reduction in net returns by 
about 5%

• Future returns impacted by:
– Interest rates
– Loss ratios (more variable loss experience would lower 

underwriting gains)



www.farmdocDaily.illinois.edu

Impacts of SRA on Company Losses in 
Commercial Fund
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