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CUTS: CROP INSURANCE PROGRAM
Department of Agriculture

The Budget proposes to streamline crop insurance subsidies by:  establishing a reasonable rate of return
to participating crop insurance companies; reducing the reimbursement rate to insurance companies of
administrative and operating expenses; reducing the premium rate on catastrophic coverage to better reflect
historical performance; and decreasing the premium subsidy paid by producers by two percentage points.

Funding Summary
(In millions of dollars)
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Justification

Crop insurance is a foundation of the Nation's farm safety net.  Yet, the program continues to be highly
subsidized and costs the Government approximately $10 billion a year to run:  $3 billion per year for the
private insurance companies to administer and underwrite the program and $7 billion per year in premium
subsidies to the farmers.  A Department of Agriculture commissioned study found that when compared to
other private companies, crop insurance companies' rate of return on investment (ROI) should be around
12 percent, but is currently expected to be 14 percent.  The Administration is proposing to lower the crop
insurance companies' ROI to meet the 12 percent target, saving $1.2 billion over 10 years.

In addition, the current cap on administrative expenses is based on the 2010 premiums, which were among
the highest ever.  A more appropriate level for the cap would be based on 2006 premiums, neutralizing the
spike in commodity prices over the last four years, but not harming the delivery system.  The Administration,
therefore, proposes setting the cap at $0.9 billion adjusted annually for inflation, which would save $2.9
billion over 10 years.

For premium subsidy changes, the Administration proposes to reduce the premium for catastrophic (CAT)
coverage policies, which will slightly lower the reimbursement to crop insurance companies.  The premium
for CAT coverage is fully subsidized for the farmer, so the farmer is not impacted by the change.  This change
will save $255 million over 10 years.  In addition, the Administration is proposing to reduce producers'
premium subsidy by two basis points for all but catastrophic crop insurance, where the subsidy is greater
than 50 percent.  This will have little impact on producers.  Most producers pay only 40 percent of the cost
of their crop insurance premium on average, with the Government paying for the remainder.  This cost-share
arrangement was implemented in 2000, when very few producers participated in the program and "ad-hoc"
agricultural disaster assistance bills were passed regularly.  The Congress increased the premium subsidy
for buy-up coverage by over 50 percent at the time to encourage greater participation.  With current
participation rates, the deep premium subsidies are no longer needed.  This proposal is expected to save
$3.3 billion over 10 years.
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