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Livestock Insurance: LRP for

Feeder Cattle Coverage

» LRP for feeder cattle offers price
protection for feeder cattle producers.
It does not cover sickness or death of
the cattle or insure against  emu Feeder Cattle (0801)

Livestock Risk Protection

possible rising feed costs.

* Now available in all counties of
Virginia and across several
other states

* Producers remain subject to
basis price risk

Livestock Insurance: LRP for

Feeder Cattle Coverage

Five-area weekly weighted average cash price for 35-65%
choice slaughter steers, FOB feedyard on a live weight basis,
reported by USDA's Agricultural Marketing Service

Local Cash Price

Crop Insurance for Wyoming Forage Production
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Livestock Insurance: LRP for Feeder Cattle

Basics of LRP

* Product Offered: Protection for
producer against decline in cattle
prices below the established
coverage price

* Insurance Period: Offered for 13,
17, 21, 26, 30, 34, 39, 43, 47 or
52-week periods

— The producer will choose a time
closest to the time cattle will be
marketed or time when cattle will
reach the desired weight

Livestock Insurance: LRP for Feeder Cattle
Basics of LRP (cont.)

* Application: An application is
required to purchase insurance
coverage

» Specific Coverage Endorsement:
A producer must file a Specific
Coverage Endorsement for each
group of feeder cattle to be
insured. Several endorsements
may be filed under one application
as long as beneficial interests are
the same
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Livestock Insurance: LRP for Feeder Cattle

Types and Weights of Feeder Cattle Insurable

» Steer feeder cattle < 6.0 cwt for steers and bulls and steers
only from 6.0 to 9.0 cwt

o Heifer feeder cattle < 6.0 cwt and heifer feeder cattle from 6.0
t0 9.0 cwit

* Predominantly Brahman heifers, steers, and bulls < 6.0 cwt
and predominantly Brahman heifers and steers from 6.0 cwt
t0 9.0 cwt

* Predominately dairy heifers, steers and bulls < 6.0 cwt and
predominately dairy heifers and steers 6.0 to 9.0 cwt

Livestock Insurance: LRP for Feeder Cattle
Types and Weights of Feeder Cattle Insurable (cont.)

e “Crop” year: [June 1 to June 30]

— Annual Policy Limits: The maximum number of head of feeder cattle
that may be covered during a crop year is 2,000 head per producer

¢ Endorsement Limits:

— A limit of 1,000 head of feeder cattle may be insured under any one
Specific Coverage Endorsement
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Livestock Insurance: LRP for Feeder Cattle

Coverage Prices and Levels

» Coverage Prices
— the prices that may be insured by the
producer
» Coverage Levels

— based on the chosen coverage price and
range from 70 to 100% of the expected end
value

* Price Adjustment Factors

— account for differences between steer prices
and prices of other types and weight of cattle

— adjustments are applied prior to posting on
the RMA website

Livestock Insurance: LRP for Feeder Cattle
Actual and Expected End Value of Feeder Cattle

» Expected End Value

— This is the expected prices at the end of an insurance period for
each specific type and weight of feeder cattle announced daily on
the RMA website

» Actual End Value
— This is the value of the cash settled CME feeder cattle index on the
end date of the insurance period, adjusted by RMA for feeder cattle
type and weight
* Subsidy Level
— RMA provides a 13% subsidy on LRP feeder cattle

Crop Insurance for Wyoming Forage Production
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Livestock Insurance: LRP for Feeder Cattle

Example
Contract Data Value Calculation
Mumber of Steers 1000 Producer
Expected Weight 800 Ib Producer
Current Date Oct. 26 Producer
Marketing Date April 26 Producer
Insurance Period 26 Weeks Producer*
Expected Ending Value $103.94 cwt RMA
Coverage Level 86.58% EMAa=*
Coverage Price $90.00 cwt Producer/RMA**

* Producer’s choices are limited
**= The producer chooses an RMA-determined coverage price which concurrently
reflects the coverage level

Livestock Insurance: LRP for Feeder Cattle
Example

Contract Data Value Source

[nsured Value % 720,000 1,000 hd = 8 cwt/hd =

590,00/ cwt

Premiurm Rate 0.020133 RMA

Total Premiurm 514,496 £720,000 x 0.020133

Subsidy Rate 13% RMA
Subsidy Amount £1,884 514,496 x 0.13

Producer Premium 512,612 $14,496 - 1,884
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Livestock Insurance: LRP for Feeder Cattle

Indemnity Calculation: Example 1

e Suppose the producer actually
sells 1,000 800-pound steers on
April 26" for $85.00/cwt

* The CME-reported actual ending
value is $85.00/cwt

e Would the producer receive an
indemnity?

» Let’s look at the calculations

Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 1

« Indemnity calculation:

o 1,000 head » 8 cwt/head » ($90.00 - $85.00) = $40,000

+ Revenue from calves:

o 1,000 » 8 cwi/head = $85.00 = $680,000
o Plus indemnity of: + 40,000
o Less premium of; - 12612
o Met revenue: =$707,388
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Livestock Insurance: LRP for Feeder Cattle

Indemnity Calculation: Example 2

» Suppose a producer actually sells
1,000 800-pound steers on April
26 for $82.00/cwt

* The CME-reported actual ending
value is $85.00/cwt

» Will the producer receive an
indemnity?
* Let’s look at the calculations

Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 2

» Indemnity calculation:

¢ 1,000 head # 8 cwh/head = (90,00 - $25.00) = $£40,000

» Revenue from calves:

< 1,000 = 8 cwihead x $£82.00 = $656,000
o Plus indemnity of: + 40,000
o Less premium of: - 12612
o MNet revenue: — _I_$683,388
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Livestock Insurance: LRP for Feeder Cattle

Indemnity Calculation: Example 3

 Suppose the producer actually
sells 980 750-pound steer calves
on April 26
— 2% death loss
* Reported within 72 hours
— Lower sales weight
— The producer sells the calves for
$85.00/cwt
* The CME-report actual ending
value is $85.00/cwt
*  Will the producer receive an
indemnity?
» Let’s look at the calculations

Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 3

« Indemnity calculation:
@ 1,000 head » 2 cwi/head » (£90.00 - 85.00) = £40,000.

+ Revenue from calves:
o 980 % 7.50 cwi/head » $85.00/cwt: = $624,750

o Plus indemnity of: + 40,000
@ Less premium of: - 12612
o Met revenue: = $652,138

Crop Insurance for Wyoming Forage Production
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LRP Feeder Cattle Insu

ance — History

Federal Crop Insurance Corporation
Reinsurance Year Statistics for 2011
As of: 2117/2012
Nationwide Summary - By State/Commodity
Commadity Ins Pol Sold Pol Earn Pol Units Units Number of i Total Subsidy Indemnity  Loss
Plan Prem Indem Eam  Indam Head * Pramium Ratio
Prem
VIRGINIA
DAIRY CATTLE LGM 25 22 0 34 0 718588 11882052 349,278 144,006 0 o0
FEEDER CATTLE LRF 50 3z 10 &0 18 2,430 2,003,105 59,024 7.676 15,515 26 l
VIRGINIA Total 70 55 10 98 18 722,113 14,012,526 410,896 152,019 15,515 04
Grand Total 70 55 10 98 18 722,113 14,012,526 410,898 152,018 15,515 04
Federal Crop Insurance Corporation
Reinsurance Year Statistics for 2012
: 2117/2012
Nationwide Summary - By State/fCommodity
Commaodity Ing Pol Sald Pol Earn Pol Units Units Number of Liabilities Total Subsidy Indemnity Loss
Plan Prem  Indem Earn  Indem Head Premium Ratio
Pram
VIRGINIA
DAIRY CATTLE LGM 51 12 0 12 0 413350 7,177 998 199 436 97,308 0 oo
L T T T N Y] NG NN NN BN NN BN . e
FEEDER CATTLE LRP 40 11 5] 19 8 953 956,087 19,905 2,587 5,240 26 '
- e i e i e i e i o e e e o e -
SWINE LRP 0 0 [ oo
VIRGIMIA Total o7 25 5 38 8 414,405 8,304,278 227,279 100,926 5,240 0z
Grand Total E 25 5 36 8 414405 8,304 278 227,279 100826 5240 0z

Livestock Insurance: LRP for Feeder Cattle

Livestock Risk Protection
Protects against downside price rizsk

The selected "coverage price” is the
producer's price floar

Requires the payment of a premiurm - an
insurance premiurm is paid to an insurance
agent

May result in a payout - payout is an
inzurance indermnity

Payouts are received when pricas decline
belaw an inzure
level - producer receives an indernnity

Protects the producer frormn a dedine in the
CME feader
cattle price index

Coes not protects the producer from a
decline in the
producer's zale price

Options
The selecked "strike price" is the producer's price flaor

Reiuires the payment of a premiurm - an option premium is paid to a
broker

May resultin a payout - premium increaszes in value

Payouts are received when prices decline below an insured level - premiurm
increases in value and is reflected in the producer's brokerage account

Option premium declines to zero and there is no increase in the producer's
brokerage account

Protects the producer from a decline in the CME feeder cattle price index
Daoes not protects the producer frarm a decline in the praducar's zale price
Meed a brokerage account

Subsidies are not available for option premiums

Requires brokerage fees

Mo price adjustrments for varying weights, A producer may buy higher
price coverage levels than LRP

Mare tiring flexibility because the producer may sell an aption prior to
expiration

Can re-purchase an option at any time

Crop Insurance for Wyoming Forage Production
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Price Risk Analysis: Futures, Options, LRP Comparison

Conditions at Time of Furchase
Futures Price; Options Strike Price; LRP Coverage
Expact sis Entered by User

Met Predicted CashiFioor Price
Percent Hedged ce Wish Price Protection
at Time of For

Save, Load, Delete a Scenario °

[ Futures [Putoption] LRP | cash |
$115.58 $11400 512150

$6.00 $6.00
$0.30 $0.30 $0.18
30.00

1125 $11515 $NT.3e
BT 0% ET.0%  100.0%

Futures Price ot Sale/Exercise/Offset

$115.00 $115.00

Cash Settiement index Value Termination/Sale/Otfset $115.00
Profit/Loss on Fulures/Options OR LRP Indemrsty. i any $0.55 -4.55 $2.39

Cash Conditions at Time of Sale

Cash Price at Sake Time $121.00 $121.00 $121.00 $121.00
et Price Recetved @ Sale (Cash - Brokerage-Trading$ +/- Hedge FIL. Adj % Coverage) $121.22 $116.78  $123.21 $121.00

Cost of Production Per Owt (CowCalliFeeder)

$105.00 $105.00  $105.00  $105.00

et Income Recelved Per Cud of Production

$18.22 $11.78 31821 $16.00

Current Futures Price-Initial Fostion
Put Option Strike Price at Purchase $114.00
Put Option Premium @ Strike Price

@ Puichase | Check Current LRP Coverage Levels at the RMA Web Site
JEsatLEan.

Chack Current Fatures/Options Prices on the Wel

together for o

orrect resul

CHE Cash Sattlemant Index #Sale/offet | SAESI00
Total Cost of Production Cow Calf 810500

Print Reset

Thinis |These !l’(ee \ur'tm nu?r.:: changed
0.038859 L -
47z | animals consider

Expéctad Avarnge Tt at e of Sale 575

LRP Ownarship Share of these cattie 100%
Number of Fesder Contracts Neaded 1.15
Humber of Feeder Contracts Purchased 1
Parcant Hedged 86,965
MouseQver for Help OH/On

Livestock Insurance: LRP for Feeder Cattle

Summary

feeder cattle

insurance

coverage

¢ Livestock Risk Protection for

* The insurable types and weights of
feeder cattle under livestock

* Insurance against price changes
* Indemnities for transactions

* The difference between LRP
insurance coverage and an options

Crop Insurance for Wyoming Forage Production

Farm Management
Wiki tool "Futures,
Options, LRP
Comparison”

http://FarmManagement.

org/Wiki

Click on Contents >
Tools > “Futures
Options LRP
Comparison”
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RMA LRP Fact Sheet

A Mt Mamagemant Agency Fact Shew
Livestock Risk Protection
Feeder Cattle
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