Livestock Risk Protection (LRP)

for Virginia Feeder Cattle Producers
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LRP Feeder Cattle

» LRP for feeder cattle offers
price protection for feeder
cattle producers based off
of the Chicago Mercantile
Exchange Group Feeder
Cattle Index.

Feeder Cattle (0801}
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Now available in all
counties of Virginia and
across several
other states
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LRP Feeder Cattle

« |t does not cover
sickness or death of
the cattle or insure
against possible
rising feed costs.

* Producers remain
subject to basis
price risk
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Basis Risk

Chicago Mercantile Exchange reported
- Basis / Group Feeder Cattle Index

Local Cash
Price
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il Exténsion

http://iwww.joe.org/joe/2008february/rb6.shtml
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Basics of LRP for Feeder Cattle

» 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
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Basics of LRP for Feeder Cattle

* 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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LRP for Feeder Cattle:
Types and Weights Insurable

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

* Heifer feeder cattle < 6.0 cwt and heifer feeder
cattle from 6.0 to 9.0 cwt

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

* Predominately dairy heifers, steers and bulls <
6.0 cwt and predominately dairy heifers and
steers 6.0 to 9.0 cwt
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Basics of LRP for Feeder Cattle

e “Crop” year: [July 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:
— Alimit of 1,000 head of feeder cattle
may be insured under any one
Specific Coverage Endorsement
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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
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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
e Subsidy Level
— RMA provides a 13% subsidy on LRP feeder cattle premiums
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Cost Estimator

http://www.rma.usda.gov
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Livestock Reports
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Livestock Insurance: LRP for
Feeder Cattle Example

Contract Data Value
Number of Steers 100
Expected Weight 700

Current Date Sep.5

Marketing Date Jan. 2
Insurance Period 17 Weeks

Expected Ending Value 150.047
Coverage Level 0.997
Coverage Price 149.60
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Livestock Insurance: LRP for
Feeder Cattle Example

Contract Data Value Source
Insured Value $104,718 100 hd x 7 cwtthd x 149.60/cwt
Premium Rate 0.031671 RMA
Total Premium $3,317 105,033 x0.031671
Subsidy Rate 13% RMA
Subsidy Amount $431 3,327 x0.13
Producer Premium $2,886 3,327 - 433

Producer Premium = 2,886/(700 cwt) = $4.12/cwt
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Livestock Insurance: LRP for
Feeder Cattle Example

» Suppose the CME-reported actual ending
value is $142.00/cwt.

* Indemnity calculation

Indemnity = 100 hd x 7 cwt/hd x (149.6-142.00) = $5,320

 This is independent of your actual
marketing decision and outcome.
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Livestock Insurance: LRP for
Feeder Cattle Example
» Suppose you actually market your steers
for $127.00/cwt. at the local auction.
* Net Revenue Calculations

Sales Revenue =100 hd x 7 cwt/hd x 127 = $88,900

Net Revenue = Sales + Indemnity — Producer Premium
Net Revenue = 88,900 + 5,320 — 2,886 = $91,334

Net Revenue per Cwt. = 91,334/(100 x 7) = $130.48/cwt.
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LRP Feeder Cattle - History
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Price Risk Analysis: Futures, Options, LRP Comparison

« Farm Management
Wiki tool “Futures,
Options, LRP
Comparison”

« http://FarmManagement.org
IWiki

« Click on Contents >
Tools > “Futures
Options LRP
Comparison”
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LRP for Feeder Cattle: Summary

Livestock Risk Protection for
feeder cattle

» The insurable types and
weights of feeder cattle
under livestock insurance
Insurance against price
changes

« The difference between LRP
insurance coverage and an
options coverage
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RMA LRP Fact Sheet
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