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What are
producers most
concerned
about when
marketing their
cattle?
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Managing Cash Price Risk

* Producers and processors who physically
trade cattle are generally most concerned
with managing the risk of changing cash
market prices

« This source of risk might be addressed by:
— Private contracting

— Futures markets

— Livestock Risk Protection (LRP) insurance to
protect against falling national cattle prices

« Controls may include basis and basis risk
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Feeder Cattle Futures Market
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Feeder Cq’r’rle Futures Market
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Cash Markets

» Cash markets are those markets where the
agricultural commodity is physically traded

 Cash markets are often referred to as “local’” markets
or “spot” markets

 Examples
— Livestock Auction Barn
— Video auction sales

— Direct/On Farm sales
to feedlots
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Futures Markets

* Futures markets trade Chicago Mercantile Exchange
(CME) contracts that specify delivery of commodities
at some future date

« Rarely does the physical delivery actually take place
between buyers and sellers of a particular contract

» Futures market prices together with a basis value
determine the cash price in the local market
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Cash & Futures Market
Relationship

e Cash Price = Futures Price + Basis

e Basis = Cash Price — Futures Price
Basis is usually less than O
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Factors Influencing Basis

» National Market. Supply and Demand

— Seasonality of livestock markets

» Local Market. Supply and Demand at the local
auction market(s)
— Quality and quantity of livestock available for sale

— Competitive nature of the auction r

* Number of buyers present compared
to the quantity of animals available

* Form and numbers of livestock
desired by each of the buyers
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Cash Price = Futures Price + Basis

A CME futures contract is used to “lock in” a futures
(national) price

« A CME options contract is used to “lock in” a floor or
ceiling for the futures (national) price

» Livestock Risk Protection (LRP) insurance contracts
can also be used to “lock in” a floor for the futures
(national) price
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Cash Price = Futures Price + Basis

continued

* A basis contract can be used to lock in the basis, the
difference between the cash price received and a
reference price (usually the futures contract
[national]) price. This is sometimes referred to as
“formula pricing” depending upon the situation.

* The only sure way to lock in the cash price received
is to enter into a local cash contract at an agreed
upon price to deliver the cattle.
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LRP Feeder Cattle
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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
possible rising feed costs.

* Now available in all
counties across all states
(including Hawaii) 5 :

* Producers remain subject to
basis risk
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Livestock Insurance: LRP for Feeder Cattle Coverage
Basis

CME Feeder Cattle Index

Local Cash Price
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http://www.joe.org/joe/2008february/rb6.shtml
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Livestock Insurance: LRP for Feeder Cattle
Basics of LRP

* Product Offered: Protection for
producers against declines in cattle
prices below the established
coverage price

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

— The producer will choose an
insurance period giving an end date
closest to the time cattle will be

marketed or time when cattle will
reach the desired weight
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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

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 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
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Livestock Insurance: LRP for Feeder Cattle
Policy Limits

* “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 6,000 head

 Endorsement Limits:

— A limit of 3,000 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
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Livestock Insurance: LRP for Feeder Cattle
Actual and Expected End Value of Feeder Cattle

* Expected End Value

— The expected price 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

— 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
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Livestock Insurance: LRP for Feeder Cattle
Premium Subsidy Levels

 RMA provided a 13% premium subsidy on all LRP
contracts in the past
» New Subsidy Levels as of July 1, 2019

Table 1: Livestock Risk Protection (LRP Insurance) Premium Subsidies
(effective July 1, 2019)

Fed Cattle, Feeder Cattle, and Swine Lamb
Coverage Level Subsidy Endorsement Length  Subsidy
95-100% 20% 13 weeks 20%
90-94% 25% 26 weeks 35%
80-89% 30% 39 weeks 38%
70-79% 35%

* New and beginning producers qualify for an additional
10% subsidy
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Click Tools

Livestock Reports
www.rma.usda.gov

Then click
Livestock Reports

eers Contact Us En Espaiiol

Q

Find an Agent

About RMA

nite ates Departiment o ricuiture
USDA united states Department of Agricult
= Risk Management Agency

RMALocal ~

Policy & Procedure ~ Commoditie - ~ Tools ~ | ) pics ~

BE

Summary of Agent Locator Actuarial Info Crop Insurance Cost Estimator
Business Browsg Riigision Tool
Actuarial Information Browser Crop Indemnity Maps Reinsurance Reports
AIP Companies Dairy Revenue Protection Participation NUTST o P RMA Information Reporting System
PRF Rainfall RMA Map Viewer

Cause of Loss FTP File Access

County Programs GIS Actuarial Maps Price Discovery Reporting

Partner with RMA. Resources and tools for those just starting out.
Find training opportunities.

Get Connected > Get Started >

Resources for farmers and ranchers. Policies, handbooks, and more.
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Livestock Reports
www.rma.usda.gov

QSDA United States Department of Agriculture Home
s Risk Management Agency
Q

About RMA Find an Agent News Careers Contact Us En Espaiiol

Policy & Procedure ~ RMALocal ~ Commodities ~ Tools ~ Topics ~ ‘

Livestock Reports (LRP and LGM) Information Tools

Provides LRP's coverage prices/rates and LGM's Expected and Actual Gross Margins. Actual LRP ending values are Ch|cago Mercantile EXChange Notice
also provided at the end of each insurance period

+ LRP Coverage Prices, Rates and Actual Ending Values

Crop Indemnity Maps

Livestock Report

Quailable to support livestock plans of insurance to $20 million in a fiscal

\yestock Gross Margin for Dairy Cattle (LGM-Dairy) plan of insurance Nursery Inventory Software EPLPPS
pending on the participation in the December 26, 2014, sales

remainder of the 2015 insurance year. Price Discovery Reporting

The Federal Crop Insurance Act limits the fund
year. RMA has allocated additional funding to th
for the December 26, 2014, sales period. Howeve
period, capacity for LGM-Dairy may be exhausted

Reinsurance Reports

Click LRP
Coverage
Prices ...
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Summary of Business

LRP Coverage Prices, Rates and
Actual Ending Values Criteria

LRP Coverage Prices, Rates, and Actual Ending Values Criteria

Effective Date: 10/10/20153
State: 15 Hawaii
Commodity: 0801 Feeder Cattle
Type: | 809 Steers Weight 1 v

Click
Create
Report

Report Type: * Web Output ' Formatted for Printing

<< Back Create
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* Unsubsidized cost per cwt.
LRP Coverage Prices, Rates, and Actual Ending Values - Report for 10/10/2019

Endorsement - - Exp.End Coverage Coverage Cost Pex Actual End
Length Commodity Type Practice  Crop Year P Priceg Levelg Rate CWT End Date Value

15 Hawaii 998 All 0801 Feader wi?:hftf ** | Practee
Counties 13 Cattle Specified 2020 154.834 [| $154.370 | 0.997000 |0.036115| 5575 [ 01/09/2020
Counties 13 Cattle 9 Specified 2020 154.834 J| $152.170 | 0.982800 [0.029155| 4.437 [ 01/09/2020

15 Hawaii 998 Al 0801 Feeder Wae(zgh?‘fers F?rga7cl’1\lcz
Counties 13 Cattle Specified 2020 154.834 [ $149.970 | 0.968600 |0.023120| 3.467 [l 01/09/2020

15 Hawaii 998 Al 0801 Feeder wiﬁgnftfe © ggct';‘c%
Counties 13 Cattle Specified 2020 154.834 [| $147.770 | 0.954400 |0.017941| 2651 [l 01/09/2020

- 998 Al 0801 Feeder [ 809 Steers | 997 No
awall  counties 13 Cattle g Specrlaffe‘;e 2020 154.834 f $145.570 | 0.940200 [0.013776 | 2.005 M 01/09/2020

15 Hawaii 998 All 0801 Feeder vﬁghftfe © F?r?ct?cz
Counties 13 Cattle Specified 2020 154.834 [ $143.370 | 0.926000 |0.010427 | 1.495 [l 01/09/2020

15 Hawaii 983 Al 0801 Feader w?jn?lf *® | Practice
Counties 13 Cattle Specified 2020 154.834 [ $141.170 | 0.911800 |0.007902| 1.116 [l 01/09/2020

{sHawaii | 99BAI 0801 Feeder |yic ™™™ | practice
Counties 13 Cattle Specified 2020 154.834 [ $138.970 | 0.897500 |0.005794| o0.805 [l 01/09/2020

- 998 All 0801 Feeder Waoghf'fe’s 397 o
awall  Icounties 13 Cattle €lg Spec’,a{f;';e 2020 154.834 Jf $136.770 | 0.883300 |0.004110| 0.562 [§ 01/09/2020

15 Hawaii Gl 0001 Foeder wae?gn?tfe © 3?;3;
Counties 13 attle 9 Specified 2020 154.834 [| $134.570 | 0.869100 | 0.003008| 0.405 [l 01/09/2020

809 Steers 997 No

998 All 0801 Feeder
15Hawail 105 nties Weight 1 Sp:(r;?h(:l:e 2020 154.172 JN$152.770 | 0.990900 |0.038710 02/06/2020
v h ”- ﬁ\‘b = r )N\ I IVL_I LA A L KR B X~ 1,0

Livestock Insurance: LRP for
Feeder Cattle Example

LRP Coverage Prices, Rates, and Actual Ending Values - Report for 10/10/2019

Commodity Type Practice Crop Year EXP Ed Co ge Covrge Rate Cosl Per End Date Aclulnd
15 Hawaii 958 Al 0801 Feader wseegn?tf o |§r9a7ancoe
Counties 43 Cattle Specified 2020 159.618 | $153.790 | 0.963500 |0.042329| 6.510 08/06/2020
Contract Data Value

Number of Steers 50
Expected Weight 400
Current Date October 10
Marketing Date August 6
Insurance Period 43 Weeks
Expected Ending Value $159.168
Coverage Level 0.9635
Coverage Price $153.79

UNIVERSIT
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Livestock Insurance: LRP for
Feeder Cattle Example

Contract Data Value Source
Insured Value $30,758 50 hd x 4.0 cwt/hd x $153.79/cwt
Premium Rate 0.042329 RMA
Total Premium $1,302 30,758 x 0.042329
Subsidy Rate 20% RMA
Subsidy Amount $260 1,302 x 0.20
Producer Premium $1,042 $1,302 — $260

Producer Premium = $1,042/(200 cwt) = $5.21/cwt

UNIVERSIT
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Livestock Insurance: LRP for
Feeder Cattle Example

» Suppose the CME-reported actual ending value is
$165.93/cwt. Would you receive an indemnity?
— NO | $165.93 > $153.79 (coverage price)

» Suppose the CME-reported actual ending value is
$133.83/cwt. Would you receive an indemnity?
— YES | $133.83 < $153.79 (coverage price)
— INDEMNITY = $19.96/cwt x 200 cwt = $3,992

« The CME-reported cash index is independent of the
actual (cash) marketing decision and outcome

UNIVERSIT
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Livestock Insurance: LRP for
Feeder Cattle Example

» Suppose you actually market your steers at the local
level as follows:

50 hd. X 400 Ibs./hd. X $128.00 cwt = $25,600.00

« Total Sales Revenue = $25,600.00

* Net Revenue = Sales + Indemnity — Producer Premium
Net Revenue = $25,600.00 + 3,992 — 1,042 = $28,550
Net Revenue per cwt. = $28,550 / 200 cwt = $142.75/cwt.

/

Floor price = Coverage Level — Premium + Basis = 153.79 —5.21 — 5.83
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RightRisk Analytics: e
~" tools to evaluate alternatives ==

Risk Navigator Toolbox J'|

Risk Scenario Planner
relatively minor changes, risk analysis

- Machine Risk Calculator

machine costs, custom rates, risk analysis

nnnnnnnnnnn

Forage Risk Analyzer

lease arrangements, forage supply, housing costs

Enterprise Risk Analyzer

larger enterprise-level, enterprise mix changes

- RDFinancial

substantial changes, whole farm budgets,
financial analysis, credit scoring

Multi-Temporal Risk Analysis

partial budgets incorporating time, risk analysis

- Risk Navigator

strategic risk planning and analysis s =3

UNIVERSITY —sm i 31
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Partial Budget Framework

A partial budget is a tool used to analyze the
financial effect of simple management changes

* Positive Effects
 Added Returns
* Reduced Costs

* Negative Effects
* Added Costs

- Reduced Returns Reduced Reduced
Costs Returns

UNIVERSITY = — . ; <
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Risk Scenario Planning Tool

- RicurRusk .

Marketing w/ LRP Insurance Decision

Partial Budget For:
Added Returns ‘ duantkv Value Total Added Costs 7 gl;antity Value
Basis Value s (5.83)s LRP Premium 200 [s  s21]s 1,042.00
LRP Price Index S 159.62| S S -
LRP Coverage Index S 153.79| S S
$ = S
Calf Sales (cwt.) 200 s 153.79s 30,758.00 3
LRP Indemnity 200 3 - S - $
$ $
$ $
S S
S S
S S
S $
S $
$ $
S S
$ $
$ $
S $
S S
S = S =
Total Added Returns S 30,758.00 Total Added Costs S 1,042.00 ]
|| Net Benefit of: Marketing w/ LRP Insurance Decision S 29,716.00 ||
SARE UNIVERSlTny
CANNULHE, SAVAISWINES 77 P
Create a Risk Scenari
by Adding U taint
Risk Scenarios
Uncertain Value 1 Include
Description Cell
|LRP Price Index | b7 |
Current Value (Most Likely) 159.62
Minimum Value 135
Maximum Value 170

e Z N[, EXTENSION

UNIVERSITY
3 or WYOMING =




Distribution Demonstrates
Range of Possibility

Max
$31,645

Probability

70 Median
60 $29,379
50 Floor

a0 $28,550
» Prob. _j
20 1 28%

10

Cumulative Probability

0 : :
$28,000 $28,500 $29,000 $29,500 $30,000 $30,500 $31,000 $31,500 $32,000
Net Benefit

UNIVERSIT
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Update Risk Scenario
with Second Uncertainty

|Risk Scenarios
Uncertain Value 1 [ Include
Description Cell
|LRP Price Index [ o7 |
Current Value (Most Likely) 159.62
Minimum Value 135
Maximum Value 170

Uncertain Value 2 Include
Description Cell
Basis Value | D6 l
Current Value (Most Likely) -5.83
Minimum Value -15
Maximum Value 0

UNIVERSIT
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Updated Range of Possibility
with variable basis

Max
$32,123

Probability

100
90 -+
80
z ™ Median
3w $29,281
o
Z 50 ~a
20!
E
3
C 30
- Min
Y $27,026
0 ¢ ; . .
$26,000 $27,000 $28,000 $29,000 $30,000 $31,000 $32,000 $33,000

Net Benefit

5 UNIVERSIT
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Comparison to
No Insurance Scenario

RIG”TRISK Marketing w/ LRP Insurance Decision
. Partial Budget For:
Added Quantity Value Total Added Costs i Value

Basis Value s (5.83)s - |tre Premium 0o Js s21]s
LRP Price Index $ 159.62|S S
LRP Coverage Index S 153.79|S$ S
$ = $

Calf Sales (cwt.) 200 S 153.79|$ 30,758.00 $
LRP Indemnity ~ 0 S - S - S
$ $

$ $

$ $

$ S

$ $

$ $

$ $

$ S

$ $

$ S

$ $

$ $

$ $

$ = $

Total Added Returns S 30,758.00 Total Added Costs S

UNIVERSIT
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Range of Possibilities
Without Insurance

Max
$33,165

Probability l

70 Median

$30,253
50 ™

3

Cumulative Probability

30

20 Min
10 $25,888
v

S0 $5,000 $10,000 $15,000 $20,000 $25,000 $30,000 $35,000
Net Benefit

5 UNIVERSIT
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Summary

The Risk Scenario :
Planning tool: =RicurRisk =
* Can be a useful tool for analyzing i scemjri\iﬂa?ning

management strategies and decisions =
involving risk =

8y:

* Represents a better way to handle the T . Hewer, Unversty of Wyoning
presence of uncertainty by thinking in ey ey e e e
terms of distributions of possible 8 o N enson RAVALSDA

© Copyright Bighvisk - ANl rights resenved, 2013,

outcomes over time

e Results in more informed
decision-making

* GUIDE offers 15-page description of
the tool and working examples

*  Website offers examples for download
and a place to get started
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RightRisk Analytics:

~ tools to evaluate alternatives

|

il

Machine Risk Calculator

Enterprise Risk Analyzer

* Risk Scenario Planner
relatively minor changes, risk analysis

Machine Risk Calculator

machine costs, custom rates, risk analysis

Machine Risk Calculator
S R e

Risk Analyzer

Click Here to Begin

* Forage Risk Analyzer

lease arrangements, forage supply, housing costs

Enterprise @@ =

* Enterprise Risk Analyzer Ryl
larger enterprise-level, enterprise mix changes - O

¢« RDFinancial

substantial changes, whole farm budgets,
financial analysis, credit scoring

Multi-Temporal Risk Analyzer

*  Multi-Temporal Risk Analysis

partial budgets incorporating time, risk analysis

Toolbox

» Risk Navigator —

g

strategic risk planning and analysis b

o

‘ UNIVERSITY :
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RMA LRP Fact Sheet

Livestock Risk Protection Feeder Cattle

Livestock Risk Protection Buying a Policy

Availability
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Insuring Success for
Wyoming Agriculture 2008

Invarance and Risk Mas

-WHERE DO-WE}
= AeSELF-ASSESSMENT

Insuring Success for
Wyoming Agriculture 2006

Taxes for Agricultural Enterprises Course

Insuring Success fou
Wyoming Agriculture 20u

Feasibility of Alternative Rural Enterprises C.

Pasture, Rangeland, Forage (PRF)

Pilot Insurace Program

Getting on Track
Better Management T hrongh
Basic Ag Records

D
Risk Navigator Toolbox

— [E.—

R s

Riciri

KT

{

Getting on Track
Better Management
Through Basic

Management Succession ) |
- e
Lasting Legacy
S——

. |

= -"4
| e |

Financial Statements

Geting on Track:
g Understanding
Financial Performance

—
Sponsors.
=)
l9

http://Ri

ghtR

isk.org >
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Paul told his dad that that
ra'!lfed about in his class as

aul was home from college on

break and was talking to his par-

ents about a class he had just
completed. He told his parents that he
leamed about a powerful management
tool called benchmarking that is becom-
ing popular for agricultural producers to
use.

He pointed out how benchmarks allow
producers to measure both their financial
and production performance compared to
previous years and/or other producers and
agricultural businesses.

Jack, Paul's dad, said that he had just
read about benchmarks in a recent
farm magazine. The magazine article
compared  benchmarks in  agriculture
to going to & doctor’s office for a check-
up. When you go to the doctor, they

RMP-201412.00
R. Sharp-RightRisk, J. Parsons-University of Nebraska-Lincoln,

RISK MANAGEMENT PROFILES

Benchmarking in Agriculture

gather information; such as your blood
pressure, your pulse, your temperature,
ar

andother ece:
for determining your medical health. Each
measurement has some general guide-
line of what the measure should be.

Forexample, the temperature for a healthy
adult should be between 97.8 and 99.1
degrees F Anything outside this range
might indicate a potential health problem
Being outside the range does not specify
what the problem is, but it gives the doctor
and patient an indicator that some action
may be necessary.

Jack said the magazine article identified
several financial benchmarks or industry
guidelines that have been established
for agricultural businesses to use to help
them identify strengths and weaknesses
in their business.

J. Tranel-Coloraco State Universit, and J. Hewlett-University of Wyoming

s exactly what they

@ Price

=

hey used

The fi
inal steps are to plan and introduce changes

S0 point  Pased on what js learneq.

- (:::_ quuidlty Benchmark i
may n;he Current Ratio.
eas
B ures cash flow ang ability to Pay bills on time

it the Current Ratio = Current F, i
ask Current Farm Liabilities A Assets divided >

er
ced Source of Information
Balance Sheet

ad Benchmark:
Greater than 1.5

Solvency Benchmark
Debt to Asset Ratio

Measures |on ’
~terr
obligations o™ @bilty to repay all financia)

Debt to Asset Ratio = Tota| Fap,

ed by Total Fare, i m Liabilities divig-

Source of Information
Balance Sheet )

Benchmark:
Less than 0.30 or Less than 30 percent

Profitability Benchmark
———— LK

.Rate of Return on Assets

UNIVERSITY =
o WYOMING

http://RightRisk.org > RM Profiles
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RicurRisk .

RIGHTRISK NEWS

DATES TO

jvestock Producers
REMEMBER Risk Management Strategies for Livest
at options to manage forage

o price variabity, man-

sk manageme!

ot overal 1
ivestock and bee producers Bave SV T ought and

f ex il
address o Pcnod‘ . more insurance tools. grams
e “;‘:r b ::B fonge e e !nsmses while helping to guar-
o i = cmahelp protect against serious ‘production 10sses,
are available an
antee revenue levels

Forage insuranc

(5]

November 15, 2013:
Apiculture

protect against a dedine in an

 hay production ina

o e insurance
) and Apicultur range, an

proxy for pasture,

Pasture, rangeland, forage (PRF s
index. The index is designed (0 5¢

specifc area of land or grid

November 15, 2013
Noninsused Crop Di-
rex Assistance Pro-

easa

ne Noninsured Crop Disaster Progt m (NAP) stered by the Farm Service Agency
dministered by the gen
saster Pro (NAP), & 5 .
: :wsde 'md npm\\ds Jow cost catastrophic 10ss coverags ‘to producers when federd
s desig
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