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What are 
producers most 

concerned 
about when 

marketing their 
cattle?



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

Feeder Cattle Futures Market

Jan 2009 
$93/cwt

Sept 2014 
$235/cwt

+153%
+$142/cwt



Feeder Cattle Futures Market
May 2015 
$222/cwt

May 2018 
$134/cwt

-39.6%
-$88/cwt

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



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

Cash & Futures Market 
Relationship

• Cash Price = Futures Price + Basis

• Basis = Cash Price – Futures Price

Basis is usually less than 0



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
• Number of buyers present compared 

to the quantity of animals available

• Form and numbers of livestock 
desired by each of the buyers

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



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



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)

• Producers remain subject to 
basis risk

Livestock Insurance: LRP for Feeder Cattle Coverage
Basis

Basis
CME Feeder Cattle Index

Local Cash Price

http://www.joe.org/joe/2008february/rb6.shtml



Livestock Insurance: LRP for Feeder Cattle 
Basics of LRP

• Product Offered: Protection for 
producers against declines 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 an 

insurance period giving an end date 
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



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 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

• “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

Livestock Insurance: LRP for Feeder Cattle 
Policy Limits



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
– 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



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

• New and beginning producers qualify for an additional
10% subsidy

Livestock Reports
www.rma.usda.gov

Click Tools

Then click 
Livestock Reports



Livestock Reports
www.rma.usda.gov

Click LRP 
Coverage 
Prices …

LRP Coverage Prices, Rates and 
Actual Ending Values Criteria

Click 
Create 
Report



Unsubsidized cost per cwt.

Livestock Insurance: LRP for 
Feeder Cattle Example

Contract Data Value
Number of Steers 50
Expected Weight 400

Current Date
Marketing Date August 6

Insurance Period 43 Weeks
Expected Ending Value $159.168

Coverage Level 0.9635
Coverage Price $153.79

October 10



Livestock Insurance: LRP for 
Feeder Cattle Example

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

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

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



Livestock Insurance: LRP for 
Feeder Cattle Example

• Suppose you actually market your steers at the local 
level as follows:
50 hd. X 400 lbs./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

Evaluating Alternatives
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• Risk Scenario Planner
relatively minor changes, risk analysis

• Machine Risk Calculator
machine costs, custom rates, risk analysis

• 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

RightRisk Analytics:
~ tools to evaluate alternatives
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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
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Added 
Returns

Added
Costs

Reduced 
Costs

Reduced
Returns



Risk Scenario Planning Tool

Create a Risk Scenario 
by Adding Uncertainty



Distribution Demonstrates 
Range of Possibility

Floor 
$28,550

Prob. 
28%

Max
$31,645

Median 
$29,379

Update Risk Scenario 
with Second Uncertainty



Updated Range of Possibility 
with variable basis

Min 
$27,026

Max
$32,123

Median 
$29,281

Comparison to 
No Insurance Scenario



Range of Possibilities 
Without Insurance

Min 
$25,888

Max
$33,165

Median 
$30,253

Summary

The Risk Scenario
Planning tool:

• Can be a useful tool for analyzing 
management strategies and decisions 
involving risk

• Represents a better way to handle the 
presence of uncertainty by thinking in 
terms of distributions of possible 
outcomes over time

• 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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• Risk Scenario Planner
relatively minor changes, risk analysis

• Machine Risk Calculator
machine costs, custom rates, risk analysis

• 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

RightRisk Analytics:
~ tools to evaluate alternatives
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http://RightRisk.org > tools

RMA LRP Fact Sheet
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http://RightRisk.org > courses
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Risk Management Profiles

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

http://RightRisk.org/News
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John Hewlett
jhewlett@eRightRisk.com
307.760.9515

Jay Parsons
jparsons@eRightRisk.com
970-215-8043HAWAII.eRightRisk.com


