Chapter 3
How Does Livestock Risk Protection Insurance Work?

In this chapter, you will learn:

= definitions of LRP terminology;

= how to access Coverage Prices, premium rates,
and ending values from USDA;

= which indexes are used by USDA to determine
if an indemnity would be paid;

= how to calculate total LRP premiums; and

= how to collect an indemnity for LRP coverage.

3.1 Introduction

Chapters 1 and 2 discussed the basic provisions
of LRP insurance and provided a general overview
of the program. The first chapter covered the general
requirements of the program such as what livestock
are eligible, states where LRP is available, annual
insurable limits for LRP, and available endorsement
lengths. Chapter 2 discussed other limitations of the
program and outlined the advantages and disadvan-
tages of LRP. This chapter covers how to establish
insurance protection for livestock. First, it familiarizes
readers with important terminology associated with
LRP. Then, price reports that are used to evaluate cash
price levels to determine if indemnities will be paid
are discussed. Next, the chapter covers how to look up
endorsement lengths, Coverage Prices, and premium
rates. Finally, an example of calculating premiums
and indemnities is provided.

3.2 Terminology

To fully understand LRP, it is important to be
familiar with the terminology unique to the program.
These terms are essential in understanding how to
purchase LRP coverage, what levels of protection are
available, and how much the price protection will cost.
These terms include:

= Expected Ending Value (EEV)—The expected
national or regional cash index price for a spe-
cific commodity at a future date. It depends on
expected future price levels and on the endorse-
ment end dates. EEV is the price level that
USDA estimates the cash price index will be on
the ending date of the LRP contract and is the
basis for the LRP insurance coverage level.

= Coverage Price—The actual level of price pro-
tection covered by LRP ranging from 70 percent
to 95 percent of EEV. The Coverage Price is the

selling price insured, or floor price. If the cash
market index price (defined below) is lower than
the Coverage Price on the insurance end date, an
indemnity is paid to make up the difference.

= Rate—The price of coverage. The rate is a per-
centage of the value of insured production, and
it is used in calculating the premium cost of the
price protection. Rates will be higher for higher
coverage levels. USDA adjusts EEV, Coverage
Prices, and Rates each day LRP is available.

= Cost per cwt—The premium cost of LRP cover-
age on a per hundred weight basis. Cost per cwt
is calculated by multiplying Coverage Price by
the Rate for that coverage level. Cost per cwt
can be incorporated into break-even price level
calculations as discussed in Section 1.9.

=  End Date—The date the insurance coverage
expires. The end date is the day on which an
indemnity is determined. This is the only date
the insurance coverage has value because the
coverage cannot be lifted or offset prior to the
end date. End date is found by adding the en-
dorsement length to the effective date (the date
coverage is purchased).

= Actual Ending Value (AEV)—The cash index
price on the end date of coverage. These val-
ues are reported by USDA after the end date is
reached. The AEV is compared to the Coverage
Price to determine if an indemnity is due. The
indexes used to determine AEV are discussed in
Section 3.4. Feeder cattle, fed cattle, and swine
each use a different index to determine AEV.

= Indemnity—The amount paid by the insurance
policy if AEV is less than the Coverage Price.
The indemnity is calculated by subtracting AEV
from the Coverage Price.

To summarize, coverage is purchased by select-
ing the endorsement length with an end date closest
to the projected marketing date of the livestock. EEV
is the USDA-RMA expectation of national cash price
levels on that ending date. Coverage Prices (the floor
prices) ranging from 70 percent to 95 percent of EEV
are available with varying premium rates. Based on in-
dividual producers’ needs or risk preferences, different
levels of coverage can be selected. The cost per cwt
(Rate multiplied by Coverage Price) is available along
with the actual end date of coverage. Finally, after
the end date is reached, AEV will be determined for
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each endorsement length. An indemnity will be paid if
AEV is less than the Coverage Price.

3.3 USDA Web Site

The USDA Risk Management Agency maintains
a Web site that provides endorsement lengths, EEV,
Rates, Cost per cwt, End Dates, and AEV each day
when LRP is available. The site lists all the endorse-
ment lengths available on a particular day with vary-
ing levels of coverage (70 percent to 95 percent) for
each length. Also, dates and prices are archived since
the program’s inception. The Web site is available at
www3.rma.usda.gov/apps/livestock_reports/lrp_
select criteria.cfm.

To access pricing information from the USDA
Web site, follow these steps (after steps 1-4, click the
“Next” button):

1. Select a date—When purchasing coverage, the
relevant date is the current date. If looking up an
AEV from a prior date, select the date on which
coverage was initially purchased from the drop-
down list. AEV will be posted after the end date
is reached.

2. Select a state—This is the state in which the
livestock to be insured are located (see Section
1.4).

3. Select the commodity—This selects whether
coverage is for swine, fed cattle, or feeder cattle
(see Section 1.3).

4. Select the type of livestock—This page selects
a sub-class for the covered livestock. For swine
and fed cattle, there is only one type. However,
for feeder cattle, there are a total of eight types.
There are steers, heifers, Brahman breeds, and
dairy breeds, and each group is divided into two
weight classes. Weight 1 and Weight 2 represent
feeder cattle weighing less than 600 pounds and
600 to 900 pounds, respectively.

5. Click the “Create Report” button.

The USDA pricing page will look like Figure 3.1.
The columns of most interest are labeled on the
table. The columns include:

Column 1—State selected. Remember this is the
state where the livestock are located, not nec-
essarily the state where the applicant/insured
resides.

Column 2—Awvailable endorsement lengths. Note
that, on a given day, not all possible endorsement
lengths (as discussed in Section 1.8) will neces-
sarily be available. If there is not enough market
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data (e.g. futures and/or options contracts traded)
to determine EEV and premium rates, certain
endorsement lengths may not be available. For
example, the endorsement lengths with end dates
longer than six months away may not be avail-
able because the options market for deferred fu-
tures contracts may be thinly traded. As a result,
there may not be enough market information to
generate LRP data for endorsement lengths cor-
responding to the deferred futures and options
contracts.

Column 3—Commodity. This lists whether the
insured livestock are swine, feeder cattle, or fed
cattle.

Column 4—Type of commodity. This column
indicates the sub-class in which the livestock are
classified. Columns 3 and 4 in Figure 3.1 indi-
cate that this pricing page is for Weight 2 feeder
steers (weighing 600 to 900 pounds). For fed
cattle, there is only one type, steers and heifers,
under which all fed cattle are insured. Swine do
not have a type designation, and all barrows and
gilts are insured under the same contract.

Column 5—EEV. This column lists the USDA ex-
pectation of future cash prices on the End Dates
for each available endorsement length. These
expectations are based on futures and options
markets.

Column 6—Coverage Price. These prices are the
actual price levels that can be protected with
LRP. Column 6 is a function of the coverage
level multiplied by EEV (Coverage Price equals
EEV multiplied by Coverage Level).

Column 7—Coverage level. This is the percentage
of EEV insured, ranging from 70 percent to 95
percent.

Column 8—Coverage Rate. This is the premium
rate and is used to calculate the cost of the LRP
Insurance.

Column 9—Cost per cwt. This is calculated by
multiplying Coverage Price by the Rate. The
Cost per cwt listed on the Web site does not
incorporate the 13 percent government subsidy.
To calculate the producer’s Cost per cwt, mul-
tiply Cost per cwt listed on the Web site by 87
percent.

Column 10—End date. This is the date on which
the coverage expires, or the date which the in-
demnity is determined.

Column 11—AEYV for each endorsement length.
The AEV is posted after the end date is reached.
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LRP Coverage Prices, Rates, and Actual Ending Values - Report for 02/17/2005
USDA subsidizes 13 percent of total LRP premium.

Stats County Rm‘f:':;;:n k5 Conmedity Typs Practies 5?: m‘\fcltlnlfﬁ o CUD':;;?'O cU[:vz?'O Rate mctw:“ Erd Data Mli:]aillu:m
11 HEERASKA |83 ALL COTNTIES L 101 FEECER CATTLE |310 STEEES WEIGHT 2 |0s7 Bo TRACTICE CRRcIFIED 2048 9s.518 . sanann 4. 010585 1. 003 | o5 /152005
11 HEEEASKA |993 ALL COONTIRS 13 J201 FERCER CATTLE |310 STEERS WEICHT 2 J957 BO PRACTICE CPECIFIED 08.910 O.910500 0. Q07 0.TLE] 05 /19,2006
11 HEERASKA |93 ALL CCONTIRS 12 J201 FERCER CATTLE |310 STEERS SRIGHT 2 J957 BOC PRACTICE CPRCIFIED 08,919 La7 O.3%0300 0. A0ETTE 0.507] 05 /15,2005
11 HEERERSKA |#93 ALL COUNTIES 13 4801 FEELER CATTLE |310 STEERS WREIGHT 2 [|957 BO PRACTICE EFRCIFIED 2005 98.919 $86.07 0.3TOLDA g0 .905E00 0-482] 05 /13,2005
11 HEEEASKA |#993 ALL COONTIRS 1z 4201 FERLER CATTLE |310 STEERS SEICHT 2 |957 BO PRACTICE CPRCIFIED Z00% 08.919 L. 0M 0.340900 0. Q05032 0.423 ] 06 /1972006
11 HEERASKA |93 ALL COONTIRS 1z 4201 FERCER CATTLE |310 STEERS WEICHT 2 957 BD PRACTICE CPRCIFLED 2008 0g.919 $82.0Mm 0.820700 0 Q046D D.36&] 05 /19,2006
31 ALL COUNTIRS \TTLE |31, T 2 |957 OO PEACTICE EPRCIFIED
il JRLL COONTIBS ITTLE |31 T 2 J957 BO PRACTICE CPRCIPFIED 205
1 1 . coowrras 2 3 e a1 4 v 2 Jos7 wo pRacTIcE cemcIFrED 209 6 8 10
il JALL COONTIES \'TTLE |31 AT 2 1957 RO FREACTICE SPECIFIEO il
i1 | ﬁr;-\ 998 RALL COONTIRS \ 1T A CATTLE |a10 <0 Fs WEICHT 2 JO097 BO PRACTICE CPRCIFIED 2005 \: 831 . ATII0D A |[-ﬁ.:'.‘ﬁ :-.!D} ‘ '1&/2008
11 meeMacka 398 AL comirias N 17 us01 redfER carrue alo sveMes werokr 2 [os wo seacrice craciFren 204t h AT T TS FR T o.478 | M1s2n0s
11 HEERASKA |#93 ALL COONTIRS 1T 4201 FEEDER CATTLE |310 STEERS SREICHT 2 J05T BO TRACTICE CPRCIFIED Z005 09 656 $82.8340 O\331200 0. A04TED K- 305 ] D6 /1E72008
11 HEERASKA |903 ALL OOONTIRS 1T 4201 FERCER CATTLE |310 STEEES ERIGHT 2 057 B PRACTICE CPRCIFIED 2005 0% .656 $20.8340 ‘i\lllnﬂ 9 .ApITEL /\BEG 06 /1E/2005 ‘\
31 HEERASKA |#93 ALL CTOONTIRS zl 1801 FEECER CATTLE |310 STEERS WEIGHT 2 |957 B2 PRACTICE EFECIFIED 2095 100304 $33.5 Q0o fe.913384d \_—':- Q14,2005
11 HEEEASKA |993 ALL COUNTIRS a8 0801 FEERCER CATTLE |310 STEERS WEIGHT 2 057 BO PRACTICE CPECIFLED 008 100 404 $91. oo .011966 jL4/2008
11 HEERASKA |998 ALL QOONTIRS 21 1201 FERDER CATTLE |310 STEERS SRICHT 2 05T BO PRACTICE CPRCIFLED 2005 100 404 $20. 7 b0 §0. 011230 9 L4/2005 1 1
11 HBEERASKA |#93 ALL COONTIRS ra ! 4201 FERCER CATTLE |310 STEERS WRICHT 2 J057 BO TPRACTICE EPBRCIFLED I00E 100 404 £8T . ﬂ 0. 0003 Jld."lDﬂE
11 HEERASKA |993 ALL COONTIRS jra! 4201 FEECER CATTLE |310 STEERS WEICHT 2 057 B PRACTICE CPRCIFIED 2008 100.404 $25.580 0.3E2400 0. A032E5 0.709]07/14/2005
11 mEsRAsKA [s0e Aun comerras = 9sn1 FeECER caTTLE a1 cremes sercir 2 Jest me rescrice crmcieren 2008 100,404 sa.500]  ooarzanofeiannzas 0.505 | 07 rasanos
31 HEERASKA |998 ALL COUNTIES jral 4801 FEECER CATTLE |310 STEERS SEIGHT 2 |957 BO PRACTICE SPECIFIED Z005 100.404 $81.580 0.312500 0. 905582 0.488] 07 /1472008
11 HEERASKA |993 ALL COONTIRS 2£ 4201 FERCER CATTLE |310 STEERS WRICHT 21 057 BO TPRACTICE CPRCIFLED 2095 100.813 $83.900 0.932300 10 .021343 2.00& |03 f18/20058
11 mEERASKA [393 AlL comiriac 3 1301 FEECER CATTLE |a10 creEes wEIcht 2 |asT mo TeacrIce cramierEn 2048 100,313 31.500]  o.szseofe.nisen 1.552 | vas1ssacos
11 HEEEASKA |993 ALL OOONTIRS 26 JE01 FERCER CATTLE |310 STEERS WEICHT 2 J957 BO PRACTICE CPECIFIED 2008 100.813 £80.5040 O.AS2600 J0 . 014063 1.266]08/18,/2006
11 meerasa [soe mun commas 2 1g01 FRECER caTTLE a1 cremes smrzir 2 |est oo veacrice cramieren 2048 100,813 se7.500]  e.amaavefe aiaess 1. 005 | 03 152008
11 HEERERSKA |#93 ALL COUNTIES % 4801 FEEDER CATTLE |a10 STEERS WEIGHT 2 [|957 BO PRACTICE EFECIFIED 2005 100813 $BE. 300 0.353008 §0.911106 0.055 ] 08 /1872005
11 HEEEASKA |#93 ALL COONTIBRS 2 4201 FERLER CATTLE |310 STEERS SREICHT 2 |9%7 BO PRACTICE CPRCIFIED Z00% 100.813 £83.900 0333100 0.010001 0.840]03 /1872006
311 NEERASKA |503 ALL OCONTIRS 2 4201 FERCER CATTLE |a10 STEERES WEIGHT 2 957 BD TPRACTICRE CPRECIFIED 2008 108,813 $81.500 £.313300 0. 403562 0.TDZ |08/ 18,/300E
11 HEERASKA |#93 ALL COUNTIRS 4201 FERLCER CATTLE |al0 STEERS WEIGHT 2 J057 BO PRACTICE CPRECIFIED 2005 100 .6TH $92.0340 O.914100 0. 025835 2.378 ] 09/15/2008
11 HBERASKA |995 ALL COONTIRS ip 4201 FERCER CATTLE |310 STEERS SEICHT I 057 8O PRACTICE CPRCIFIED 2008 100.6T78 $90.030 O.8200 0. .013T4S 1.£88 | 09/15/3006
11 meeraska [s0e mun coowrraz w 401 PeRCER caTTLE a1 cremss wrmir 2 Jesr mo peacrice cramierEn 2048 100,678 sap.030]  e.amaannfe.aiszas 1. 241 /15020
11 HEEFASKA |#93 ALL COUNTIRS 4 4201 FERCER CATTLE |310 STERRS WEICHT 2 057 RO TRACTICE CPRCIFIED L1 % 100 638 £90.040 O.3EEDD 0 .NZ2ZE7 2.004
11 HEERASKA |993 ALL COONTIRS et N 4201 FERCER CATTLE |310 STEERS SEIGHT 2 957 BO PRACTICE CPECIFIED 2005 100,528 $88. 041 T ATET 0.41%73 1.70&] 14 /13 /3008
11 HEEERSKA |#93 ALL COUNTIBS 3 1801 FEECER CATTLE |310 STEERS WEIGHT 2 IBS"' 0o PEACTICE EPFECIFIED Z095 0§ .900 $34. 000 0. 5000 J0.047128 4.430])11/17/2005

Figure 3.1 USDA Pricing Page

3.4 Actual Ending Value

Actual Ending Value (AEV) is determined by a
national or regional cash index that is based on cash
prices received by producers in large-volume markets.
Thus, AEV is generally representative of the cash price
a producer would receive for livestock sold anywhere
in the U.S. However, livestock markets in some geo-
graphic areas result in cash prices more closely related
to the broadly representative index price if those areas
are weighted more heavily in the index. In calculat-

The swine AEV is equivalent to the Chicago Mer-
cantile Exchange Lean Hog Cash Index, which uses
the data from the USDA-AMS report discussed above.
This source for the information is convenient because
the prices are already a two-day volume weighted
average. Therefore, the CME Lean Hog Cash Index is
the AEV for LRP insurance, and is available online at
WWWw.cme.com.

Fed Cattle AEV

ing the cash index, selected regional or national cash
markets are used to calculate a volume weighted aver-
age price. Both the information used in calculating the
index and the actual index itself are publicly available.
Swine, feeder cattle, and fed cattle LRP insurance each
use a different cash index to determine AEV.

Swine AEV

The AEV for swine is a two-day volume weighted
average of the “Negotiated” and “Swine or Pork Mar-
ket Formula” national net prices. This information is
published daily by the USDA Agricultural Marketing
Service (AMS) in the LM_HG201 report, available
online at www.ams.usda.gov/mnreports/Im_hg201.
txt. The AEV is the average of the current and previ-
ous day’s “Negotiated” and “Swine or Pork Market
Formula” prices weighted for the number of head.

The LRP Fed Cattle AEV is the 5-Area Weekly
Weighted Average Direct Slaughter Steer Price for
steers grading 35 percent to 65 percent choice sold
FOB feedyard on a live weight basis. The areas in-
cluded are Texas/Oklahoma, Kansas, Nebraska, Colo-
rado, and lowa/Minnesota. This price information is
published weekly by USDA-AMS in the LM_CT150
report, available online at www.ams.usda.gov/
mnreports/lm_ct150.txt.

When insuring fed heifers, the insurance contract
is still indemnified on the 5-Area steer price. This is
important because the price differential between fed
heifers and steers must be considered when calculating
expected sales prices. Fed heifers are not included in
the 5-Area steer price, so the AEV may not be as rep-
resentative of actual fed heifer prices. However, the
price differential for fed heifers and steers is generally
fairly small. USDA-AMS does report a 5-Area heifer
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price, but fed heifers are still insured against the steer
price.

Feeder Cattle AEV

The CME Feeder Cattle Cash Index Price is used
as the AEV for Feeder Cattle LRP insurance. This
index represents a national average comprised of rep-
resentative feeder steer prices reported from across the
country. The index includes sales of 700 to 849 pound
Medium and Medium/Large Frame # 1 steers and is
a seven-day average price. The report can be found
online at www.cme.com. Relative to the 5-Area steer
price, the Feeder Cattle Cash Index does not weight
Nebraska feeder cattle prices as heavily. As a result,
the AEV for feeder cattle is not as representative of
Nebraska prices as the fed cattle AEV is for Nebraska
fed cattle. Chapter 4 will discuss the implications of
this difference. When insuring feeder heifers, lighter
weight cattle, or Brahman and dairy breeds, the same
index is used as a base, but an adjustment factor is
included. These adjustment factors are discussed in
the next section.

3.5 Feeder Cattle Price Adjustment Factors

Feeder Cattle LRP insurance covers a broad range
of eligible feeder cattle. However, the Feeder Cattle
Cash Index, against which all Feeder Cattle LRP con-
tracts are indemnified, represents a relatively narrow
segment of cattle eligible for the program. Substantial
variation in the price of feeder cattle typically exists
based on differences in weight, sex, and breed. Price
adjustment factors help to more accurately reflect the
value of cattle not actually represented by the Feeder
Cattle Cash Index. The adjustments essentially scale
the index up or down to reflect higher or lower values
for a particular type of feeder cattle. The factors are
applied to EEV, Coverage Price, Rate, and AEV. The
price adjustment factors are shown in 7able 3.1 below.

Table 3.1 Feeder Cattle Price Adjustment Factors.

Steers Heifers ~ Brahman  Dairy
Weight ~ Weight 1  Weight 1 Weight 1  Weight 1

<600 Ibs 110% 100% 100% 100%

Steers Heifers  Brahman  Dairy
Weight  Weight 2 Weight 2 Weight 2 Weight 2

600-900 Ibs  100% 90% 90% 80%

Because the Feeder Cattle Index represents 700 to
849 pound steers, the Weight 2 steer category can be
viewed as the base value because it is the group that is

most representative of the index. All the other catego-
ries are then adjusted relative to that level. Heifers,
Brahman, and dairy cattle of the same weight class
sell at a discount relative to steers; therefore, the price
adjustment factors lower the index to reflect that dif-
ference in value. Conversely, lighter weight steers sell
at a premium to heavier steers, so Weight 1 steers are
valued higher at a factor of 110 percent. Within the
Weight 1 category, heifers, Brahman, and dairy feeder
cattle are valued lower than the Weight 1 steer catego-
ry; accordingly, those categories have price adjustment
factors that lower the index relative to Weight 1 steers
to more closely reflect the value of those cattle. Feed-
er bulls weighing less than 600 pounds are insured in
the same category as Weight 1 steers. By accessing
the coverage pricing page as described in Section 3.3,
the price adjustment factors are automatically applied
to EEV, Coverage Price, premium, and AEV so no ad-
ditional adjustments need to be made.

It is important to note that these adjustments are
fixed percentages and do not perfectly account for the
differences in value between different weights and
types of feeder cattle. The price or value of a Weight
1 heifer or dairy calf is not necessarily the same as
a Weight 2 steer even though the price adjustment
factors might imply so (each having a constant price
adjustment factor of 100 percent). In some cases, the
adjustment may not be large enough, and, in others,
the adjustment could overcompensate for the differen-
tial, depending on market conditions. The factors sim-
ply lower the differential between actual cash prices
of other types of cattle and the index against which the
cattle are indemnified. Doing so reduces part of the
risk of changes in price spreads between cattle of dif-
fering sex, weight, or breed.

3.6 Purchasing LRP—an Example

At this point, it is beneficial to work through an
example of how LRP would work for a producer. In
other words, what are all the relevant prices and costs
to someone who actually purchases LRP? Important
aspects include selecting a Coverage Price and calcu-
lating producer premiums, both on a per cwt basis and
in total. The total premium is important because it is
due at the time the coverage is obtained.

Assume that on October 29, Joe Farmer decides
to cover his feeder steer price risk with LRP. Joe is
weaning 100 head of steers that he intends to back-
ground through February. He anticipates the steers
will weigh about 650 pounds when he sells them in
February. The LRP contract with an end date clos-
est to his projected marketing period is the 17-week
endorsement, which ends on February 25. This end
date is within Joe’s projected marketing period, but it
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provides some flexibility if he needs to move his actual
cash sale date forward (the cattle can be sold up to 30
days prior to the end date without voiding coverage,
see Section 1.8). After accessing the USDA pricing
Web site for October 29, Joe learns that the EEV for
Weight 2 Steers for the 17-week endorsement length is
$102.66/cwt. That is the price USDA-RMA estimates
the Feeder Cattle Cash Index will be on February 25.
Joe selects a Coverage Price of $92.86/cwt, or 90.45
percent of EEV. The premium rate for that particular
coverage level is 0.01526. In other words, every dol-
lar of insured production incurs a cost of $0.01526.
Subsequently, the Cost per cwt is $1.417/cwt (0.01526
X $92.86/cwt). However, recall that 13 percent of the
premium is government subsidized. Joe’s actual Cost
per cwt will be $1.233/cwt ($1.417/cwt multiplied by
87 percent). He decides this is a favorable cost for

the level of price protection provided. Because Joe
already has a basic policy in place with his crop insur-
ance agent, he simply needs to contact the agent and
obtain a Specific Coverage Endorsement. See Appen-
dix 5 for an example of a Specific Coverage Endorse-
ment Form. With the submission of the SCE, Joe must
include payment for the total premium cost.

To calculate the total premium, first determine the
total amount of insured production. Joe has 100 head
of steers he expects to weigh 650 pounds, or 6.5 cwt.
His total insured production is 650 cwt (100 head
multiplied by 6.5 cwt/head). The next step is to cal-
culate the value of insured production by multiplying
insured production times the Coverage Price. In this
case, the value insured is $60,359 (650 cwt multiplied
by $92.86/cwt). The total premium rate is determined
by multiplying the value of insured production by the
premium rate. The total premium for Joe’s coverage is
$921.08 (360,359 multiplied by 0.01526). Finally, Joe
only pays 87 percent of the total premium as the rest is
subsidized. His portion of the premium is $801.34.

Once LRP is purchased, recall that the price
coverage is in place and cannot be lifted before the
end date (Sections 2.3 and 2.6). The end date is the
only time the coverage has any value. Once the end
date is reached, Joe can determine whether or not an
indemnity is due. Assume on February 25, the feeder
cattle AEV (the CME Feeder Cattle Cash Index) was

$101.25/cwt. The AEV is higher than Joe’s Cover-
age Price of $92.86/cwt, meaning Joe will not receive
an indemnity for his LRP coverage. Ifthe AEV had
been lower than Joe’s Coverage Price ($92.86/cwt),
he would collect an indemnity in the amount of the
difference. Assume, for example, that on February 25,
the AEV for feeder cattle had actually been $85.00/
cwt. The LRP coverage would pay an indemnity of
$7.86/cwt ($92.86/cwt minus $85.00/cwt). Joe’s total
indemnity would be calculated based on total insured
production; in this case, the total indemnity would be
$5,109 ($7.86/cwt multiplied by 650 cwt).

3.7 Indemnity Payments

If, at the end date of LRP coverage, the policy
holder has the right to an indemnity (AEV is less than
the Coverage Price), the insurance company will issue
a letter of probable loss. This letter tells producers
that they likely have the right to collect an indemnity
on their LRP coverage. To collect the indemnity, the
producer must file a claim form with the insurance
company within 60 days of the coverage end date.
This is a form that indicates the policy holder has a
right to collect an indemnity on an SCE. The insur-
ance company then has 60 days upon receipt of the
claim form to pay the indemnity. Indemnity payments
are considered taxable income which apply to the tax
year in which they are received. There is no option to
defer the indemnity payments as with crop insurance.
See Appendix 6 for an example of a claim form.

3.8 Summary

This chapter explained how the LRP program oper-
ates. Whereas the first chapters covered a broad view
of the LRP program and its provisions, this chapter
showed how a producer uses the program. The chapter
covered technical terminology such as EEV, Coverage
Price, End Date, and AEV. Additionally, the chapter
explained which cash indexes are used to determine
AEV. Price adjustment factors for Feeder Cattle LRP
were also covered. Finally, an example was presented
that included evaluating LRP coverage, calculating
premiums, and determining indemnities.
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