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The extremely volatile conditions of today’s cattle 
market often causes producers to have more 
questions than answers, especially in determining 
how to manage the downside effects on their 
business.  Livestock Risk Protection (LRP) is a viable 
and flexible way to manage the price risk associated 
with increased market volatility.

RECENT CHANGES IN CATTLE MARKETS

Cattle prices were at an all-time high in 2014, 
settling well above the LRP coverage prices offered.  
Producers wrote coverage early to take advantage 
of those offerings.  However, in December 2014, the 
market underwent a correction, limiting down for 
several days.  This prompted the Chicago Mercantile 
Exchange (CME) to change the daily price limit for 
Feeder Cattle from $3.00 to $4.50 per hundredweight 
(cwt).  The expanded daily price limits created greater 
price swings and increased volatility, which increased 
the price risk to producers.

MANAGING YOUR RISK

Livestock Risk Protection (LRP) is a viable and flexible 
way to manage this increased price risk and to protect 
against declining cattle prices.  LRP provides flexibility 
to the producer when insuring their cattle by providing 

a variety of coverage periods, based on CME offerings. 
The producer can insure cattle on a per head basis 
based on estimated weight at the time the cattle are 
anticipated to be marketed, up to 9.0 cwt. for feeder 
cattle insurance and between 10.0 and 14.0 cwt. for 
fed cattle.  Coverage prices and rates are established 
daily using the CME daily price limits and are market 
based, so daily fluctuation can occur.  

To qualify for the program, producers must own their 
livestock when they enroll in the program and retain 
ownership until the last 30 days of the insurance 
contract expiration.   At the end of the contract term, 
the actual ending value is established using the CME 
Feeder Cattle Cash Settled Commodity Index Price 
Report for feeder cattle or the Agricultural Marketing 
Service (AMS) 5-Area Weekly Weighted Average 
Direct Slaughter Cattle Prices for fed cattle.  If the 
prices have fallen below the guaranteed LRP price 
selected by the producer, an indemnity is due.  LRP 
does not cover disease or death of an animal.

PURCHASING AN LRP POLICY

Buying an LRP policy is similar to buying a put option.  
Advantages to the LRP policy are the ability to insure 
on a per head basis and utilize adjustment factors to 
set the floor price for any class of cattle.   LRP can only 
be sold by a licensed, trained and approved insurance 
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agent.  After general information is received via the 
LRP application process and after receiving USDA 
approval, livestock producers are then given the ability 
to purchase coverage for their selected livestock.  LRP 
insurance offerings are released daily by the USDA 
at approximately 4:00 p.m. CT and close at 9:00 a.m. 
CT the next morning.  Coverage must be purchased 
during this time period or the insured must wait for 
the next price offering.

LRP EXAMPLE

Here is an example of LRP Feeder Cattle Insurance 
coverage offerings and actual ending values for 
coverages purchased in the Fall of 2014, ending in 
March 2015. One producer with two endorsements, 
one  for 8.5 cwt steers and another for 8.0 cwt heifers, 
received a loss payment of $103.96 per head and 
$102.04 per head respectively.

 

The information contained in the example is for illustrative purposes only and shall not modify the terms of any insurance policy.

BOTTOM LINE

In 2014, cattle producers not only experienced an 
increase in feeder cattle price volatility due to the 
overpricing from reduced cattle numbers and feedlot 
competition, but also experienced a downward trend 
in feeder cattle prices due to CME Feeder Cattle 
Futures limiting down for several days in December 
2014. After experiencing record high prices, the 
bottom fell out due to lower beef exports, a strong 
U.S. Dollar, and increasing cattle numbers. 

Questions about prices strengthening or weakening 
are still being asked and the answer is not necessarily 
the same  for steers and heifers or across the different 
weight classes. Some analysts predict calf prices 
to decline this fall with yearling cattle prices to be 
better than calf prices.  No one can predict what the 
cattle market is going to do, so producers need to be 
flexible and proactive when managing their price risk. 
Livestock Risk Protection can offer that opportunity.

If you have interest in or questions about the LRP 
program and the protection it provides, please 
contact Michael Fanning, Ph.D., PAS at 682/808-8542 
or mfanning@hudsoninsgroup.com.  More details are 
available on our website at www.hudsoncrop.com.
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The information contained in this publication is provided for informational purposes only and is not provided as a substitute for 
advice from legal counsel regarding the content or interpretation of any law, regulation or rule. The information provided shall not 
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substitute for advice from a risk management expert or legal counsel you may retain for your own purposes.
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