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Where Do We Want to Go?

• Reduced Risk?
– Reduced volatility = greater certainty
– Lower risk = lower returns
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Where Do We Want to Go?

• Reduced Risk?
– Lower volatility = greater certainty
– Lower risk = lower returns

• Manage the risk(s) we are 
willing to accept at levels we 
are comfortable with
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Where Do We Want to Go?
Risk Management Strategies

• Assume the risk
• Avoid the risk
• Reduce the risk
• Transfer the risk
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Where Do We Want to Go?
Types of Risk Preference

• Risk Averse

• Risk Neutral

• Risk Loving
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How Do We Get There?

• Better risk 
management
– Evaluate risk(s)
– Develop strategy
– Use available tools
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How Do We Get There?
Tools Available

• Insurance
• Disaster Assistance 

Programs
• Risk Analysis
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Current Federal Insurance Options

Farm Service Agency: 
Noninsured Crop Disaster Assistance Program
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Summary of Policies Sold, by commodity: Nebraska



Summary of Policies Sold, by county
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Categories of Insurance

There are three broad categories of RMA
approved insurance products:

1. Yield Insurance pays indemnities when per 
acre yields are low

2. Price insurance pays indemnities when per unit 
output prices are low (currently this type of 
insurance is available only for certain classes of 
livestock).

3. Revenue insurance pays indemnities when per 
acre revenue (price x quantity) is low or when 
whole farm revenue is low due to losses in 
production and declines in product quality and 
price.
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Older
Insurance Options

– NAP Noninsured Crop Disaster Assistance 
Program - Farm Service Agency

– Forage Seeding 
– Forage Production
– LRP feeder/fed cattle and swine
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Recently Added 
Insurance Options

– PRF-vegetation index
– LRP Lamb
– LGM cattle/swine
– LGM dairy
– PRF-apiculture pilot index program



How Do We Get There?
Tools Available

• Insurance
• Disaster Assistance Programs

– Supplemental Revenue Assistance (SURE)
– Livestock Forage Disaster Program (LFP)
– Livestock Indemnity Program (LIP)
– Emergency Livestock Assistance 

Program (ELAP)

• Risk Analysis
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How Do We Get There?
Non-insured Disaster Assistance Program (NAP)

• Available if there is no RMA actuarial 
offering for the commodity in the county

• Offered by the Farm Service Agency 
(FSA)

• Covers crops that are non-insurable, 
including crops grown for food, fiber, and 
livestock feed

• Covers low yields, loss of inventory, or 
prevented planting losses
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SURE Program

• Provides disaster assistance to farms/ranches: 
– In a county where a disaster is declared by the Secretary of 

Agriculture, or 
– In a county adjacent to a declared county, or 
– Have experienced a farm wide crop loss in excess of 50 percent 

of expected production

• To be eligible, producers must buy crop insurance or 
Non-insured Disaster Assistance Program (NAP) for 
all acres of economically significant crops

• An eligible farm/ranch disaster payment is linked to the 
dollar amount of crop insurance coverage the farm 
obtains
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Livestock Forage Disaster Program (LFP)

• Provides compensation to eligible livestock 
producers who have suffered grazing 
losses due to qualifying drought or fire

• To be eligible, producers must purchase 
rangeland insurance or Non-insured 
Disaster Assistance Program (NAP) for 
all forage acres
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Livestock Indemnity Program (LIP)

• Provides payments to eligible livestock owners 
and contract growers for livestock death 
losses in excess of normal mortality due to 
adverse weather

• Does NOT have a risk management purchase 
requirement for program benefit eligibility

• Payments are based on eligible losses due to 
adverse weather conditions
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ELAP Program

• ELAP covers losses NOT covered under 
other disaster assistance programs: SURE, 
LFP, or LIP

• Payments are limited to $100,000 per year 
per person or legal entity, a combined limit 
with SURE, LFP, and LIP
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ELAP Program cont.

• Covered losses include:
– Grazing losses due to adverse weather or eligible loss conditions
– Loss of forage or feedstuffs raised by livestock producers
– Cost of transporting additional feed to eligible livestock
– Costs of purchasing additional feed above normal quantities 
– Payments for death loss above normal mortality rates
– Loss of feed intended for honeybees or farm-raised fish.
– Honeybee colony or hive losses due to colony collapse 

disorder
– Losses due to fish deaths from weather or eligible loss 

conditions
– Livestock, honeybee or farm-raised fish losses that are not related 

to adverse weather or eligible loss conditions
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ELAP Program cont.

• ELAP has a risk management purchase 
requirement:
– To be eligible for ELAP payments, producers on a farm or 

ranch must purchase insurance for each insurable crop 
excluding grazing land.

– For non-insurable crops, producers must purchase NAP 
coverage when available, except grazing lands. 

– Persons without insurance or NAP coverage may be 
exempt from the risk management purchase requirement if 
they are socially disadvantaged, limited resource, or a 
beginning farmer or rancher
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Pasture, Rangeland, Forage
Vegetation Index
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Rangeland Insurance - PRF Vegetation Index Insurance Program

• Pasture, Rangeland, Forage 
Vegetation, Index Pilot 
Program

• This program can be used 
by a farm or ranch operator 
to cover grazingland 
production or hayland
production or both



Rangeland Insurance - PRF Vegetation Index Insurance Program

• A vegetation index is used as a 
substitute (proxy) for range and hay 
production

• The vegetation index employed is 
the NDVI Index:
– A index calculated from data from the U.S. 

Geological Survey Earth Resource 
Observation and Science data center 
(satellite data) produced by the National 
Oceanic and Atmospheric Administration



Rangeland Insurance - PRF Vegetation Index Insurance Program

• This pilot program is a 
Group Risk Program

• This pilot program insures 
against certain declines in 
the vegetative index values
in a grid area



Rangeland Insurance - PRF Vegetation Index Insurance Program

• Although most GRP 
insurance programs are 
based on county level 
information, this program is 
based on a grid

• Several terms are defined:

– Grid-Acreage within each 4.8 
mile by 4.8 mile gridded area 
established using NDVI data 
and identified by longitude 
and latitude



Rangeland Insurance - PRF Vegetation Index Insurance Program

Grid Identification (GRID ID):  
• A specific code associated 

with each grid contained in 
the actuarial documents for 
this insurance program

• The grid ID is determined 
on a “point of reference” 
selected by the forage 
producer



Rangeland Insurance - PRF Vegetation Index Insurance Program

• The crop for which this 
insurance program is applicable 
is defined as pasture, rangeland, 
or forage

• The crop types are grazingland
and hayland

• Grazingland is established 
acreage of forage on land 
suitable and intended for 
grazing by livestock

• Hayland is established acreage 
of forage on land suitable and 
intended for haying



Rangeland Insurance - PRF Vegetation Index Insurance Program

• For this insurance product the crop 
year begins on January 1 and ends 
December 31

• The crop year is divided into 3-
month “index intervals”  

• Which intervals are available for 
a particular grid vary by county

• Acres may not be insured in 
overlapping intervals

• For insurable acreage in a 
particular grid, a producer must 
select the interval(s) for insuring 
forage production



Rangeland Insurance - PRF Vegetation Index Insurance Program

• Several variables enter into how much insurance may be 
purchased for a particular acreage of a crop type in a specified 
grid

• These are considered:

– County Base Value is the Federal Crop Insurance Corporation’s 
determined production value of grazingland and hayland forage 
production in a county

– Coverage Level is the percentage of the county base value a producer 
selects for insurance coverage on forage production.  The producer 
choices are 70, 75, 80, 85 or 90 percent levels of coverage.  Producers 
are required to insure each grid in a county at the same coverage level



Rangeland Insurance - PRF Vegetation Index Insurance Program

• Protection Factor is a 
percentage factor between 
60 and 150 percent selected 
by the insured producer to 
reflect their individual 
operation’s forage 
productivity

• Producer Share is the 
operator’s share of the 
forage production



Rangeland Insurance - PRF Vegetation Index Insurance Program

• The policy protection for a 
crop type is the sum of the 
policy protection per unit 
values

• Except for the county base 
value specified for the crop, 
most of the variables that 
influence the policy 
protection are selected by 
the producer:
– Coverage level
– Productivity factor
– Insured areas



Rangeland Insurance - PRF Vegetation Index Insurance Program

• Total Premium per Unit is:
Dollar Protection Per Acre
x Insured Acres/Unit
x Premium Rate per $100 insurance
x Adjustment factor 0.01
x Producer Share

• Premium Subsidy per Unit is:
Premium per Unit
x Subsidy rate

• Producer Premium per Unit is: 
Total Premium per unit
x Premium subsidy per unit



Rangeland Insurance - PRF Vegetation Index Insurance Program

• The Expected Grid Index is 
known to a producer 
desiring insurance prior to 
the September 30 sales 
closing date for this 
insurance product



Rangeland Insurance - PRF Vegetation Index Insurance Program

• The Final Grid Index is 
known after the close of the 
index interval.



Rangeland Insurance - PRF Vegetation Index Insurance Program

• Trigger Grid Index is the result of 
multiplying the expected grid index by the 
coverage level

• An insurance payment (indemnity) is due if 
the Final Grid Index is less than the Trigger 
Grid Index

• The insurance payment (indemnity) is 
calculated as the Policy Protection per Unit 
times the Payment Calculation Factor.  The 
Payment Calculation Factor is the 
difference (Trigger Grid Index – Final Grid 
Index) divided by the Trigger Grid Index







Rangeland Insurance - PRF Vegetation Index Insurance Program: 
Summary  cont.

• Not required to insure all acres in a grid 
…however:

– The SURE, LFP, and ELAP programs administered 
by FSA require coverage by either NAP or PRF

– Coverage must be purchased for all land where 
disaster assistance eligibility is desired

– Producers may select both PRF and NAP coverage 
on the same acres for the same intended use

– Producers are eligible to earn a PRF and NAP 
benefit on the same acres for the same intended use

– Contact a local FSA office for specific program 
requirements
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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 of 
Oregon and in all counties of 36 
other states 

• Producers remain subject to basis 
price risk
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Livestock Insurance: LRP for Feeder Cattle Coverage

Basis
Five-area weekly weighted average cash price for 35-65% 
choice slaughter steers, FOB feedyard on a live weight basis, 
reported by USDA's Agricultural Marketing Service

Local Cash Price

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 
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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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
– 6.0 to 9.0 cwt steers only

• Heifer feeder cattle
– < 6.0 cwt
– 6.0 to 9.0 cwt

• Predominantly Brahman
– < 6.0 cwt heifers, steers, and bulls 
– 6.0 cwt to 9.0 cwt heifers and steers

• Predominately dairy
– < 6.0 cwt heifers, steers and bulls 
– 6.0 to 9.0 cwt heifers and steers 
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• “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

• Endorsement Limits:
– A limit of 1,000 head of feeder cattle may be insured under any one 

Specific Coverage Endorsement

Livestock Insurance: LRP for Feeder Cattle 
Types and Weights of Feeder Cattle Insurable (cont.)
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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
– 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

• Subsidy Level
– RMA provides a 13% subsidy on LRP feeder cattle
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Livestock Insurance: LRP for Feeder Cattle
Example
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Livestock Insurance: LRP for Feeder Cattle
Example
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Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 1

• Suppose the producer actually 
sells 1,000 800-pound steers on 
April 26th for $85.00/cwt

• The CME-reported actual ending 
value is $85.00/cwt

• Would  the producer receive an 
indemnity? 

• Let’s look at the calculations 
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Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 1
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Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 2

• Suppose a second producer 
actually sells 1,000 800-pound 
steers on April 26 for $82.00/cwt

• The CME-reported actual ending 
value is $85.00/cwt

• Will the producer receive an 
indemnity?

• Let’s look at the calculations 
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=  $656,000
+  40,000
- 12,612

=  $683,388

Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 2

$683,388
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Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 3

• Suppose a third producer actually 
sells 980 750-pound steer calves 
on April 26
– 2%  death loss 

• Reported within 72 hours
– Lower sales weight
– The producer sells the calves for 

$85.00/cwt
• The CME-report actual ending 

value is $85.00/cwt
• Will the producer receive an 

indemnity?
• Let’s look at the calculations 
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Livestock Insurance: LRP for Feeder Cattle
Indemnity Calculation: Example 3

=  $624,750
+  40,000
- 12,612

=  $652,138

$652,138
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Livestock Insurance: LRP for Feeder Cattle
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Price Risk Analysis: Futures, Options, LRP Comparison
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• Farm Management 
Wiki tool “Futures, 
Options, LRP 
Comparison”

• http://FarmManagement.
org/Wiki

• Click on Contents >
Tools > “Futures 
Options LRP 
Comparison”



Price Risk Analysis: Cull Cow Marketing and Feeding Alternatives
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• Farm Management 
Wiki tool “Cull Cow 
Marketing”

• http://FarmManagement.
org/Wiki

• Click on Contents >
Tools > “Cull Cow 
Marketing”



Livestock Insurance: 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
• Indemnities for transactions
• The difference between LRP 

insurance coverage and an options 
coverage
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How Do We Get There?
Tools Available
• Insurance
• Disaster Assistance Programs
• Risk Analysis

– Financial Analysis
– Price Risk Analysis
– Price and Production Risk Analysis

64



65

How Do We Get There?
Financial Analysis: RDFinancial

• Ag In Uncertain 
Times -

“Determining 
Financial Health 
(RDFinancial)” 
webinar offered 

on November 18, 
2009

• http://FarmManagement.org/
AgInUncertainTimes

• Click on 
Recordings in 

the right sidebar
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How Do We Get There?
Price and Production Risk Analysis: Risk 
Navigator tools

• Farm Management Wiki 
tool “Risk Navigator”

• http://FarmManagement.org/
Wiki

• Click on Contents >
Tools > “Risk Navigator”
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Important Web Sites

• Insuring Success
For Western Agriculture

http://InsuringSuccess.org

• Western Risk 
Management Library 

http://agecon.uwyo.edu/RiskMgt

• Risk 
Management 
Agency
http://www.rma.usda.gov
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