21-LRP-Feeder Cattle Underwriting Rules

1.

LIVESTOCK RISK PROTECTION (LRP): FEEDER CATTLE
UNDERWRITING RULES

Basic Principles

A

Protection Offered: LRP-Feeder Cattle insurance protects feeder cattle producers against a
decline in prices below the established coverage price.

Insurance Period: LRP-Feeder Cattle insurance is offered for 13, 17, 21, 26, 30, 34, 39, 43,
47 and 52-week periods. The time closest to the time the cattle will be marketed or reach
the desired weight should be chosen.

. Application and Substantial Beneficial Interest: An application is required to purchase LRP

coverage. The application establishes eligibility. A Substantial Beneficial Interest reporting
form showing those with a substantial beneficial interest shall be attached to the application.
No insurance coverage attaches to the application until the producer submits a Specific
Coverage Endorsement. A producer may have Specific Coverage Endorsements for multiple
classes of livestock or livestock products under one Application as long as the Substantial
Beneficial Interests are the same. Additional applications are necessary for each different
SBI arrangement and for each state where insurance is written.

. Specific Coverage Endorsement (SCE): The SCE is used to initiate LRP coverage for a

specified group of feeder cattle by type and weight, as follows:

Steer feeder cattle; categorized in the two weight ranges of less than 6.0 cwt (for
steers and bulls) and 6.0-9.0 cwt (steers only).

2. Heifer feeder cattle; categorized in the two weight ranges of less than 6.0 cwt and
6.0-9.0 cwt.

3. Predominately Brahman feeder cattle; categorized in the two weight ranges of less
than 6.0 cwt (for heifers, steers and bulls) and 6.0-9.0 cwt (for heifers and steers).

4. Predominately Dairy feeder cattle; categorized in the two weight ranges of less than
6.0 cwt (for heifers, steers and bulls) and 6.0-9.0 cwt (for heifers and steers).

5. Unborn steers and heifers, i.e. bulls and heifers unborn on the sales closing date, to
be marketed as bulls, steers or heifers, with target weight less than 6.0 cwt.

6. Unborn predominantly Brahman feeder cattle; with target weight of less than 6.0 cwt
(for heifers, steers and bulls).

7. Unborn predominantly Dairy feeder cattle; with target weight of less than 6.0 cwt (for
heifers, steers and bulls).

A producer may have multiple Specific Coverage Endorsements.
Daily Actuarial Documents: Coverage prices, rates, and coverage levels are available on the

daily actuarial documents posted on the RMA website for the LRP program. Coverage prices
and rates change daily and must be referred to at the time of sale for each endorsement.

Premium:

(1) Premium is billed by the Premium Billing Date. The premium billing date is the first
day of the month following the end date for the Specific Coverage Endorsement and
is specified in the actuarial documents.

(2) Producers may obtain quotes using the RMA Premium Calculator.

. Crop Year: July 1 to June 30. Determined for individual specific coverage endorsements by

the effective date.
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H.

LRP Documents:

(1) Livestock Risk Protection Insurance Policy-Basic Provisions

(2) Application Form-This form is filled out to apply for eligibility to purchase LRP
insurance. No insurance coverage attaches until a Specific Coverage Endorsement
is filled out to go with an approved application.

(3) Substantial Beneficial Interest-This form shows the social security numbers, employer
identification numbers, and share of those with a 10 percent interest or more in the
insured person and must accompany the application form. The SBI form is used to
establish eligibility and to account for insurance limits.

4) Premium Calculation Instructions-This worksheet can be used to calculate the LRP
premium once the Coverage Price and Rate information is obtained from the website
on the date of sale.

(5) Specific Coverage Endorsement-The part of the policy that describes coverage of
feeder cattle.

(6) Specific Coverage Endorsement Form-This form is filled out to attach coverage to the
policy. An approval number must be obtained from RMA to show that the
endorsement has been approved. Only approved agents and companies
participating in the Livestock Price Reinsurance Agreement may obtain approval
numbers.

(7) Assignment of Indemnity Form-This form is used for assigning any indemnity to a third
party.

(8) Transfer of Right to Indemnity Form-This form is used if the feeder cattle are sold prior
to the end of insurance period to transfer any indemnity to the new owner (providing
the new owner meets eligibility requirements).

(9) Claim Form-If the actual ending value, as specified in the Specific Coverage
Endorsement, is below the coverage price, this form must be completed and sent to
the company within 60 days following the end date. An indemnity payment will be
made within 60 days of receipt of the claim form.

(10)  Special Provisions-May be obtained from the RMA website (www.rma.usda.gov) and
are part of the policy materials.

Area: The LRP-Feeder Cattle program is offered in all counties in all states.

Continuous Policy: If the policy is not cancelled in writing by June 30, the policy (but not any
Specific Coverage Endorsements) will automatically renew. The policy may be cancelled at
any time unless a Specific Coverage Endorsement is in effect.

2. Limitations

A

Annual Policy Limits: The annual limitation of the number of head of feeder cattle that may
be covered during the crop year is 12,000 head. For the insured entity, the number of insured
cattle will be totaled and may not be more than 12,000 head. The Substantial Beneficial
Interest form will be used to determine the total head insured by any individual. For example:
Smith Farms has 1,000 head insured under LRP. John Smith has a substantial beneficial
interest in Smith Farms and has 90 percent interest (1,000 * .90 = 900 head). John Smith
also has cattle under his own name and wants to insure 200 head. The total cattle insured
by John Smith are: 900 + 200 = 1,100 head which is below the crop year limit of 6,000 head.

. Endorsement Limits: A limitation of 6,000 head of feeder cattle may be insured under any

one Specific Coverage Endorsement.

3. Coverage

A

Coverage Prices: The prices that can be insured by the producer. They change daily and
must be obtained from the RMA website. Premium rates correspond to the coverage prices.
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B.

C.

Coverage Levels: Calculated based on the chosen coverage price. Coverage levels will
range from 70% to 100%.

Price Adjustment Factors: LRP Feeder Cattle insurance coverage prices and rates are based
on the Chicago Mercantile Exchange's (CME) Feeder Cattle Contract, which is cash settled
to the CME Feeder Cattle Index. The CME Feeder Cattle Contract and the CME Feeder
Cattle Index are only based on the price series for steers weighing 650 to 849 pounds,
excluding predominantly Brahman or dairy breeds. Because the CME Feeder Cattle futures
prices are for steers of a certain type and weight, the LRP insurance plan for Feeder Cattle
uses Price Adjustment Factors (PAF's) to calculate expected ending values, coverage prices,
and actual ending values to adjust for select types and weights of feeder cattle, particularly
for heifer, predominately Brahman and predominately dairy feeder cattle.

PAF's were designed to account for the differences between steer prices and prices of other
types and weights of cattle. PAF's are applied to the expected ending values, coverage prices
and actual ending values prior to publishing. Therefore, coverage prices and actual ending
values are presented by type and weight of cattle on the RMA website and no further
calculations are needed by agents or insureds. PAF's are included in the Specific Coverage
Endorsement, for the convenience of insureds, to provide information as to how coverage
prices and actual ending values (liability, premium, and indemnity) will differ from the CME
for certain types and weights of cattle and to allow the insured to calculate or estimate the
Actual Ending Value prior to its being published.

Prices for feeder cattle types and weights covered under this endorsement are adjusted by
multiplying the daily LRP expected ending value or actual ending value, as appropriate for
the type of feeder cattle, times the appropriate Price Adjustment Factor (PAF). The coverage
prices determined with these factors will be posted in the actuarial document on the Web.

Weight
Range

Price Adjustment Factors (PAF

Steers

Heifers

Unborn
Steers
and
Heifers

Predominately
Brahman

Unborn
Predominately
Brahman

Predominately
Dairy

Unborn
Predominately
Dairy

<6.0
cwt

110%

100%

105%

100%

100%

50%

50%

6.0-9.0
cwt

100%

90%

N/A

90%

N/A

50%

N/A

D.

Availability of Coverage: Coverage information is found exclusively on the daily Actuarial
Documents and is applicable only for the date of sale. Coverage can be purchased from the
time prices and rates are published on the RMA website and ending on the following calendar
day at 9:00 a.m. Central Time, or as otherwise specified in the Special Provisions. Coverage
is not available for purchase on dates that would have an effective date of a Federal or a
market holiday, or if the website or premium calculator are not operational, or if sales are
halted by FCIC under section 4 of the Basic Provisions. Coverage will not be available if any
of the required data for establishing coverage prices or rates is not available or if futures do
not continue trading at the end of the day (if the price moved the maximum allowed by the
exchange), or for any other reason specified in the policy. The coverage offered or the cost
of coverage will not be changed in response to any revisions to the information used in
determining coverage prices or rates.

. Suspension and Resumption of Sales: The LRP program could be suspended for several

days based on the number of consecutive days with a daily price change equal or exceeding
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the Daily Price Limit, as published by the CME. As of November 2020, the Daily Price Limit
for CME Feeder Cattle futures is set by the CME to $0.05/Ib ($5.00/cwt). The Daily Price
Limit is subject to rule change, and the latest values can be found at
https://www.cmegroup.com/company/livestock-market-enhancements.html and
https://www.cmegroup.com/trading/price-limits.html

Sales of LRP will be suspended for future sales periods if, based on CME market settlement
information, at least four (4) of the CME Feeder Cattle futures contracts have a daily price
change equal or exceeding the Daily Price Limit for two (2) consecutive days. LRP sales will
resume if and when there have been two (2) consecutive days without there being four (4) or
more CME Feeder Cattle futures contracts equaling or exceeding the Daily Price Limit.

F. Unborn Feeder Cattle: Unborn feeder cattle may be insured if the insured has an ownership
interest in pregnant cattle at the time coverage is established. When unborn feeder cattle are
insured, the legal location of the pregnant cattle must be provided on the SCE. The SCE must
list the unborn feeder cattle type: Unborn Steers & Heifers, Unborn Brahman, or Unborn
Dairy. AIPs may request documentation to verify the number of pregnant cattle, thereby
verifying the number of unborn feeder cattle allowed on a Specific Coverage Endorsement.
The insured’s verifying documents must show that under normal circumstances, the number
of pregnant cattle must be capable of producing the number of unborn feeder cattle insured.
Valid records include veterinary reports or sales contracts from previous years. Unborn
feeder cattle that are insured must have target weight less than 6 cwt.

4. Calculations
A. Premium calculation example:

An operation has 100 head of steer feeder cattle and expects to market the feeder cattle at
a target weight of 7.5 cwt each. The PAF is 100%. The insured share is 100 percent. The
expected ending value is $78.95 dollars per live cwt and the producer selects a coverage
price of $75 per live cwt. For this coverage price the rate is 1.3990%. The example
premium subsidy is 35 percent. The Premium is calculated by:
(1) 100 head times 7.5 cwt equals 750 cwt.

(2) 750 cwt times the coverage price of $75 equals $56,250.
(3) $56,250 times the PAF of 1.00 equals an insured value of $56,250.
(4) $56,250 times the insured share of 1.00 equals an insured value of $56,250.
(5) $56,250 times the rate of .013990 equals $787 total premium.
(6) $787 times the producer premium subsidy percentage of .35 equals $275.
(7) Subtracting $275 from $787 equals the producer premium of $355.
B. Indemnity calculation example:
For the above operation with 100 head of feeder cattle, a target weight of 7.5 cwt, a PAF of
100%, an insured share of 100 percent, and a coverage price of $75 per live cwt, the actual
ending value is equal to $70 per live cwt. Since $70 is less than the coverage price of $75,
an indemnity is due. Indemnity is calculated by:

(1) 100 head times the 7.5 cwt target weight equals 750 cwt.

(2) Subtracting the actual ending value of $70 from the coverage price of $75 equals
$5/cwt.
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(3) Multiplying 750 cwt. by $5/cwt. equals $3,750.

4 Multiplying $3,750 by the insured share of 1.00 equals an indemnity payment of
$3,750.
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