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Livestock Price Protection - The Basics

Raising cattle whether it
be a cow calf operation,
backgrounding, or fed
cattle operation, all have
their unique set of chal-
lenges. Producers must be
attuned to the health of
the livestock, nutritional
programs, weather adver-
sities, and also the volatili-
ty of price in the cattle
market. Most producers
have developed a good
plan when handling most
of these issues, but when
it comes to price many
cattlemen find themselves
at the mercy of the local
markets. Today, it doesn’t
have to be that way.

Several vyears ago the
USDA developed a risk
management program

that takes much of the
price risk out of cattle op-
eration. This product is
called Livestock Risk Pro-
tection (LRP) and has one
purpose, to protect the
producer against declining
prices. This product was
designed for the cow calf
producer, the back-
grounder, the cattle finish-
er as well as for hogs and
lambs

How the program works
for cattle producers

The USDA uses the CME
to establish what prices
will be at specific times in
the future by looking at
the traded contracts on
the specific kind of live-
stock being covered. Cov-
erage prices, premiums
and coverage lengths
offered to the livestock

producer will change dai-
ly. What is offered daily is
based on current market
conditions.

gibsoninsurancegroup.com

When a producer’s cover-
age ends, the USDA will
compare the coverage
price that was established
earlier with the feeder
cattle index on the ending
date. If the index is lower
than the price established,
the difference will be paid

to the producer.

What is the feeder cattle
index?

The CME Index was de-
sighed to use sale price
data of feeder cattle with-
in the major feeder cattle
producing states. The In-
dex uses steers meeting
prescribed muscling frame
score requirements, ex-
hibiting no predominantly
dairy, exotic, or Brahma
breeding  characteristics
and none being labeled on
the market news reports
as fancy, thin, fleshy,
gaunt, or full. Non-US
origin cattle are also ex-
cluded. The steers must
also be publicly reported
from within the specified
twelve feeder cattle pro-
ducing states (12-state
region). The data is col-
lected by USDA / State
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Livestock Price Protection—The Basics (continued)

get paid a claim. The
claim is always based by
comparing the guarantee
against the feeder cattle
index. If the index is low-
er than the guarantee
then an indemnity will be
paid. This situation re-
mains true for all feeder
livestock. However with
finished cattle they will
need to go to slaughter
within 30 days on either

side of the ending date as
there is no other use for
slaughter cattle other
than for meat.

For the cow calf opera-
tion | generally have pro-
ducers look at this pro-
cess a little differently.

We need to know the
costs of producing a calf
to weaning weight. We
also need to know when
the producer would typi-

[Hay and Pasture Calves Sold

Production Efficiencies

cally market these
weaned calves. This date
would be dependent on
the calving season. Most
producers usually wean
calves around 200 days
after the calving period
has ended.

To figure these costs | will
use a spreadsheet from
lowa State University Ex-
tension for demonstra-
tion purposes and insert

Calf weaning rate 90%
Calf death loss 1%
Cow death loss 2%
Cow replacement rate 10%

Income Price Unit Quantity Unit Total
Heifer calves $1.52|per Ib X 500(/bs ¥ 034 head = $261.03
Steer calves $1.78|per Ib X 550(lbs ¥ 045 head = 436.14
Cull cows $0.78|per b X 1350(/bs ¥ 008 head = 84.24
Gross Income 3781.41

Variable Costs
Feed Costs Price Unit Quantity Unit
Pasture $56.00|per acre X 2.5|acres $140.00
Pasture ferf. & misc. costs $20.00|per acre  x 2.5|acres = 50.00
Corn $3.70|per bu X 4|bu = 14.80
Modified distiller grain $80.00|per ton X Oltons = 0.00
Salt and minerals $0.00|per b X 60|/bs = 5.40
Supplement & minerals $0.16|per b X 0|ibs = 0.00
Grass hay $46.00|per ton X 2.1|fons 96.60
Corn stalks $3.00|per acre X 4lacres 12.00
Other
Total Feed Costs $318.80
Veterinary & health $25.00
Machinery, equipment, fuel & repairs 15.00
Marketing & miscellaneous 20.00
Other 0.00
Interest on variable costs 5% X 6|months = 8.52
Labor $13.00|per hr X 3|hours = 38.00
Total Variable Costs $426.32
Income Over Variable Costs $355.09

Fixed Costs
Machinery, equipment. housing & fences $65.10
Interest & insurance on breeding herd 41.20
Bull depreciation/replacement 12.00
Total Fixed Costs $118.30

Total All Costs 5544 62

Income Over all Costs $236.79

gibsoninsurancegroup.com

Livestock
Risk
Protection

LRP Is a simple and cost
effective way of locking in
a minimum price floor for

your livestock.
Calf us at 660-433-6300 to
explain the benefits to you
and your aperation.

THE STATEMENTS CONTAINED IN THIS PAMPHLET
ARE FOR INFORMATIONAL PURPOSES ONLY AND
DO NOT CONSTITUTE AN INTERPRETATION OF THE
TERMS AND CONDITIONS OF ANY INSURANCE
POLICY. NOTHING CONTAINED HEREIN WAIVES,
VARIES OR ALTERS ANY TERM OR CONDITION OF
ANY INSURANCE POLICY. ELIGIBILITY FOR COVER-
AGE, ENTITLEMENT TO AN INDEMNITY AND
LIABILITY FOR PREMIUM MAY VARY. PLEASE REVIEW
'YOUR INSURANCE POLICY TO DETERMINE WHICH
TERMS AND CONDITIONS ARE APPLICABLE TO YOU

Non-Discrimination Statement
Non-Discrimination Polic
The UsS. Department of Agriculture (USDA) prohibits
discrimination against its customers, employees, and
applicants for employment on the bases of race, color,
national origin, age, disability, sex, gender identity, religion,
reprisal, and where applicable, political beliefs, marical
status, familial or parental status, sexual orientation, or all
or part of an individual's income is derived from any public
assistance program, or protected genetic information in

or in any program or activity conducted or
funded by the Department. (Not all prohibited bases will
apply to all programs and/or employment activities.)
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Livestock Price Protection - The Basics (continued)

the numbers from my
farming operation.

When | look at the lowa
State spreadsheet | first
enter the weaning % of
cows bred. Typically we
will wean about 90% of
the cows that are bred.

A small calf death loss
and cow death loss will
be figured into this
spread sheet and 10% of
the heifer calves will be
saved as replacements to
the cow herd.

My fall calving was com-
pleted by 12-10-2015.
On January 6™ I looked at
the LRP offerings and saw
that | could put a mini-
mum floor under my
steers for $178/cwt and
$159/cwt for the heifers

at the time of weaning
(June 1, 2016).

Because | will be keeping
back the best of the heif-
er crop | reduced the
heifer price by $6 and
entered $152 into this
formula.

For the rest of the formu-
la we just need to enter
in the real costs of pro-
duction of the cattle that
we raise on our farm.

In the end you will see
that | have expected
costs to keep a cow of
$544.62 per year. On
January 6 | could estab-
lish income using the LRP
program for these calves
of $781.41 which would
generate a profit of
$236.79 per head.

By doing this | have elimi-
nated the price risk of
further decline in the
market until the date of 6
-1-2016.

Like in the first example,
if the feeder cattle index
on 06-01-2016 came in
below the prices that |
have established using
the LRP program | will be
paid an indemnity of the
difference. Again, it is
not the price that | get for
my cattle but rather the
value of the index on 06-
01-2016 that will deter-
mine a loss.

With the direction and
the volatility of the cattle
market, | have found this
tool to be a key element
in the profitability of my
operation.

PRF - The Basics

Lack of rainfall is the
leading cause of loss in
the production of forage.
The USDA/RMA created
a program to help live-
stock and hay producers
manage this risk and
called it the Pasture,
Rangeland, and Forage
Rainfall Index. The Pas-
ture, Rangeland, and For-
age rainfall index, or PRF,
is a single peril product
that protects against the
shortage of rainfall over a
specific area during spe-

cific time periods. It does
not cover flood, freeze,
insects or disease, only
for shortages of rainfall.

Anyone that has an inter-
est in the production of
forage on specific acres
of ground is eligible for
PRF coverage. This in-
cludes owners of live-
stock that graze for for-
age, landlords, tenants,
hay producers, custom
operators, and seed pro-
ducers.

Where your acres are

gibsoninsurancegroup.com

located is important. PRF
is based on the historical
precipitation of small are-
as called grids. These
grids are approximately
13 x 13 mile boxes in
which the precipitation
data has been collected
by the National Oceanic
and Atmospheric Admin-
istration. Only the rainfall
data from the grid in
which your covered acres
lie will be used to deter-
mine the index of the
average amount of rain-

—
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PRF - The Basics (continued)

fall for your coverage.

PRF coverage is broken
into 2 month interval pe-
riods, which allows the
producer to choose the
specific months that he
needs to have adequate
precipitation for his for-
age production needs.

The same month cannot
be included in more than
one selected index inter-
val for the same county,
grid ID, intended use, irri-
gated practice, and share.
He must select a mini-
mum of 4 months, with
no 2 months overlapping.
Each of the interval peri-
ods has its own historical
rainfall data within a par-
ticular grid.

There are two types of
acres that can be covered
under the PRF program,
hay or pasture. Eligible
acres are any acres in
which haying or grazing is
practical. Any acres that
are not suitable or practi-
cal for haying or grazing
or any acres planted to
an annual are not eligible
for coverage. If you hay
and graze the same acre,
it is up to you to deter-
mine the most important
use for that acre to in-
sure. Producers are not
required to insure all of
their eligible acres.

Each acre of hay or pas-
ture is assigned a base

value for coverage pur-
poses. Producers can
choose to protect from
60 to 150 % of the dollar
value of the county base
rate per acre of the se-
lected type.

Producers are also al-
lowed to choose a cover-
age level between 70 to
90% of the historical rain-
fall index. Anytime the
current Rainfall Index for
an insured Interval is be-
low the chosen coverage
level the producer is
deemed to have suffered
a loss and an indemnity is

due.

PRF is part of the Federal
Crop Insurance program
and producer premiums
are subsidized by the
Federal Government by
at least 51% to eligible
applicants.

Application for PRF cover-
age must be made by No-
vember 15 to be eligible
for coverage the follow-
ing year. The PRF policy is
a continuous policy
meaning that a producer
is eligible for coverage
each year without having

to reapply. It will remain
in place until the produc-
er either changes cover-
age or cancels the policy.

The application itself
does not create premi-
ums. This is done when
the producer makes an
acreage report in which
he reports to his agent
the amount of acres, type
of crop, Index Intervals
that he wants coverage
on. Premiums are not
due till September 1 of
the insured year.

Any claims due to a pro-
ducer are paid automati-
cally after the index val-
ues for an insured inter-
val have been published
by RMA. There are no
claim documents that a
producer must fill out or
return to his agent.

PRF is made to work hand
in hand with current FSA
Disaster Assistance pro-
grams like the Emergency
Livestock Assistance Pro-
gram, Livestock Forage
Program, and the Farm
Storage Facility Loan Pro-
gram. Producers are also
allowed to have FSA’s
NAP coverage along with
PRF coverage on their
forage acres.

You don’t need to have
an extended drought like
those in the southern
plains suffered in 2011-12
or that the Midwest

gibsoninsurancegroup.com

Pasture,
Rangeland, and
Forage

YOU CAN'T CONTROL
THE WEATHER
BUT....

YOU CAN BE PREPARED
FOR M

NOVEMBER 15

Sales Closing
Acreage Reporting Due

—
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PRF - The Basics (continued)

Check Out Our
Website
Improvements

Updated LRP
Calculator
with
help boxes

for each drop down
box

New Beef Cow-Calf
Enterprise
Calculator

Modeled after the
lowa State University
Extension’s Cow-Calf

Calculator

suffered in the summer
of 2012 to realize the im-
pact that a shortage of
precipitation over a 2
month period can have.
PRF is an important and
cost effective risk man-
agement tool for produc-
ers who depend on for-
age production in their
farming operation.

—

What Is Going On In The Beef Market?

The last several vyears
most people in the cattle
sector have focused on
supply side economics.
The nation’s cattle inven-
tory numbers were the
lowest they have been in
decades. These numbers
coupled with booming
export sales, a weaker
dollar, and over capacity
of feed yards, helped to
fuel a buying frenzy that
sent cattle prices to his-
toric levels.

At the same time the
pork and poultry indus-
tries were having consid-
erable problems with dis-
eases that curtailed pro-
duction and caused ex-
ports to be banned by
several countries.

As the cattle market pric-
es steadily increased,
more and more momen-
tum traders and index
funds entered the market
in hopes of generating a

profit on these large price
moves.

As prices rose, cattlemen
started the expansion of
the cow herd by saving
heifers at very pro-
nounced rate. At the
same time, packers were
so desperate to get cattle
that they didn’t discount
those cattle that were
over finished to 4+ yield
grades. This encouraged
the feeders to hold cattle
longer and continue add-
ing to the carcass size to
maximize their profits.

At the start of 2015, the
USDA cattle inventory
data indicated that the
cattle slaughter for the
year would be down by
5%. As it turned out, the
amount of beef available
to consumers actually
increased by 1%. This was
caused by two different
forces. The first was by
the higher weights we

gibsoninsurancegroup.com

added in the feed yards
and the second was due
to the increased imports
of beef brought into this
country.

By mid-year 2014, this
market had topped,
since it had reached lev-
els that were too high to
sustain. The trend had
changed. The momen-
tum traders and index
funds began the process
of reversing their posi-
tions, accelerating the
downward momentum of
this market.

At the same time, eco-
nomic troubles became
common world wide. The
dollar began to strength-
en against foreign curren-
cies. The exports of beef
began to slow. This is
what has happened over
the past 18 months.

Where are we now and
what should we expect in
this industry in the near
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What Is Going On In The Beef Market?

future?

The current price trend is
down. From August 1,
2015 to February 1, 2016
the CME’s Feeder Cattle
Index has fallen over $57
per cwt.

Let’s look again at the
facts. Brazil is the second
largest exporter of beef
in the world behind the
United States. The high
value of our dollar com-
pared to the Brazilian
Real gives Brazilian beef a
monetary advantage in
the world export mar-
kets. The potential loss of
sales to these export
markets will increase the
domestic supply of beef,
further deteriorating pric-
es.

The USDA expects beef
production in 2016 to rise
by 4%. The annual cattle
report estimates the total
cattle inventory in the US
to be up 3.2% from a year
ago to 92 million head. It
is also estimated that
number of feeder cattle
outside the feedlots to be
up to 25.9 million head,
5.3% higher than a year
ago.

USDA reports show that
rapid expansion is also
underway in the breeding
herd. Beef cow numbers
are up 4% over the last
year and a 3% increase in
heifer retention will be

adding additional num-
bers to the cow herd.
The number of these
heifers expected to calve
in 2016 is up 6%.

The total beef and poul-
try numbers for the 4™
quarter of 2015 look like
this.

Domestic available beef
was up by 2.6% and an
additional 1.1% was avail-
able from frozen stocks
and larger imports over a
year ago

Pork supplies are estimat-
ed to be up 5.3% over a
year ago.

Broiler supplies have
seen the largest jump in
history with an additional
6.9% increase over a year
ago.

There are many factors
that effect markets that
are outside the realm of
production. The world
economy is not doing
well at all. The drop in oil
prices could bankrupt
several countries. Russia,
Venezuela, Ecuador, and
Saudi Arabia are all coun-
tries that live on the ex-
ports of oil. In turn this
could put extreme pres-
sure on the world bank-
ing system. As the cur-
rency rates of these na-
tions fall against the dol-
lar our exports become
more expensive, thus less
attractive.

(continued)

Putting this all together |
am confident that the
trend will remain lower
for the next year for all of
the meat industry.

Where is the bottom to
the cattle market? That is
anyone’s guess, but with-
out bullish news | would
expect this market to
continue to erode over
the near term.

Producers will need to
remain cost conscious
during this period of time
and be realistic with ex-
pectations of price move-
ments in the market.

On the positive side, as
cattle prices have fallen
so have the input costs to
produce beef. Corn and
nearly all of the proteins
have come down consid-
erably over the last year.
Fertilizer prices have also
fallen. | would expect
land prices and cash rents
to fall as the profitability

in agriculture is chal-
lenged.
Remember, the sales

price is not the most im-
portant factor when we
sell livestock. The margin
between what you spent
and what you made is
where we make our liv-
ing. | would much rather
make $100 per head sell-
ing feeders at $1.50 than
| would losing money sell-
ing cattle at $2.00
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Main Office
Dean Gibson Brian Huhmann
Matt Rowell Chris Lynch
660-433-6300

Boonville
Steve Timm
660-621-1212

Milan
Michelle Smith
660-292-2079

Montrose
Brandon Jurgensmeyer
660-351-2475

West Plains
Shane Rhoads
417-293-0661

Lebanon
Seth Burns
573-480-1471

Livestock 2016

Rural Crime Meeting

Hosted by California FFA
Open to the Public

Thursday March 3 at 7:30 PM
At
California High School Ag Building

Presenters: Missouri State Highway Patrol Rural Crime Unit

Moniteau County Sheriff’'s Department

Please join us to learn more about rural crime and how we can
prevent it in our area
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