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Risk Management Tool for Sheep Producers

new risk management tool was made
Aiwailable to sheep producers starting Sep-

ember 17, 2007. Livestock Risk Protec-
tion (LRP)-Lamb is a livestock insurance risk
management product that is designed to insure
against unexpected declines in market prices.
LRP-Lamb is available in the following 27 states:
Arizona, California, Colorado, Idaho, Indiana,
[llinois, lowa, Kansas, Michigan, Minnesota, Mis-
souri, Montana, Nebraska, New Mexico, Nevada,
North Dakota, Ohio, Oklahoma, Oregon, Pennsyl-
vania, South Dakota, Texas, Utah, Virginia, West
Virginia, Wisconsin and Wyoming. Coverage may
be purchased from approved livestock insurance
agents each week on Monday from approximately
10:00 a.m. through 7:00 p.m. central time. The
policies issued by individual insurance companies
are reinsured by the Federal Crop Insurance Cor-
poration, a wholly owned government corporation

within the United States Department of Agricul-
ture (USDA).

Sheep producers submit a one-time application
for LRP-Lamb coverage. Once an LRP-Lamb
application is approved, Specific Coverage En-
dorsements (SCE) may be purchased for different
groups of lambs. The number of lambs that can be
insured under each SCE is limited to 7,000 head;
however, there is no minimum number. There

is an annual limit of 28,000 head per producer
per crop year, which runs from July 1 to June 30.
When a group of lambs are jointly owned, each
producer may insure up to their share of owner-
ship in the lambs. This is their insured share.

The insured share is 100% if the lambs are solely
owned. To be insured the lambs must be located
in one of the 27 states approved for LRP-Lamb at
the time insurance is purchased. Premium rates
are established by the USDA and must be paid
when the SCE is purchased. Producer premiums
are subsidized 13 percent by the USDA.

The three choices for the length of insurance

for each SCE are 13, 26, or 39 weeks. Produc-
ers should choose the coverage period that best
matches their own production and feeding system.
Ownership of the lambs must be maintained up to
the last 30 days of coverage for the SCE, other-
wise coverage will be terminated and no indemni-
ty will be paid on that portion of the endorsement
(SCE). Coverage prices available are 80, 85, 90,
and 95 percent of the expected ending value. The
expected ending value is calculated by the USDA
each week using an economic model composed of
slaughter lamb prices, actual slaughter under Fed-
eral inspection, live weight, pelt price, a moving
average seasonal index and other variables.

The actual ending value is the price of live lambs
as calculated by the Agricultural Marketing
Service (AMS) in the “National Weekly Slaugh-
ter Sheep Review” report. The price series used
is the “Weighted Average Net Price” under the
“Domestic” heading in the section labeled “For-
mula Prices established for previously slaughtered
lambs (live basis)”. If the actual ending value is
less than the coverage price at the end of the insur-
ance period, an indemnity will be paid for the dif-
ference between the coverage price and the actual
ending value. In order to receive an indemnity a
producer must submit an LRP Claim Form within
60 days following the coverage end date. Produc-
ers and feeders may continue to market their own
lambs through their own market channels and at
the maximum price they can negotiate, however,
neither the actual market weights nor the actual
market price received by a producer is used with
respect to the insurance.
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Coverage prices, rates, actual ending values,
premium calculation instructions and all policy
materials can be accessed at: http:// www2.rma.
usda.gov/livestock/

Approved livestock insurance agents can be found
at: http://www3.rma.usda.gov/tools/agents/com-
panies/indexLPI.cfm

At the above website click on “Clickable National
Map” and select “Iowa”, then “Agent Locator”.

Select Specialty: “Livestock Price Insurance”,
Click “Go”, And Select For Sales In: “lowa”,
Click “Go”. Enter Zip Code desired and click
“Submit Search”. A list of agents will be shown.
These directions are subject to change without
notice.

The “National Weekly Slaughter Sheep Review”
report is available at: http://www.ams.usda.gov/
mnreports/Im 1m352.txt

Example of Livestock Risk Protection (LRP-Lamb).

Coverage Expected Coverage Coverage
Length* Ending Value Price Level
13 weeks $106.51 $101.18 95%
13 weeks $106.51 $ 85.21 80%
26 weeks $110.43 $104.91 95%
26 weeks $110.43 $ 88.34 80%
39 weeks $113.64 $107.96 95%
39 weeks $113.64 $ 90.91 80%

Premium
Rate

1.997%
0.077%
3.644%
0.497%
4.782%
0.899%

*Other coverage lengths, prices, and levels are available.

Projected sales are for 100 head marketed in 26 weeks at a live target weight of 1.30 cwt., with 100% insured

share and a 95% coverage level is chosen.

Insured Value = Number of head x target weight x coverage price x insured share
Insured Value = 100 head x 1.30 cwt x $104.91 x 100% = $13,638

Total Premium = Insured Value x Premium Rate
Total Premium = $13,638 x 3.644% = $497

The Subsidy = Total Premium x 13% USDA Subsidy
The Subsidy = $497 x 13% = $65

The Producer Premium = Total Premium — The Subsidy

The Producer Premium = $497 - $65 = $432
Indemnity Payment Calculation

Indemnity Payment = Number of head x target weight x (coverage price — actual ending value)

Example with indemnity paid

a. The actual ending value at the end of the 26 week period is $98.00. Since the actual ending value
($98.00) is less than the coverage price ($104.91), indemnity will be paid.
Indemnity payment = 100 head x 1.30 cwt. x ($104.91 — $98.00) = $898.30

Example with no indemnity paid

b. The actual ending value at the end of the 26 week period is $105.00. Since the actual ending value
($105.00) is more than the coverage price ($104.91), no indemnity will be paid.

... and justice for all

The U.S. Department of Agriculture (USDA) prohibits discrimination in
all its programs and activities on the basis of race, color, national origin,
gender, religion, age, disability, political beliefs, sexual orientation, and
marital or family status. (Not all prohibited bases apply to all pro-
grams.) Many materials can be made available in alternative formats for
ADA clients. To file a complaint of discrimination, write USDA, Office
of Civil Rights, Room 326-W, Whitten Building, 14th and Independence
Avenue, SW, Washington, DC 20250-9410 or call 202-720-5964.

Issued in furtherance of Cooperative Extension work, Acts of May 8
and June 30, 1914, in cooperation with the U.S. Department of Agri-
culture. Jack M. Payne, director, Cooperative Extension Service, lowa
State University of Science and Technology, Ames, lowa.




