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Editor’s Note: Dr. Collins made a presenta-
tion on the state of U.S. livestock insurance
products at the Congress of the
International Association of Agricultural
Production Insurers in early October. His
presentation, in article format, is below.
U.S. farm sales of livestock products are

expected to total over $160 billion in 2011.
But the total insured value of livestock
under Federal crop insurance is only a little
over $1 billion. This article discusses why
livestock insurance coverage is low, how
livestock plans of insurance have per-
formed and prospects for the future.

U.S. Livestock Producers
have a Number of Risk
Management Options
Producers face many risks in producing

and marketing of livestock. Weather may
impair or kill livestock. Animal diseases
may cause death or reduced productivity
(mortality and morbidity). Feed supply,
quality and price may affect productivity
and production expenses. Selling prices
depend on animal quality and uncertain
global markets. Fortunately, producers
have options to reduce the many risks
they face.
•Farm management. Proper manage-
ment of breeding and raising livestock
(husbandry) is a primary form of risk
management. Possible losses of income,
assets, or the farm business are strong
incentives to follow proper animal
health and biosecurity practices.

•Government disease management
programs. There are many govern-
ment programs to detect, control and
eradicate animal diseases. They involve

inspecting and testing animals in transit
and when entering the food chain, pre-
venting diseases from entering the coun-
try and eradicating diseases through test-
ing and depopulating. The Animal
Health Protection Act requires indemni-
fication of producers whose livestock
are depopulated as a result of a disease
meriting eradication. USDA’s Animal and
Plant Health Inspection Service (APHIS)
compensates owners of depopulated
animals at a level that is less than or
equal to the fair market value less com-
pensation received, including salvage
value or payments from states or other
sources. Livestock insurance indemnities
would reduce the APHIS payments.
Compensation may include costs for
cleaning, disinfection and disposal but
does not cover costs related to business
interruption, such as lost demand.

•Private insurance. Private insurance is
available for livestock producers for
many perils ranging from fire and light-
ning to hurricanes, drowning, attack by
wild dogs, building collapse, and so on.
Mortality insurance which pays for death
loss due to disease has generally been
used only for limited animal types, such
as horses, pets, and valuable breeding
stock.

•Farm income support and disaster
assistance programs. Several USDA
farm programs have helped livestock
producers mitigate risk. The Emergency
Loan Program helps producers recover
from production losses due to drought,
flooding, other natural disasters or quar-
antine. Loans are for up to 7-years, have
low interest rates and must be backed
by collateral. Two programs created by

the 2008 Farm Bill also aided producers.
One, the Emergency Assistance for
Livestock, Honey Bees and Farm Raised
Fish (ELP), provided payments for feed
assistance as a result of natural disasters
and for death loss due to disease not
adequately covered by other programs.
Another, the Livestock Indemnity
Program (LIP) provided payments for
death loss due to adverse weather in
excess of normal mortality. The legal
authority for ELP and LIP expired on
September 30, 2011. Reauthorization of
these two programs will be a 2012 Farm
Bill issue.

•Forward selling. Futures and options
contracts exist for feeder cattle, live cat-
tle, lean hogs, frozen pork bellies, and
milk which can hedge market risk. Feed
costs may be hedged with corn, soy-
bean, soybean meal and wheat futures
and options. Futures and options use by
producers is limited by: brokerage fees,
the need to meet margin calls when a
contract is in a loss position, basis risk,
the large fixed quantity in the
exchange’s contracts and producer
knowledge. Many farmers prefer for-
ward contracts which can be better tai-
lored to their business. Production con-
tracts, common in the poultry industry,
have increased in other areas, such as
hog production. Under a production
contract, the farmer raises the livestock,
may be provided some inputs, and is
paid for other input costs and a return
for labor and management, while the
integrator owns and markets the ani-
mals.

•Federal crop insurance for feed pro-
duction, quality and prices and for
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livestock prices, margins and rev-
enue. The Federal government pro-
vides crop and limited peril livestock
insurance for farmers and ranchers.
Crop insurance protects against losses of
production, prices and quality for a
range of animal feeds. Livestock insur-
ance protects only against price or mar-
gin (the difference between livestock
price and feed costs) losses and whole
farm revenue losses.
This list indicates livestock producers

have many alternatives to manage risks,
which probably explains why Federal live-
stock insurance has not expanded like crop
insurance. Also, there have not been many
outbreaks of communicable diseases that
have caused large livestock production
losses, such as the damage caused to crops
by major droughts. For example, the United
States has been free of foot and mouth dis-
ease since 1929. Many livestock producers
see marketing risk as more critical than pro-
duction risk. Another factor may be that
farm programs for livestock have not exist-
ed to the degree they have for crops. This
independence from farm programs may
reflect livestock producers’ desires to man-
age their own risks, rather than seek gov-
ernment support.

Available Livestock Plans
of Insurance are Limited
Federally supported livestock insurance

is managed by the Federal Crop Insurance
Corporation (FCIC) and USDA’s Risk
Management Agency (RMA) as part of the
Federal crop insurance program. The limit-
ed authority to offer livestock products first
became available with the Agricultural Risk
Protection Act (ARPA) of 2000, which states:
“the Corporation may conduct a pilot pro-
gram . . . providing insurance protection
against losses involving . . . livestock poison-
ing and disease . . . (Sec 523(a)(3)(B)).
Another provision states: “the Corporation
shall conduct two or more pilot programs to
evaluate the effectiveness of risk manage-
ment tools for livestock producers, including
the use of futures and options contracts and
policies and plans of insurance that . . . pro-
vide livestock producers with reasonable
protection from the financial risks of price
or income fluctuations inherent in the pro-
duction and marketing of livestock; or pro-
tection for production losses (Sec 523(b)(2)).
FCIC has not offered a pilot program for

livestock disease or production insurance.
However, under this authority, FCIC has
approved plans of insurance to protect
against livestock price and revenue risks.
The law limits total livestock A&O pay-
ments and premium subsidies to only $20
million per year.

Livestock Risk Protection (LRP). LRP
was the first livestock pilot program pro-
posed after enactment of ARPA and was first
sold in mid-2002. The plan covers fed cat-
tle, feeder cattle, swine and lambs. The peril
covered is a decline in the price of the ani-
mal. Sold daily, the producer submits a one-
time application and after acceptance may

purchase endorsements covering the num-
ber of animals expected to be marketed at
an expected weight near the end of the
insurance period, which may be of varying
lengths. The number of animals covered by
each endorsement annually is limited. The
producer selects a coverage price (a per-
centage of the expected ending value or
futures price), ranging from 70-100 percent,
depending on the species. An indemnity is
paid if the actual ending value is less than
the coverage price and is based on the
number of head expected to be marketed
times the expected weight. Actual head
marketed, weights and sales prices are not

Figure 1. Estimated Insured Liability, 2011
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used in the calculation. Premiums are paid
before the insurance period. FCIC provides
a premium subsidy of 13 percent, pays
insurance companies administrative and
operating expenses (A&O) and provides
reinsurance.

Livestock Gross Margin (LGM). LGM,
first sold in mid-2002, covers cattle, swine
and dairy cattle (milk). The peril covered is
a decline in expected margin: for cattle, cat-
tle price minus the cost of feeder cattle and
corn; for swine, lean hog price minus the
cost of corn and soybean meal; and for
milk, milk price minus the cost of corn,
soybean meal and other feeds in corn and
soybean meal equivalents. Margin formulas
use futures prices and differ by type of
enterprise. Sales start the last business
Friday of each month and run into the next
day, with 12 insurance periods per year.
The insurance period covers 11 months for
cattle and dairy and six months for swine,
with the first month not covered. The
expected gross margin is the sum over the
insurance period of the quantity of animals
(number times weight) or milk expected to
be marketed each month (target market-
ings) multiplied by that month’s expected
margin. Insurance attaches after the pro-
ducer reports target marketings. The num-
ber of animals and quantity of milk covered
in each insurance period and for the year
are limited. Producers can choose a dollar
deductible up to a limit. An indemnity is
paid when the expected gross margin less
the deductible exceeds the actual gross
margin, which is the sum of each month’s
target marketings multiplied by the month’s
actual margin. A high return in one month
can offset a low return in another month.
Actual head marketed, weights, feed fed,
and sales and purchase prices are not used
in the calculation, but producers must sub-
mit a report in the event of loss, and indem-
nities are prorated if actual marketings are
below 75 percent of target marketings.
Premiums are due when the policy is

purchased for cattle but not until the end
of the insurance period for swine and milk.
There is no premium subsidy for cattle and
swine, but FCIC initiated a premium sub-
sidy for milk in December 2010, which
ranges from 18 percent for no deductible
to 50 percent for the highest deductible.
FCIC pays insurance companies A&O and
provides reinsurance. Like LRP, LGM pro-
vides protection tailored to the producer’s

herd size over a range of time periods and
there are no brokerage commissions or
margin calls.

Adjusted Gross Revenue (AGR) and
Adjusted Gross Revenue-Lite (AGR-Lite).
There are two similar whole-farm plans of
insurance that cover livestock, AGR and
AGR-Lite, which cover revenue losses from
natural disasters and market risks. AGR-Lite
was developed after AGR as a simpler ver-
sion designed for smaller operations. Both
plans use revenue data from historical
Internal Revenue Service Schedule F or
equivalent tax forms and a farm report for
the upcoming year to establish the

approved expected farm revenue. For AGR,
the producer must have a liability of $6.5
million or less and no more than 35 percent
of revenue may be from livestock. For
AGR-Lite, liability may not exceed $1 mil-
lion, and there is no cap on the share of
revenue that may come from livestock.
AGR is sold in a limited number of states,
mostly on the west coast and northeast,
reflecting its original purpose of protecting
diversified specialty crop farms. AGR-Lite is
more widely available, covering 35 states.
For both plans, the producer picks a rev-
enue guarantee which ranges, depending
on the number of commodities covered,

1,000 head

Figure 3. No. of Head Covered in LRP & LGM
Excluding Dairy, 2010
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from 65 to 80 percent of the approved
expected revenue. The producer also
selects a payment rate, which is 75 or 90
percent of the difference between the cov-
ered revenue and the actual revenue.
Claims are paid after taxes are filed for the
calendar year. FCIC provides a premium
subsidy, A&O payments and reinsurance.

Livestock Plans have Low
Participation but Good
Actuarial Performance
The table on page 14 summarizes the

LRP and LGM business over the past three
reinsurance years. Data on livestock in AGR
and AGR-Lite are not available.

Premium. Total LGM and LRP premi-
um in 2011 was $34.2 million, up from $6.2
million in 2010, and far below MPCI crop
premium of $11.5 billion. Dairy LGM rose
from $0.78 million to $25 million. Feeder
cattle LRP also had a large increase, rising
from $2.3 million to $5.3 million.

Insured liability. The insured liability
under LRP and LGM is only $1.1 billion in
2011, compared with crop liability of over
$110 billion (Figure 1). Total liability for
LRP and LGM before 2011 averaged less
than $200 million per year with premium of
only $4-6 million (Figure 2). The low liabil-
ity is due to lack of interest by producers
and cannot be blamed on the $20 million
per year cap on livestock program costs, as
the cap was never reached until this year.

Dairy changes. The changes in the
LGM dairy policy made in late 2010 made
the plan much more attractive, especially
making the premium due at the end of the

insurance period rather than up front,
increasing the maximum deductible and
initiating premium subsidies. The policy
was made more flexible to allow alternative
feed cost formulas for different stages of
dairy cattle. The changes and 2009’s low
milk prices spurred the sharp sales increases
in 2011.

Number of head covered. Almost all
cattle insured are under LRP, and most are
feeder cattle (Figure 3). Feeder cattle are
mainly forage based, so the primary market
risk is price. Neither price nor margin insur-
ance is popular with cattle feedlots, as most
use other forms of price protection. While
more head of swine and lamb are covered
than cattle, their premium has been about
half that for cattle. For swine, LGM is much
more popular than LRP, as producers like
the ability to hedge against feed price
changes.

Share of the U.S. livestock industry
covered. The share of the U.S. cattle inven-
tory and swine slaughter covered by LRP
and LGM are tiny, about 0.1 percent for cat-
tle and 0.4 percent for swine (Figure 4).
However, lamb LRP covers about 17 per-
cent of lambs slaughtered. LGM dairy cov-
ers an estimated 2.4 percent of U.S. milk
production.

Loss ratios. Livestock loss ratios
(indemnities divided premiums) have var-
ied greatly (Figure 5). The cumulative loss
ratio for LRP and LGM for 2005-2010 is 0.88.
Adding in preliminary data for 2011, it
drops to 0.48 due to the increase in dairy
premium and few losses. It is no surprise
that 2008 and 2009 had the largest loss

ratios over the period, reflecting the run up
in livestock and grain prices in 2007 and
2008 and then declines in 2008 and 2009.
For example, swine LRP projected ending
values fell from $75 per cwt in mid 2007 to
the mid $60s in 2008, but actual ending val-
ues fell much further over that period,
down to $50 per cwt.

AGR and AGR-Lite. In 2011, there are
an estimated 870 policies earning premium
compared with over 1.1 million crop poli-
cies. The total liability and premium for
AGR and AGR-Lite are very small, about
$470 million and $18.6 million, respective-
ly, and are only slowly trending up (Figure
6). Most participation is in Washington,
Oregon and California and not in large tra-
ditional feeder cattle and swine producing
states. The conclusion is that AGR and
AGR-Lite are simply very lightly used by
livestock producers.

$20 million cap. Each year, the $20
million cap is apportioned across livestock
species, and policies are sold on a first
come, first served basis until the species
cap is reached. Then, if possible, unused
funds are reallocated across species. In
2011, after reallocation, the dairy funding
limit was reached and dairy sales were sus-
pended in April 2011. Sales are expected to
resume in October 2011 with the start of the
2012 fiscal year and new funding of
$20 million.

A&O and reinsurance. Eleven
approved insurance providers offer LGM
and LRP and receive A&O payments equal
to 22.3 percent of premium and reinsur-
ance with FCIC. Policies are assigned to
the commercial fund but 5 to 65 percent of
premium may be designated to a private
fund. For the commercial fund, companies
may cede up to 65 percent of premium to
FCIC. For the retained premium, FCIC
takes 90 percent of the losses on a loss
ratio between 150 and 500 percent, and
FCIC takes 100 percent for losses exceed-
ing 500 percent. Companies pay a fee of
4.5 percent of premium. Companies may
use private reinsurance but may not offset
risk using options, futures or other such
products.

Future Prospects Point to
Limited Growth for Most
Current Plans
Until dairy producers increased purchas-

es of LGM in 2011, U.S. livestock producers
showed little interest in price and margin

Figure 5. Livestock Plan Loss Ratios, 2005-11
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insurance. FCIC spending on livestock pro-
grams remains capped at $20 million, with
the cap becoming a constraint for only the
first time in 2011. The National Milk
Producers Federation has proposed reform
of the U.S. dairy program that includes mar-
gin product sold by the government, not
private companies. If passed, that product
would likely displace potential LGM dairy
sales. At this point, the fate of dairy margin
insurance may to be decided in the 2012
Farm Bill.
The 2012 Farm Bill is being shaped by

the Federal budget process. With agricultur-
al programs to be cut to contribute to
deficit reduction, it appears unlikely that
Congress would approve a large increase in

the $20 million cap on livestock plans of
insurance, and producers other than dairy,
are not asking for an increase.
Regarding livestock disease insurance,

RMA contracted for a feasibility study of
commercial poultry production insurance
that was completed in 2010. The contrac-
tors concluded that due to limited insurable
interest by growers, lack of data, and other
reasons commercial poultry production
insurance is presently not feasible. An ear-
lier evaluation of LRP and LGM suggested
that large sales increases are unlikely.
Private researchers developed a livestock
disease insurance product which has not
been submitted to FCIC for approval for
sale but is expected to be sold privately.

The tiny portion of livestock production
value insured today suggests an enormous
opportunity for increased livestock insur-
ance business. However, the rarity of cata-
strophic disease outbreaks combined with
other available risk management tools sug-
gests little meaningful change in the
prospects for increasing the livestock busi-
ness in the existing plans of insurance,
including LRP, LGM, AGR and AGR-Lite.
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Table 1. Summary of Business Perormance of LGM and LRP
(as of 10/18/12)

Policies Earning Policies Number of Head Liabilities Total Premium Subsidy Indemnity Loss
Premium Indemnified (Milk in cwt) ($) (S) ($) ($) Ratio

2009
LGM 123 104 532, 24,667,223 1,333,792 0 3,115,103 2.34
LRP 570 358 302,418 83,193,358 2,823,566 367,084 5,319,268 1.88
2010
LGM 236 104 2,073,476 49,529,127 1,894,910 0 701,112 0.37
LRP969 458 424,955 136,255,407 4,334,665 563,496 1,407,502 0.32
2011
LGM 1,286 52 46,314,205 793,231,032 26,018,644 10,735,652 487,109 0.02
LRP1 631 449 571,213 273,627,167 8,112,559 1,054,652 3,319,703 0.41
Total
2009 693 462 835,198 107,860,581 4,157,358 367,084 8,434,371 2.03
2010 1,205 562 2,498,431 185,784,534 6,229,575 563,496 2,108,614 0.34
2011 2,917 501 46,885,418 1,066,858,199 34,131,203 11,790304 3,806,812 0.11
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Figure 6. Total Liability of AGR & AGR-Lite
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