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How do Nebraska Cow-Calf Producers 
Manage Price Risk?

Data Source: 2016 NE Cow-Calf Survey (Kalkowski et al. 2019)



06/05/23Data Source:  USDA-AMS, Compiled by LMIC

Livestock Marketing Information Center
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•What are some ways I can estimate what the local cash price will be after 
weaning/backgrounding?

Hmmm…..



Futures + forecast of local cash basis

CME Feeder Cattle Futures Quotes 
29 Jun 2023 trading day.



Historical Basis, Nebraska 5-600# Steers
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Basis varies by weight
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Basis Patterns



Futures + Basis

October Feeder Cattle Futures @ $245.975 per cwt
 Historical basis for NE 500-600 lb. steer is +25
 Expected Cash Price = 245 + 25 = $270

Forward Contract
 Cattle buyer offer for steers delivered in October is $260 per cwt. 

Expected Cash Price Comparisons



Forward contracting: Selling cattle well in advance of their delivery date

Seller estimates cattle weight prior to delivery
Weight discrepancy between sale and delivery
Adjustment to sale price to ensure “fair market value” at delivery (i.e. “price 
slide”)

“Price slide” predetermined adjustment in the sale price of cattle AND included 
in contract (forward contracting) or in the description of the cattle (video or 
Internet marketing)

What are (Private) Forward Contracts?

0



Multi-state
•Cattle Country Video –Torrington, WY
•Northern Livestock – Billings, MT
•Superior Livestock Video Auction (Catalog Sale) – Fort Worth, TX
•Superior Video Auction – Fort Worth, TX
•Western Video Market Livestock – Cottonwood, CA
•Winter Livestock Video Association – Enid, OK

State
•https://www.ams.usda.gov/market-news/feeder-cattle-internet-video-reports

Video Auction Listings and Reports

https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.ams.usda.gov%2Fmnreports%2FAMS_3241.pdf&data=02%7C01%7C%7C8b85f7e50e37409f7a6508d81d2cf240%7Ced5b36e701ee4ebc867ee03cfa0d4697%7C0%7C0%7C637291426159360874&sdata=MV2XcovX%2BmTJkc2DaYYmIOmZjJz5jZ99YRapaAtmqGw%3D&reserved=0
https://www.ams.usda.gov/mnreports/AMS_2772.pdf
https://www.ams.usda.gov/mnreports/ams_3103.pdf
https://www.ams.usda.gov/mnreports/AMS_2713.pdf
https://www.ams.usda.gov/mnreports/AMS_3242.pdf
https://www.ams.usda.gov/mnreports/ams_2890.pdf
https://www.ams.usda.gov/market-news/feeder-cattle-internet-video-reports


Price Slides Offered



Historical Price Slide



- Slides can vary greatly by season, sex, and weight
- Price slides depend on the price level => more accurate to compare slides as a percent of the base price

Price slides vary….so be leery



Futures + Basis = Cash Price

Futures Contract
basis risk, margin call risk, broker cost

Put Option
basis risk, upside potential, broker + premium cost

LRP Insurance Contract
basis risk, upside potential, insurance cost

Cash Auction or 
Spot Market

Full Risk

Private Contract
Locks it all in



Size, deliverable grades, locations, See www.cmegroup.com 

Feeder cattle Contract Specifications
50,000 lbs (500 cwt) – 700 to 899 lbs. Medium Frame #1 steers

Feeder Cattle (FC) Trading Months
Jan, Mar, Apr, May, Aug, Sep, Oct, Nov (F, H, J, K, Q, U, V, X) 

CME Contract Specifications

http://www.cmegroup.com/


CME Feeder Cattle Prices in late June 2023
https://www.cmegroup.com/trading/agricultural/livestock/feeder-cattle_quotes_globex.html 

CME Feeder Cattle Futures Quotes 
29 Jun 2023 trading day

•Sell one Oct FC contract @ 
$247.850/cwt
• Contract value $123,925
• Commission charged by broker for 

“round-turn” trade
• Margin account deposit $4,200 (will 

vary depending upon broker)
• Maintenance margin $3,500 (set by 

CME to cover daily price limit change)

Daily Price Limit
$3,500=$7.00/cwt.

https://www.cmegroup.com/trading/agricultural/livestock/feeder-cattle_quotes_globex.html


Futures Contract Example
Sold one Oct Feeder Cattle contract @ $245/cwt

Price goes down to $235/cwt
Buy one contract at $235 to offset position
Make $10/cwt on the round-turn trade minus commission
$5000 - $4.50 (commission) = $4995.50 net gain

Price goes up to $255.00/cwt
Buy one contract at $255.00 to offset position
Lose $7.15/cwt on the round-turn trade plus commission
-$3,575 - $4.50 (commission) = $3,579.50 net loss



Futures + Basis = Cash Price

Futures Contract
basis risk, margin call risk, broker cost

Put Option
basis risk, upside potential, broker + premium cost

LRP Insurance Contract
basis risk, upside potential, insurance cost

Cash Auction or 
Spot Market

Full Risk

Private Contract
Locks it all in



An option is the right but not the obligation to buy or sell a futures contract at a 
specific predetermined price (strike price) at any time within a given time period 

Call Option 
The buyer of a call has the right to buy the underlying futures contract at the 
specified strike price

Put Option 
The buyer of a put has the right to sell the underlying futures contract at the 
specified strike price

What is an Option? 



Exercise Position Table

Call Option Put Option 

Option Buyer Pays premium; 
right to buy

Pays premium; 
right to sell 

Option Seller Collects premium; 
obligation to sell

Collects premium; 
obligation to buy 



Example of CME Options

Put Option Opportunity
• Strike Price: $246.00 per cwt.
• Premium: $8.275 per cwt.



1. Exercise the option any time before expiration
You take the underlying position in the futures contract 

2. Offset the option
By taking opposite position

3. Let the option expire
Seller will keep the premium 
Options expire the month before the futures contract expires

Summary of Option Buyers Choices



Futures + Basis = Cash Price

Futures Contract
basis risk, margin call risk, broker cost

Put Option
basis risk, upside potential, broker + premium cost

LRP Insurance Contract
basis risk, upside potential, insurance cost

Cash Auction or 
Spot Market

Full Risk

Private Contract
Locks it all in



Livestock Risk Protection (LRP) 
Insurance for Cattle

LRP insurance offers price protection for cattle producers.
Available in all counties across all states for:

– Feeder Cattle Weight 1 (< 600 lbs.)
– Feeder Cattle Weight 2 (600-900 lbs.)
– Fed Cattle (> 900 lbs.)

Operates like a (European) Put Option
– Offered for 13, 17, 21, 26, 30, 34, 39, 43, 47 or 52-week periods

Producers remain subject to basis price risk



LRP Insurance for Feeder Cattle 
• Expected End Value

– This is the expected price at the end of an insurance period for each specific 
type and weight of feeder cattle announced daily on the RMA website

• Coverage Prices
– the prices that may be insured by the producer

• Coverage Levels
– range from 70 to 100% of the expected end value

• 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



•LRP is purchased through RMA-approved livestock insurance agents

•Application followed by Specific Coverage Endorsement

•Recent Changes (effective July 1, 2020)
•Premium due at the end of the endorsement period 
•Premium subsidies increase

Livestock Risk Protection (LRP) Insurance



LRP Insurance for Feeder Cattle Premium 
Subsidy Levels
Subsidy Levels

New and beginning producers qualify for an additional 10% subsidy 
(<5 years operating)



LRP Coverage Rates
Steers Weight 1, October 25 end date, 17-week policy (Jun 28, 2023)
Expected End Value: $270.570 per cwt.

Follow the Website Link or QR Code
https://www.rma.usda.gov/en/Information-Tools/Livestock-Reports 

https://www.rma.usda.gov/en/Information-Tools/Livestock-Reports


Livestock Insurance: LRP for Feeder Cattle 
Example

Contract Data Value

Number of Steers 150 head

Expected Weight 550 pounds

Current Date Jul. 5

Marketing Date Oct . 4

Insurance Period 13 weeks

Expected Ending Value $194.737

Coverage Price $193.66

Producer Cost per cwt. $4.69

Producer Premium $3,869



Livestock Insurance: LRP for Feeder Cattle 
Example

Suppose the CME-reported actual ending value is 
$205.90/cwt. Would you receive an indemnity?

• NO = $205.90 > $193.66 (coverage price)
• NET = ($3,869)

Suppose the CME-reported actual ending value is 
$183.80/cwt. Would you receive an indemnity?

• YES = $183.80 < $193.66 (coverage price) 
• INDEMNITY = $9.86/cwt x 825 cwt = $8,135
• NET = $8,135 – 3,869 = $4,266 or $5.17/cwt.



LRP-Feeder Cattle Performance



Futures + Basis = Cash Price

Futures Contract
basis risk, margin call risk, broker cost

Put Option
basis risk, upside potential, broker + premium cost

LRP Insurance Contract
basis risk, upside potential, insurance cost

Cash Auction or 
Spot Market

Full Risk

Private Contract
Locks it all in



Marketing Plan Exercise
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