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Prairie States Executive Committee Meeting, 8 March 2011 



6

7

8

9

10

11

12

13

14

IO
F
C

 (
$

/
c
w

t)
 Expected = 12.3 

Actual = 8.2 
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Nov-08 
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Expected = 12.7 

Class III Corn SBM 
May-11 17.48 7.29 368.87 
Jun-11 16.98 7.31 370.43 
Jul-11 17.04 7.33 371.99 

Aug-11 17.05 6.96 368.98 
Sep-11 17.09 6.59 362.28 
Oct-11 16.94 6.43 351.68 
Nov-11 16.74 6.26 351.44 
Dec-11 16.60 6.10 351.20 
Jan-12 16.15 6.13 351.20 
Feb-12 15.90 6.16 350.58 

Mar-11 



Next 10 Months 

Insure Any Proportion (0-100%) of Milk Expected to be 
Produced 

1 2 3 4 5 6 7 8 9 10 

This 
Month 

Next  
Month 

Purchase 
Contract 

Collect 
Indemnity, 
If Any 
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Guarantee  
Income Over Feed Cost 

Expected Income 
Over Feed Cost 

Deductible 
Level 

Expected Milk 
Income 

Expected  
Feed Cost 

Milk Yield 
Coverage 

CME 
Class III 

CME   
Corn 

CME  
SBM 

Expected Feed 
Use 

Actual  
Income Over Feed Cost 

Insurance 
Payout 

Premium 
Cost 

Target Net Guarantee 
Income Over Feed Cost 

Actual Milk 
Income 

Actual Feed  
Cost 

Final CME  
Class III 

Final CME  
Corn 

Final CME  
SBM 

Program  
Rules 

Market  
Data 

Producer 
Data 

Expected Milk 
Yield 

Producer 
Decision 

Subsidy 

BEFORE 

AFTER 



Premium 
Cost Up to 50% SUBSIDY ! 

Deductible 
Level Up to $2/cwt milk ! 

Premium 
Payment Due at the END of Contract ! 



LGM-Dairy Policies Sold in Wisconsin and the US 
at the end January 2011 

http://www3.rma.usda.gov/apps/sob/soblpi/ 



 So far this insurance year, a 
total of 1,091 policies were sold 
covering 34.5 million cwt of 
milk. This amount of milk 
represents 1.8% of the 2010 
annual U.S. milk production. 



Premium 

Net Guarantee IOFC 



http://dairymgt.info/lgm.php 
http://future.aae.wisc.edu/lgm_analyzer/ 



Total Cost of  Production 
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Target Net Guarantee Income Over 

Feed Cost 

LGM-Dairy 

OPTIMAL 

Contract 

LEAST COST 

LGM-Dairy  

Premium 

 

Farm Specific 

Calculation 

(Spreadsheet 

Or Web-based) 

LGM-Dairy Least 

Cost Premium 

Calculator 

Feed Cost of  

Production 



Target Net Guarantee IOFC 

Schedule F 





http://dairymgt.info/lgm.php 
http://future.aae.wisc.edu/lgm_analyzer/ 



Suggested 
Coverage 

(%/month)  



TNGIOFC 

GIOFC 

22%  Lower! Optimized 

Naïve 



Flexible price risk management tool to 
control price volatility (bundled options) 
 

Effective to protect net guarantee income 
over feed cost (Net GIOFC) 
 

 Important incentives available since 
December 2010 
 

Least cost approach gives the most 
protection to the lowest premium price 




