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ü Livestock Gross Margin for Dairy Insurance protects the floor  
òGross Marginó = òIncome Over Feed Costó (Bundled Price Risk 
Option)  

 

ü Uses CME future prices (Class III, Corn, SBM)  

 

ü Works on 10 - month cycles  
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ü Guarantee IOFC (GIOFC) and Premium depend on 
program configuration  

 

ü Factors that impact GIOFC and Premiums:  

üMarket controlled:  

ü Futures prices  

ü Volatility of futures prices  

ü Producer controlled:  

ü Insured milk (%C m) 

ü Insured feed ( should reflect farm feed efficiency)  

ü Deductible level (least relative premium at highest 
deductible (Cabrera et al.,2009))  

 

 



üTo develop and demonstrate an algorithm to 
identify the least cost strategy for guaranteeing a 
desired IOFC via use of the LGM - Dairy insurance 
contract  

 

üTo compare a non - optimal with an optimal strategy 
one in terms of the cost of insurance and 
protection level  



ü Premium Calculation  
 

ü LGM- Dairy premium is set equal to the long - term expected 
(average) indemnity  

 

ü 5,000 simulated indemnities are obtained using random draws 
of Class III, corn and SBM future prices and the specific contract 
design under consideration  

ü 3 commodities x 10 mo x 5,000 prices = 150,000 
variables  

 

ü Random draws are obtained from assumed lognormal 
distributions and closed form probability density functions as 
detailed by RMA insurance policy  

 



 

 

 

 



 

 

 

 

 

 

Subject to:  

Valvekar, M., Cabrera, V.E., Gould, B.W.  2010. Identifying optimal strategies for guaranteeing target 
dairy income over feed cost. Journal of Dairy Science 93:3350 - 3357.  





GIOFC 



GMG = IOFC  



ü 50% production covered @ $1.5/cwt 
deductible  

 
üLGM_Premium = $3,214 = $0.16/cwt insured milk  

 

üFarm_Premium = 50% * $0.16/cwt = $0.08/cwt  

 

üNet Farm GIOFC = 50% * $10.55/cwt - $0.08/cwt = 
              

                    $5.2/cwt  

 

 

 




