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�� Review numerical example for hypothetical dairy farmReview numerical example for hypothetical dairy farm

�� Farm characteristicsFarm characteristics

��LGMLGM--Dairy contract characteristicsDairy contract characteristics

�� Overview of Overview of Behind the ScenesBehind the Scenes calculations calculations 

undertaken when you enrollundertaken when you enroll

Overview of Workshop Section IIIOverview of Workshop Section III

undertaken when you enrollundertaken when you enroll

��Expected milk and feed pricesExpected milk and feed prices

��How your premiums are determinedHow your premiums are determined

�� Review premium calculation software and analysisReview premium calculation software and analysis

��RMA WebsiteRMA Website

��UW LGMUW LGM--Dairy premium calculatorDairy premium calculator



http://future.aae.wisc.edu/lgm_dairy.html



�� Farm characteristicsFarm characteristics

�� 250 milk cows250 milk cows

��Average per cow productivity:  19,769 lbsAverage per cow productivity:  19,769 lbs

�� 2007 WI 2002007 WI 200--499+ herd size category average499+ herd size category average

LGMLGM--Dairy:  Wisconsin ExampleDairy:  Wisconsin Example

HerdsHerds % of Herds% of Herds % of Prod.% of Prod. Avg. YieldAvg. YieldHerdsHerds % of Herds% of Herds % of Prod.% of Prod. Avg. YieldAvg. Yield

11--2929 1,9001,900 13.213.2 1.51.5 11,58611,586

3030--4949 3,6003,600 25.025.0 10.010.0 16,09216,092

5050--9999 6,1006,100 42.442.4 29.029.0 17,77817,778

100100--199199 1,8001,800 12.512.5 18.518.5 19,31019,310

200200--499499 750750 5.25.2 19.019.0 19,76919,769

500+500+ 250250 1.71.7 22.022.0 24,75024,750

TotalTotal 14,40014,400 100.0100.0 100.0100.0 19,30519,305

→→



�� Insurance contract purchased on January 29Insurance contract purchased on January 29thth

LGMLGM--Dairy:  Wisconsin ExampleDairy:  Wisconsin Example

Last 

Business 

Day

Insurance

Purchase

Day

3rd to last

business day



�� Possible 10Possible 10--Month insurance period:  Mar `09 Month insurance period:  Mar `09 –– Dec `09Dec `09

��Cow productivity changes by monthCow productivity changes by month

�� Based on Wisconsin monthly yield profileBased on Wisconsin monthly yield profile

��Amount of feed expected to be usedAmount of feed expected to be used

�� 966 tons Corn equivalent966 tons Corn equivalent

�� 213 tons SBM Equivalent213 tons SBM Equivalent

LGMLGM--Dairy:  Wisconsin ExampleDairy:  Wisconsin Example

�� 213 tons SBM Equivalent213 tons SBM Equivalent

�� Insure 100% of production (extreme example)Insure 100% of production (extreme example)



LGMLGM--Dairy:  Wisconsin ExampleDairy:  Wisconsin Example

MonthMonth
Prod./Cow Prod./Cow 

(lbs)(lbs)

Production  Production  

(cwt)(cwt)

Corn Equiv. Corn Equiv. 

(Tons)(Tons)

SBM Equiv. SBM Equiv. 

(Tons)(Tons)

Mar Mar `̀0909 1,6851,685 4,2134,213 98.198.1 21.721.7

Apr Apr `̀0909 1,6451,645 4,1134,113 95.895.8 21.121.1

May `May `0909 1,7361,736 4,3404,340 101.1101.1 22.322.3

Jun `Jun `0909 1,6751,675 4,1884,188 97.697.6 21.521.5Jun `Jun `0909 1,6751,675 4,1884,188 97.697.6 21.521.5

Jul `Jul `0909 1,6961,696 4,2404,240 98.898.8 21.821.8

Aug `Aug `0909 1,6751,675 4,1884,188 97.697.6 21.521.5

Sep `Sep `0909 1,6091,609 4,0234,023 93.793.7 20.720.7

Oct Oct `̀0909 1,6301,630 4,0754,075 94.994.9 20.920.9

Nov Nov `̀0909 1,6151,615 4,0384,038 94.194.1 20.820.8

Dec Dec `̀0909 1,6251,625 4,0634,063 94.794.7 20.920.9

TotalTotal 16,59116,591 41,48141,481 966.3966.3 213.2213.2



�� With January 28With January 28thth insurance purchase dateinsurance purchase date

��Expected Price Measurement Period Expected Price Measurement Period (EPM):  (EPM):  

January 26January 26thth, 27, 27thth and 28and 28thth

��To determine the Gross Margin Guarantee at contract To determine the Gross Margin Guarantee at contract 

signsign--up we need:up we need:

Calculation of Expected PricesCalculation of Expected Prices

Purchase Insurance

signsign--up we need:up we need:

�� Expected monthly milk and feed pricesExpected monthly milk and feed prices

�� Producer elected deductibleProducer elected deductible



�� Monthly expected prices for JanMonthly expected prices for Jan`09`09 -- OctOct`09`09

��Expected Expected Wisconsin All MilkWisconsin All Milk priceprice

= Expected Class III prices + Wisconsin [All= Expected Class III prices + Wisconsin [All--Milk Milk 

–– Class III] BasisClass III] Basis

��Expected Expected Wisconsin Corn GrainWisconsin Corn Grain priceprice

Calculation of Expected PricesCalculation of Expected Prices

��Expected Expected Wisconsin Corn GrainWisconsin Corn Grain priceprice

= Expected Corn prices + Wisconsin [Corn Price = Expected Corn prices + Wisconsin [Corn Price 

Received Received –– Corn Futures] BasisCorn Futures] Basis

��Expected Expected U.S. Soybean MealU.S. Soybean Meal prices (no local basis)prices (no local basis)



Calculation of Expected PricesCalculation of Expected Prices

Last 

Business 

Day

Purchase

Day

Average Settle Prices Over 

These Days to Determine  

Expected Prices

3rd to last

business day



�� The RMA calculates expected Class III prices for each The RMA calculates expected Class III prices for each 

insured monthinsured month

��Based on 3Based on 3--day Class III futures contract settle day Class III futures contract settle 

prices for each month included in the insurance prices for each month included in the insurance 

contractcontract

Calculation of Expected AllCalculation of Expected All--Milk PricesMilk Prices

contractcontract

�� Milk revenue based on expected Wisconsin All Milk Milk revenue based on expected Wisconsin All Milk 

price for each monthprice for each month

��Use Wisconsin (All Milk Use Wisconsin (All Milk –– Class III) basisClass III) basis

��Varies across month and stateVaries across month and state

��Use Expected Class III priceUse Expected Class III price



MonthMonth

Class III Futures Settle Price ($/cwt)Class III Futures Settle Price ($/cwt)

WI Milk WI Milk 

Basis Basis 

($/cwt)($/cwt)

[5][5]

Expected WI Expected WI 

All Milk All Milk 

PricePrice

($/cwt)($/cwt)

[6][6]

Jan 26Jan 26

[1][1]

Jan 27 Jan 27 

[2][2]

Jan 28Jan 28

[3][3]

Avg.Avg.

[4][4]

Mar Mar `̀0909 10.0110.01 9.959.95 10.2310.23 10.0610.06 1.941.94 12.0012.00

Apr Apr `̀0909 10.6510.65 10.6610.66 10.9910.99 10.7710.77 1.401.40 12.1712.17

May `May `0909 11.1111.11 11.1511.15 11.4011.40 11.2211.22 1.231.23 12.4512.45

Calculation of Expected AllCalculation of Expected All--Milk PriceMilk Price

May `May `0909 11.1111.11 11.1511.15 11.4011.40 11.2211.22 1.231.23 12.4512.45

Jun `Jun `0909 12.0612.06 12.0212.02 12.2512.25 12.1112.11 1.111.11 13.2213.22

Jul `Jul `0909 13.1013.10 13.0513.05 13.1913.19 13.1113.11 1.111.11 14.2214.22

Aug `Aug `0909 14.0014.00 14.0014.00 14.0714.07 14.0214.02 1.161.16 15.1815.18

Sep `Sep `0909 14.5014.50 14.4314.43 14.4814.48 14.4714.47 1.371.37 15.8415.84

Oct Oct `̀0909 14.5314.53 14.4714.47 14.5014.50 14.5014.50 1.771.77 16.2716.27

Nov Nov `̀0909 14.6814.68 14.6414.64 14.6814.68 14.6714.67 1.911.91 16.5816.58

Dec Dec `̀0909 14.8014.80 14.7114.71 14.7514.75 14.7514.75 1.771.77 16.5216.52

Note:  [4] = ([1] + [2] + [3])/3    [6] = [4] + [5]   [4] are rounded values



�� With the estimation of 10 expected Wisconsin AllWith the estimation of 10 expected Wisconsin All--Milk Milk 

price values one canprice values one can

��Calculate Expected Gross Revenue (Calculate Expected Gross Revenue (EGREGR) at sign) at sign--

upup

�� EGREGR is the product of expected Allis the product of expected All--Milk price Milk price 

Calculation of Expected Gross RevenueCalculation of Expected Gross Revenue

�� EGREGR is the product of expected Allis the product of expected All--Milk price Milk price 

times covered milk productiontimes covered milk production

�� Covered production could be less than allowable Covered production could be less than allowable 

target as elected by the producertarget as elected by the producer

�� Different price and covered production each Different price and covered production each 

monthmonth



MonthMonth

Expected WI Expected WI 

All Milk PriceAll Milk Price

($/cwt)($/cwt)

[1][1]

Covered Covered 

Marketings Marketings 

(cwt)(cwt)

[2][2]

Expected Expected 

Gross Gross 

Revenue ($)Revenue ($)

[3][3]

Mar Mar `̀0909 12.0012.00 4,2134,213 50,55650,556

Apr Apr `̀0909 12.1712.17 4,1134,113 50,05550,055

May `May `0909 12.4512.45 4,3404,340 54,03354,033

Jun `Jun `0909 13.2213.22 4,1884,188 55,36555,365

Calculation of Expected Gross RevenueCalculation of Expected Gross Revenue

Jun `Jun `0909 13.2213.22 4,1884,188 55,36555,365

Jul `Jul `0909 14.2214.22 4,2404,240 60,29360,293

Aug `Aug `0909 15.1815.18 4,1884,188 63,57463,574

Sep `Sep `0909 15.8415.84 4,0234,023 63,72463,724

Oct Oct `̀0909 16.2716.27 4,0754,075 66,30066,300

Nov Nov `̀0909 16.5816.58 4,0384,038 66,95066,950

Dec Dec `̀0909 16.5216.52 4,0634,063 67,12167,121

TotalTotal 41,48141,481 597,972597,972

Note:  Note:  [ 1][ 1] andand [2] [2] obtained from previous table  obtained from previous table  [3][3] = [1] * [2]   = [1] * [2]   



�� Like Class III, the EPM’s futures settle prices used in Like Class III, the EPM’s futures settle prices used in 

calculation of expected corn and SBM prices calculation of expected corn and SBM prices 

�� Jan. 26Jan. 26stst, 27, 27thth and 28and 28thth

��Need to calculate expected prices for each month Need to calculate expected prices for each month 

covered by the contractcovered by the contract

Calculation of Expected Feed PricesCalculation of Expected Feed Prices

covered by the contractcovered by the contract

��Unlike Class III contracts, corn/soybean meal futures Unlike Class III contracts, corn/soybean meal futures 

contracts may not exist for every month of insurance contracts may not exist for every month of insurance 

contractcontract



MonthMonth

Corn Futures Settle Prices ($/bu)Corn Futures Settle Prices ($/bu) Imputed Imputed 

PricePrice

$/bu)$/bu)

[5][5]

BasisBasis

($/bu)($/bu)

[6][6]

Expected WI Expected WI 

Corn PriceCorn Price

($/bu)($/bu)

[7][7]

Jan 26Jan 26

[1][1]

Jan 27 Jan 27 

[2][2]

Jan 28Jan 28

[3][3]

Avg.Avg.

[4][4]

Mar Mar `̀0909 3.93753.9375 3.77503.7750 3.84503.8450 3.853.85 3.853.85 --0.170.17 3.683.68

Apr Apr `̀0909 ------------ ------------ ------------ ------------ 3.913.91 --0.110.11 3.803.80

May `May `0909 4.04754.0475 3.88503.8850 3.99503.9950 3.963.96 3.963.96 --0.120.12 3.843.84

Jun `Jun `0909 ------------ ------------ ------------ ------------ 4.024.02 --0.120.12 3.903.90

Calculation of Expected Corn PriceCalculation of Expected Corn Price

Jun `Jun `0909 ------------ ------------ ------------ ------------ 4.024.02 --0.120.12 3.903.90

Jul `Jul `0909 4.15254.1525 3.99253.9925 4.06254.0625 4.074.07 4.074.07 --0.120.12 3.953.95

Aug `Aug `0909 ------------ ------------ ------------ ------------ 4.124.12 --0.150.15 3.973.97

Sep `Sep `0909 4.25754.2575 4.09504.0950 4.16504.1650 4.174.17 4.174.17 --0.110.11 4.064.06

Oct Oct `̀0909 ------------ ------------ ------------ ------------ 4.224.22 --0.150.15 4.074.07

Nov Nov `̀0909 ------------ ------------ ------------ ------------ 4.264.26 --0.180.18 4.084.08

Dec Dec `̀0909 4.39004.3900 4.23004.2300 4.30004.3000 4.314.31 4.314.31 --0.220.22 4.094.09

Note:  Note:  [4][4] = ([1]+[2]+[3])/3,  = ([1]+[2]+[3])/3,  [5][5] = weighted average with weights based = weighted average with weights based 

on months from contract expiration, on months from contract expiration, [7][7] = [5]+[6] = [5]+[6] 



�� With calculation of expected corn prices for each monthWith calculation of expected corn prices for each month

��Multiply each months covered corn equivalents times Multiply each months covered corn equivalents times 

the expected price to obtain expected corn coststhe expected price to obtain expected corn costs

�� Covered corn equivalents is equal to total corn Covered corn equivalents is equal to total corn 

equivalents multiplied by % of production equivalents multiplied by % of production 

Calculation of Expected Corn CostsCalculation of Expected Corn Costs

equivalents multiplied by % of production equivalents multiplied by % of production 

coveredcovered



MonthMonth

Expected WI Expected WI 

Corn PriceCorn Price

($/bu)($/bu)

[1][1]

CoveredCovered

Corn Equiv. Corn Equiv. 

(tons)(tons)

[2][2]

ExpectedExpected

Corn CostCorn Cost

($)($)

[3][3]

Mar Mar `̀0909 3.683.68 98.1 12,89312,893

Apr Apr `̀0909 3.803.80 95.8 13,00113,001

May `May `0909 3.843.84 101.1 13,86513,865

Calculation of Expected Corn CostCalculation of Expected Corn Cost

Jun `Jun `0909 3.903.90 97.6 13,59413,594

Jul `Jul `0909 3.953.95 98.8 13,93813,938

Aug `Aug `0909 3.973.97 97.6 13,83813,838

Sep `Sep `0909 4.064.06 93.7 13,58713,587

Oct Oct `̀0909 4.074.07 94.9 13,79413,794

Nov Nov `̀0909 4.084.08 94.194.1 13,71213,712

Dec Dec `̀0909 4.094.09 94.794.7 13,83313,833

Total  Total  966.4966.4 136,056136,056

Note:  Note:  [ 1] [ 1] andand [2] [2] obtained from previous tables, obtained from previous tables, [3][3] = [1]*(2000/56)* [2]   = [1]*(2000/56)* [2]   



�� A similar procedure is used to estimate SBM costsA similar procedure is used to estimate SBM costs

��Use the same EPM period to obtain SBM futures Use the same EPM period to obtain SBM futures 

settle pricessettle prices

��No basis added to obtain a local price as no stateNo basis added to obtain a local price as no state--

level price datalevel price data

Calculation of Expected SBM CostsCalculation of Expected SBM Costs

level price datalevel price data



MonthMonth

Soybean Meal Futures Settle Prices ($/Ton)Soybean Meal Futures Settle Prices ($/Ton) Imputed Imputed 

SBM PriceSBM Price

($/ton)($/ton)

[5][5]

Jan 26Jan 26

[1][1]

Jan 27 Jan 27 

[2][2]

Jan 28Jan 28

[3][3]

Avg.Avg.

[4][4]

Mar Mar `̀0909 316.3316.3 308.60308.60 311.50311.50 312.13312.13 312.13312.13

Apr Apr `̀0909 ------------ ------------ ------------ ------------ 311.85311.85

May `May `0909 315.8315.8 308.40308.40 310.50310.50 311.57311.57 311.57311.57

Calculation of Expected SBM PriceCalculation of Expected SBM Price

Jun `Jun `0909 ------------ ------------ ------------ ------------ 311.94311.94

Jul `Jul `0909 316.7316.7 309.20309.20 311.00311.00 312.30312.30 312.30312.30

Aug `Aug `0909 313.00313.00 306.90306.90 308.40308.40 309.43309.43 309.43309.43

Sep `Sep `0909 302.00302.00 299.40299.40 299.90299.90 300.43300.43 300.43300.43

Oct Oct `̀0909 284.50284.50 286.8286.8 285.80285.80 285.70285.70 285.70285.70

Nov Nov `̀0909 ------------ ------------ ------------ ------------ 284.70284.70

Dec Dec `̀0909 281.70281.70 285.60285.60 283.80283.80 283.70283.70 283.70283.70

Note:  Note:  [4][4] = ( [1] + [2] + [3] )/3    = ( [1] + [2] + [3] )/3    [5][5] = average of preceding and following= average of preceding and following

value of [4] if no futures contract,  [4] otherwise value of [4] if no futures contract,  [4] otherwise 



MonthMonth

Imputed Imputed 

PricePrice

($/Ton)($/Ton)

[1][1]

SBMSBM

Equiv Equiv 

(Ton)(Ton)

[2][2]

Total Cost Total Cost 

($)($)

[3][3]

Mar Mar `̀0909 312.13312.13 21.7 6,7736,773

Apr Apr `̀0909 311.85311.85 21.1 6,5806,580

May `May `0909 311.57311.57 22.3 6,9486,948

Calculation of Expected SBM CostCalculation of Expected SBM Cost

Jun `Jun `0909 311.94311.94 21.5 6,7076,707

Jul `Jul `0909 312.30312.30 21.8 6,8086,808

Aug `Aug `0909 309.43309.43 21.5 6,6536,653

Sep `Sep `0909 300.43300.43 20.7 6,2196,219

Oct Oct `̀0909 285.70285.70 20.9 5,9715,971

Nov Nov `̀0909 284.70284.70 20.820.8 5,9225,922

Dec Dec `̀0909 283.70283.70 20.920.9 5,9295,929

TotalTotal 213.2213.2 64,51064,510

Note:  Note:  [1] [1] andand [2] [2] obtained from previous tables, obtained from previous tables, [3][3] = [1]* [2]= [1]* [2]



�� Summary of information required for enrollment:Summary of information required for enrollment:

��Estimation of expected milk prices and feed costsEstimation of expected milk prices and feed costs

�� Statement of insured marketingsStatement of insured marketings

�� Monthly target marketings (TMMonthly target marketings (TMii))

�� Desired coverage % (CoverDesired coverage % (Coverii))

Calculation of Gross Margin GuaranteeCalculation of Gross Margin Guarantee

�� Desired coverage % (CoverDesired coverage % (Coverii))

�� Statement of expected feed use Statement of expected feed use 

��Deductible ($ GMG/cwt):Deductible ($ GMG/cwt):

�� Given above, one can calculate Given above, one can calculate Gross Margin GuaranteeGross Margin Guarantee

(GMG) (GMG) = Expected = Expected totaltotal gross margin gross margin ––

deductible*covered milk marketingsdeductible*covered milk marketings



MonthMonth

Corn Corn 

Costs ($)Costs ($)

[1][1]

SBM SBM 

Costs ($)Costs ($)

[2][2]

Feed Feed 

Costs ($)Costs ($)

[3][3]

Revenue Revenue 

($)($)

[4][4]

Deductible Deductible 

($)($)

[5][5]

GMGGMG

($)($)

[6][6]

Mar Mar `̀0909 12,89312,893 6,7736,773 19,66619,666 50,55650,556 4,2134,213 26,67726,677

Apr Apr `̀0909 13,00113,001 6,5806,580 19,58119,581 50,05550,055 4,1134,113 26,36126,361

May `May `0909 13,86513,865 6,9486,948 20,81320,813 54,03354,033 4,3404,340 28,88028,880

Jun `Jun `0909 13,59413,594 6,7076,707 20,30120,301 55,36555,365 4,1884,188 30,87630,876

Calculation of Gross Margin Guarantee (GMG)Calculation of Gross Margin Guarantee (GMG)

Jun `Jun `0909 13,59413,594 6,7076,707 20,30120,301 55,36555,365 4,1884,188 30,87630,876

Jul `Jul `0909 13,93813,938 6,8086,808 20,74620,746 60,29360,293 4,2404,240 35,30735,307

Aug `Aug `0909 13,83813,838 6,6536,653 20,49120,491 63,57463,574 4,1884,188 38,89538,895

Sep `Sep `0909 13,58713,587 6,2196,219 19,80519,805 63,72463,724 4,0234,023 39,89639,896

Oct Oct `̀0909 13,79413,794 5,9715,971 19,76619,766 66,30066,300 4,0754,075 42,46042,460

Nov Nov `̀0909 13,71213,712 5,9225,922 19,63319,633 66,95066,950 4,0384,038 43,27943,279

Dec Dec `̀0909 13,83313,833 5,9295,929 19,76219,762 67,12167,121 4,0634,063 43,29543,295

TotalTotal 136,056136,056 64,51064,510 200,566200,566 597,972597,972 41,48141,481 355,925355,925

Note:  Note:  [3][3] = [1] + [2],  = [1] + [2],  [6][6] = [4] = [4] –– [3] [3] –– [5],   [5],   $1.00 GMG/cwt deductible assumed$1.00 GMG/cwt deductible assumed



�� As noted in our introduction, there is As noted in our introduction, there is 
o
o Producer Producer 

Premium SubsidyPremium Subsidy

��RMA simulates 5,000 Class III, corn grain and RMA simulates 5,000 Class III, corn grain and 

SBM prices using data obtained from SBM prices using data obtained from EPMEPM periodperiod

�� Generates 5,000 simulated total gross marginsGenerates 5,000 simulated total gross margins

�� For each simulation, determine payout whereFor each simulation, determine payout where

Calculation of Insurance PremiumsCalculation of Insurance Premiums

�� For each simulation, determine payout whereFor each simulation, determine payout where

Insurance PayoutInsurance Payout = = MaxMax(0, (0, TotalTotal GMGGMG ––

SimulatedSimulated TotalTotal GMGGMG))

�� Premiums = Average of 5,000 Simulated Payouts + Premiums = Average of 5,000 Simulated Payouts + 

3%3%

�� RMA does this for you but lets review how it is doneRMA does this for you but lets review how it is done



�� To determine your premium the RMA generates 5,000 To determine your premium the RMA generates 5,000 

simuated prices and therefore payoutssimuated prices and therefore payouts

��The The Understanding Dairy MarketsUnderstanding Dairy Markets website website 

maintains a database of simulated pricesmaintains a database of simulated prices

Calculation of Insurance PremiumsCalculation of Insurance Premiums

Remember the

program has existed

Since Aug. 2008



Distribution of

Monthly Price

How Are the Random Prices DeterminedHow Are the Random Prices Determined

Price variance determined by

options settle prices during EPM

%

π2

Expected price

determined by futures

settle prices during EPM

Class III,

Corn or

SBM Price

p1 p2

π1

(π2 – π1) probability

of picking price in

range of p2 – p1



�� For each price scenario the simulated prices are For each price scenario the simulated prices are 

generated following historical correlations between generated following historical correlations between 

Class III, Corn and SBM Class III, Corn and SBM 

�� For example, when simulating a high corn price a For example, when simulating a high corn price a 

high SBM price is likely to be obtainedhigh SBM price is likely to be obtained

Calculation of Insurance PremiumsCalculation of Insurance Premiums



�� USDA (RMA) Premium Calculator Website:  USDA (RMA) Premium Calculator Website:  

http://www3.rma.usda.gov/apps/premcalc/http://www3.rma.usda.gov/apps/premcalc/

�� Understanding Dairy MarketsUnderstanding Dairy Markets Premium Calculator:Premium Calculator:
http://future.aae.wisc.edu/lgm_dairy.html#2http://future.aae.wisc.edu/lgm_dairy.html#2

��Automatically evaluate program performance with Automatically evaluate program performance with 

Calculation of Insurance PremiumsCalculation of Insurance Premiums

��Automatically evaluate program performance with Automatically evaluate program performance with 

$0 $0 -- $1.50/cwt deductibles $1.50/cwt deductibles 

�� Total and per cwt premiumsTotal and per cwt premiums

�� Premium as % of GMGPremium as % of GMG

�� Probability of simulated payoutsProbability of simulated payouts

��We will review this software laterWe will review this software later



�� Use above software to analyze premiums and premium Use above software to analyze premiums and premium 

sensitivity to alternative policy configurationssensitivity to alternative policy configurations

��RMA website provides official premiums at signRMA website provides official premiums at sign--upup

�� Under the January 2009 example we can show thatUnder the January 2009 example we can show that

Calculation of Insurance PremiumsCalculation of Insurance Premiums

�� Under the January 2009 example we can show thatUnder the January 2009 example we can show that

��PremiumsPremiums decrease at a faster rate then decrease at a faster rate then GMGGMG as as 

deductibles increasedeductibles increase

�� Premium vs. Gross Revenue reduction depends on Premium vs. Gross Revenue reduction depends on 

�� Price volatility at signPrice volatility at sign--upup

�� Expected gross margins at signExpected gross margins at sign--upup

�� Payout probability decreases with higher deductiblesPayout probability decreases with higher deductibles



Insurance Premiums and Deductible LevelInsurance Premiums and Deductible Level
(Jan. ′09 Example)(Jan. ′09 Example)

Deductible GMG PremiumPremium

Rate Rate 

($/cwt)($/cwt)

[1][1]

TotalTotal

($)($)

[2][2]

TotalTotal

($)($)

[3][3]

% % ↓↓

[4][4]

Total Total 

($)($)

[5][5]

Per CWT Per CWT 

($)($)

[6][6]

% ↓% ↓

[7][7]

00 00 397,406397,406 ---------- 34,62934,629 0.8350.835 ----------

0.100.10 4,1484,148 393,258393,258 --1.01.0 32,49032,490 0.7830.783 --6.26.2

Note:  % ↓ measured from $0 Deductible level

0.100.10 4,1484,148 393,258393,258 --1.01.0 32,49032,490 0.7830.783 --6.26.2

0.300.30 12,44412,444 384,962384,962 --3.13.1 28,49728,497 0.6870.687 --17.717.7

0.500.50 20,74120,741 376,665376,665 --5.25.2 24,87624,876 0.6000.600 --28.228.2

0.700.70 29,03729,037 368,369368,369 --7.37.3 21,57121,571 0.5200.520 --37.737.7

0.900.90 37,33337,333 360,073360,073 --9.49.4 18,58818,588 0.4480.448 --46.346.3

1.101.10 41,48141,481 351,777351,777 --11.511.5 15,92615,926 0.3840.384 --54.054.0

1.301.30 53,92553,925 343,481343,481 --13.613.6 13,53313,533 0.3260.326 --60.960.9

1.501.50 62,22262,222 335,184335,184 --15.715.7 11,39411,394 0.2750.275 --67.167.1



Relative GMG and Insurance PremiumsRelative GMG and Insurance Premiums
(Jan. ′09 Example)(Jan. ′09 Example)

GMG and Premium ($) Per CWT
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Deductible, Premium and GMG Changes
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Effect of Deductible on Premium and GMGEffect of Deductible on Premium and GMG
(Jan. ′09 Example)(Jan. ′09 Example)

GMG     Premium
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%  Change P rem/cwt

%  Change GMG/cwt

$0:  $397,406    $34,629

$0.70:  $368,369    $21,571

$1.50: $335,184    $11,394



Relative Premium Value and DeductibleRelative Premium Value and Deductible
(Jan. ′09 Example)(Jan. ′09 Example)

Premium as % of GMG
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Effect of Deductible on Payout Probability
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Simulated Probability of Positive IndemnitiesSimulated Probability of Positive Indemnities
(Jan. ′09 Example)(Jan. ′09 Example)

Payout probability ↓

with higher deductible

as GMG decreases
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�� As noted earlier, there are policy established very broad As noted earlier, there are policy established very broad 

ranges of allowable corn and SBM feeding ratesranges of allowable corn and SBM feeding rates

��Like to examine LGMLike to examine LGM--Dairy performance under Dairy performance under 

different feeding patternsdifferent feeding patterns

Feeding Costs Impact PremiumFeeding Costs Impact Premium

Feed ScenarioFeed Scenario
Corn Equiv.Corn Equiv. SBM Equiv.SBM Equiv.

Feed ScenarioFeed Scenario
Corn Equiv.Corn Equiv.

(tons/cwt)(tons/cwt)

SBM Equiv.SBM Equiv.

(tons/cwt)(tons/cwt)

Minimum allowed by LGMMinimum allowed by LGM--

Dairy (Dairy (MinMin))
0.003640.00364 0.0008050.000805

Average of minimum and Average of minimum and 

maximum allowed (maximum allowed (MEANMEAN))
0.016380.01638 0.0036150.003615

Maximum allowed by Maximum allowed by 

LGMLGM--Dairy (Dairy (MaxMax))
0.029120.02912 0.0064250.006425



�� With higher feeding ratesWith higher feeding rates

��Lower GMG for each deductible level as feeding Lower GMG for each deductible level as feeding 

rates increaserates increase

�� Premium as a percent of GMG follows a similar Premium as a percent of GMG follows a similar 

pattern across feeding profilepattern across feeding profile

Feeding Costs Impact PremiumFeeding Costs Impact Premium

pattern across feeding profilepattern across feeding profile

�� With increased deductible relative cost of program With increased deductible relative cost of program 

decreasesdecreases

��The following graphs show these relationshipsThe following graphs show these relationships
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�� Actual Prices Known → Calculate Actual Prices Known → Calculate Actual Gross MarginActual Gross Margin

(AGM) = Actual Revenue (AGM) = Actual Revenue –– Actual Feed CostsActual Feed Costs

��Actual Prices determined each month over contract Actual Prices determined each month over contract 

life as futures contracts expirelife as futures contracts expire

�� Similar to expected prices, actual prices are statewide Similar to expected prices, actual prices are statewide 

Determining Actual IndemnitiesDetermining Actual Indemnities

�� Similar to expected prices, actual prices are statewide Similar to expected prices, actual prices are statewide 

averages averages notnot your farm priceyour farm price

�� LGMLGM--Dairy Actual Indemnity:Dairy Actual Indemnity:

��Actual Indemnity = Max[0, Actual Indemnity = Max[0, TotalTotal GMG GMG 

–– TotalTotal AGM]AGM]

�� TotalTotal Refers to Sum Over All Contract MonthsRefers to Sum Over All Contract Months



�� Actual Class III and feed pricesActual Class III and feed prices

��Determined each month over insurance contract lifeDetermined each month over insurance contract life

��Uses settle prices on futures contracts 1,2, and 3 Uses settle prices on futures contracts 1,2, and 3 

days days priorprior to last trading dayto last trading day of a particular futures of a particular futures 

contractcontract

Determining Actual Class III and Feed PricesDetermining Actual Class III and Feed Prices

contractcontract

�� Averaged over these three daysAveraged over these three days



Actual March 2009 Class III PriceActual March 2009 Class III Price

Class III 

Announced

Last Class III 

Futures 

Trading Day

Actual Price 

Measurement Period

1



�� March 2009 actual Corn pricesMarch 2009 actual Corn prices

��By rule, corn futures stop trading on the last By rule, corn futures stop trading on the last 

business day prior to the 15business day prior to the 15thth of the futures monthof the futures month

�� Mar 13Mar 13thth last trading day for Mar. 2009 contractlast trading day for Mar. 2009 contract

��Actual price measurement period:  Mar 10Actual price measurement period:  Mar 10thth –– 1212thth

Actual March 2009 Corn PriceActual March 2009 Corn Price

��Actual price measurement period:  Mar 10Actual price measurement period:  Mar 10 –– 1212



�� March 2009 actual SBM pricesMarch 2009 actual SBM prices

��By rule, corn futures stop trading on the last By rule, corn futures stop trading on the last 

business day prior to the 15business day prior to the 15thth of the futures monthof the futures month

�� Mar 13Mar 13thth last trading day for Mar. 2009 contractlast trading day for Mar. 2009 contract

��Actual price measurement period:  Mar 10Actual price measurement period:  Mar 10thth –– 1212thth

Actual March 2009 SBM PriceActual March 2009 SBM Price

��Actual price measurement period:  Mar 10Actual price measurement period:  Mar 10 –– 1212



MonthMonth

Class IIIClass III CornCorn Soybean MealSoybean Meal

Last Last 

Trading Trading 

DayDay

Actual Price Actual Price 

Measurement Measurement 

PeriodPeriod

Last Last 

Trading Trading 

DayDay

Actual Price Actual Price 

Measurement PeriodMeasurement Period

Last Last 

Trading Trading 

DayDay

Actual Price Actual Price 

Measurement Measurement 

PeriodPeriod

Mar Mar `̀0909 Apr 2Apr 2 Mar 30Mar 30––Apr 1Apr 1 Mar 13Mar 13 Mar 10Mar 10––1212 Mar 13Mar 13 Mar 10Mar 10––1212

Apr Apr `̀0909 Apr 30Apr 30 Apr 27 Apr 27 –– 2929 ---------- Mar 10Mar 10––12,May 1112,May 11––1313 ----------
Mar 10Mar 10––12,12,

May 11May 11––1313

May `May `0909 Jun 4Jun 4 Jun 1Jun 1––33 May 14May 14 May 11May 11––1313 May 14May 14 May 11May 11––1313

Determining Actual Class III and Feed PricesDetermining Actual Class III and Feed Prices

May `May `0909 Jun 4Jun 4 Jun 1Jun 1––33 May 14May 14 May 11May 11––1313 May 14May 14 May 11May 11––1313

Jun `Jun `0909 Jul 2Jul 2 Jun 29Jun 29––30, Jul 130, Jul 1 ----------
May 11May 11––13, Jul 913, Jul 9––

10,1310,13
----------

May 11May 11––1313

Jul 9Jul 9––10, 1310, 13

Jul `Jul `0909 Jul 30Jul 30 Jul 27 Jul 27 –– 2929 Jul 14Jul 14 Jul 9Jul 9––10, 1310, 13 Jul 14Jul 14 Jul 9Jul 9––10, 1310, 13

Aug `Aug `0909 Sep 3Sep 3 Aug 31,Sep 1Aug 31,Sep 1––22 ---------- Jul 9Jul 9––10, 13, Sep 910, 13, Sep 9––1111 Aug 14Aug 14 Aug 11Aug 11––1313

Sep `Sep `0909 Oct 1Oct 1 Sep 28Sep 28––3030 Sep 14Sep 14 Sep 9Sep 9––1111 Sep 14Sep 14 Sep 9Sep 9––1111

Oct Oct `̀0909 Oct 29Oct 29 Oct 26Oct 26--2828 ---------- Sep 9Sep 9––11, Dec 911, Dec 9--1111 Oct 14Oct 14 Oct 9, 12Oct 9, 12--1313

Nov Nov `̀0909 Dec. 3Dec. 3 Nov 30,Dec 1Nov 30,Dec 1--22 ---------- Sep 9Sep 9––11, Dec 911, Dec 9--1111 ----------
Oct 9, 12Oct 9, 12--

13,Dec 913,Dec 9--1111

Dec Dec `̀0909 Dec. 30Dec. 30 Dec 24, 28Dec 24, 28--29 29 Dec 14Dec 14 Dec 9 Dec 9 -- 1111 Dec 14Dec 14 Dec 9Dec 9--1111



�� As noted above, USDA’s RMA maintains the official As noted above, USDA’s RMA maintains the official 

LGMLGM--Dairy website for calculating your premiumsDairy website for calculating your premiums

��Website URL:Website URL:

http://www3.rma.usda.gov/apps/premcalc/http://www3.rma.usda.gov/apps/premcalc/

��Data updated at the close of business on last day of Data updated at the close of business on last day of 

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

��Data updated at the close of business on last day of Data updated at the close of business on last day of 

the the EPMEPM periodperiod

��Lets review how you can use their LGMLets review how you can use their LGM--Dairy Dairy 

website and premium calculatorwebsite and premium calculator



�� How do you access the RMA website?How do you access the RMA website?

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

http://www.rma.usda.gov/



�� How do you access the RMA LGMHow do you access the RMA LGM--Dairy website?Dairy website?

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

http://www.rma.usda.gov/livestock/

LGM-Dairy

Information



�� How do you access the RMA Premium Calculator?How do you access the RMA Premium Calculator?

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

http://www.rma.usda.gov/tools/



�� How do you access the RMA Premium Calculator?How do you access the RMA Premium Calculator?

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

http://www.rma.usda.gov/tools/premcalc.html



�� How do you access the RMA Premium Calculator?How do you access the RMA Premium Calculator?

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

http://www3.rma.usda.gov/apps/premcalc/



�� Create your own account to use the RMA calculator Create your own account to use the RMA calculator 

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

http://www3.rma.usda.gov/apps/premcalc/calc_login.cfm



�� Once logged in you can undertake your analysis Once logged in you can undertake your analysis 

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

Click here to start

http://www3.rma.usda.gov/apps/premcalc/calc_menu.cfm



�� Once logged in you can undertake your analysis Once logged in you can undertake your analysis 

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

Sept. 2008 → 2009 Crop Year

Identify your state

for correct basis 

http://www3.rma.usda.gov/apps/premcalc/calc/calc_init_data.cfm

for correct basis 



�� Once logged in you can undertake your analysis by Once logged in you can undertake your analysis by 

selecting the LGM product categoryselecting the LGM product category

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

Select LGM subset of insurance plans 



�� You then enter the monthly productionYou then enter the monthly production

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator

Choose LGM-Dairy

Identify Months of

Input Monthly 

Production (note 

no coverage in 

month 1)

Identify Months of

Coverage (1st Month

not Actually Covered)



�� You then enter the Corn and SBM equivalents and then You then enter the Corn and SBM equivalents and then 

select the $/cwt deductible select the $/cwt deductible 

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator



�� Once you enter data click on the Once you enter data click on the Process QuotesProcess Quotes icon at icon at 

the bottom of the data input formthe bottom of the data input form

�� A variety of results pages availableA variety of results pages available

��The following is the The following is the Producer Worksheet PageProducer Worksheet Page

Use of the RMA Premium CalculatorUse of the RMA Premium Calculator



�� As a complement to the RMA website, we developed As a complement to the RMA website, we developed 

software that allows for a sensitivity analysis of LGMsoftware that allows for a sensitivity analysis of LGM--

Dairy participationDairy participation

��Contains a database of previous actual premium Contains a database of previous actual premium 

information since August, 2008information since August, 2008

Use of the UW LGMUse of the UW LGM--Dairy Premium CalculatorDairy Premium Calculator

information since August, 2008information since August, 2008

��Contains a database that could be used for premium Contains a database that could be used for premium 

calculation prior to Aug. ′08:  Jan. ′00 calculation prior to Aug. ′08:  Jan. ′00 ––July ′08 July ′08 

�� Allow you to examine impacts under alternative Allow you to examine impacts under alternative 

market conditionsmarket conditions

��Can be used for Can be used for whatwhat--ifif type of analysistype of analysis

�� “What if I had purchased insurance during Oct?”“What if I had purchased insurance during Oct?”

�� “How sensitive are my premiums to deductible?”“How sensitive are my premiums to deductible?”



�� Understanding Dairy MarketsUnderstanding Dairy Markets Premium Calculator:Premium Calculator:
http://future.aae.wisc.edu/lgm_dairy.html#2http://future.aae.wisc.edu/lgm_dairy.html#2

��Evaluate Impacts of $0 Evaluate Impacts of $0 -- $1.50/cwt Deductibles $1.50/cwt Deductibles 

�� Total and Per CWT PremiumsTotal and Per CWT Premiums

�� Premium as % of GMGPremium as % of GMG

�� Probability of Simulated PayoutsProbability of Simulated Payouts

Use of the UW LGMUse of the UW LGM--Dairy Premium CalculatorDairy Premium Calculator

�� Probability of Simulated PayoutsProbability of Simulated Payouts



�� UW LGMUW LGM--Dairy Premium CalculatorDairy Premium Calculator can be found on can be found on 

the UW Understanding Dairy Markets websitethe UW Understanding Dairy Markets website

UW LGMUW LGM--Dairy Premium CalculatorDairy Premium Calculator

http://future.aae.wisc.edu/lgm_dairy.html#2



�� LGMLGM--Dairy Premium Calculator Input PageDairy Premium Calculator Input Page

UW LGMUW LGM--Dairy Premium CalculatorDairy Premium Calculator

Choose

Select your

state
Select month

for analysis

Choose

deductible

Prod., corn, and SBM

multiplied by % to 

obtain covered values

Insert target 

marketings

and feed 

equivalents

Click to run



�� What kind of analyses are automatically displayed?What kind of analyses are automatically displayed?

UW LGMUW LGM--Dairy Premium CalculatorDairy Premium Calculator



�� What kind of analyses are automatically displayed?What kind of analyses are automatically displayed?

UW LGMUW LGM--Dairy Premium CalculatorDairy Premium Calculator



�� The UW calculator automatically checks your feeding The UW calculator automatically checks your feeding 

regime to determine if it falls within the desired rangeregime to determine if it falls within the desired range

��Undertakes this analysis once you click the following Undertakes this analysis once you click the following 

icon to undertake an analysisicon to undertake an analysis

Automatic Validation of Feed EquivalentsAutomatic Validation of Feed Equivalents

��Alternatively, you can access the standalone feed Alternatively, you can access the standalone feed 

conversion softwareconversion software

http://future.aae.wisc.edu/lgm-dairy/excel_files/feed_conversions_2.xls



Contact InformationContact Information

�� LGMLGM--Dairy Section of the University of Wisconsin Dairy Section of the University of Wisconsin 

Understanding Dairy MarketsUnderstanding Dairy Markets Website:  Website:  

http://future.aae.wisc.edu/lgm_dairy.htmlhttp://future.aae.wisc.edu/lgm_dairy.html

�� Briefing Paper:Briefing Paper: USDA’s Gross Margin Insurance USDA’s Gross Margin Insurance 

Program for Dairy:  What is it and Can it be Used for Program for Dairy:  What is it and Can it be Used for Program for Dairy:  What is it and Can it be Used for Program for Dairy:  What is it and Can it be Used for 

Risk ManagementRisk Management, by B. Gould, P. Mitchell and V. , by B. Gould, P. Mitchell and V. 

CabreraCabrera

�� Brian W. GouldBrian W. Gould Victor CabreraVictor Cabrera

608)263608)263--32123212 (608)265(608)265--85068506

bwgould@wisc.edubwgould@wisc.edu vcabrera@wisc.edu vcabrera@wisc.edu 


