
Livestock Gross 
Margin Insurance

Risk Management for Dairy Producers

1

Jay Parsons

John Hewlett

2

• LGM-Dairy is a form of 
insurance designed to 
provide protection to 
dairy farmers against:
– rising feed costs

– falling milk prices

– or both

– bundled option insurance

What is Livestock Gross Margin-Dairy?
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What is LGM-Dairy?

• LGM-Dairy insurance covers 
losses in gross margin from 
milk production

• Gross margin is calculated as 
the difference between the 
expected market value of 
class III milk and the 
associated feed costs (corn 
and soybean meal price). 
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What is LGM-Dairy?

• LGM-Dairy coverage is 
based on target marketings of 
milk and estimated feed use

• Target marketings (expected 
milk production) insured 
under LGM-Dairy is flexible, 
allowing a farm to purchase 
only the level of coverage 
desired
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• Prices for LGM-Dairy are based off of simple 
averages from the Chicago Mercantile Exchange 
(CME) Group futures contract daily settlement prices
• Class III milk

• Corn

• Soybean Meal

• Local market price received by producer is not used.

How Does LGM-Dairy Work?
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How Does LGM-Dairy Work?

• To enroll, producers must sign up 
on the last business Friday of the 
month.

• LGM-Dairy insurance period is 
limited to the 11 months following 
the sales closing date.

• Coverage begins the second month 
of the insured period (10 months 
of coverage).



Expected Target Marketings

• Expected target marketings are an estimate of the 
hundredweight of milk to be produced each month.

• Upper limit of 240,000 cwt. per crop year.

• Customizable to your production and insurance needs
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Jun
′14

Jul 
′14

Aug 
′14

Sep 
′14

Oct 
′14

Nov 
′14

Dec 
′14

Jan 
′15

Feb 
′15

Mar 
′15

Apr 
′15

May 
′15

1 2 3 4 5 6 7 8 9 10

Purchase 
at End of 

Month

No
Cover-

age
Insurance Contract Period

Covered
Months

10000
cwt.

10000
cwt.

10000
cwt.

15000
cwt.

15000
cwt.

10000
cwt.

10000
cwt.

15000
cwt.

10000
cwt.

10000
cwt.

Expected Feed Costs

• An estimate of the monthly feed costs needed to produce the 
expected target marketings.

• Expressed in corn and soybean meal equivalents.

• Producers have the option of either estimating their own or 
using the default values.
– Note: Producer estimates must fall within an acceptable range.
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Jun
′14

Jul 
′14

Aug 
′14

Sep 
′14

Oct 
′14

Nov 
′14

Dec 
′14

Jan 
′15

Feb 
′15

Mar 
′15

Apr 
′15

May 
′15

Covered
Months

10000
cwt.

10000
cwt.

10000
cwt.

15000
cwt.

15000
cwt.

10000
cwt.

10000
cwt.

15000
cwt.

10000
cwt.

10000
cwt.

Corn
140 
tons

140 
tons

140 
tons

210 
tons

210 
tons

140 
tons

140 
tons

210 
tons

140 
tons

140 
tons

Soybean Meal
20 

tons
20 

tons
20 

tons
30 

tons
30 

tons
20 

tons
20 

tons
30 

tons
20 

tons
20 

tons



Expected Total Gross Margin

• The difference between the Expected Market Value of Milk 
and the Expected Feed Costs.

• Uses CME futures contracts prices.
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Jun
′14

Jul 
′14

Aug 
′14

Sep 
′14

Oct 
′14

Nov 
′14

Dec 
′14

Jan 
′15

Feb 
′15

Mar 
′15

Apr 
′15

May 
′15

Expected Prices

Milk ($/cwt.) 19.95 19.90 19.69 19.18 18.69 18.27 18.10 18.07 18.03 18.06

Corn ($/bu.) 4.77 4.76 4.76 4.76 4.76 4.79 4.82 4.85 4.88 4.91

Soybean Meal 
($/ton)

460.56 426.12 397.42 395.54 393.65 393.01 393.40 393.78 393.62 393.45

Expected Total Gross Margin

• The difference between the Expected Market Value of Milk 
and the Expected Feed Costs.
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Jun
′14

Jul 
′14

Aug 
′14

Sep 
′14

Oct 
′14

Nov 
′14

Dec 
′14

Jan 
′15

Feb 
′15

Mar 
′15

Apr 
′15

May 
′15

Expected Values ($)

Milk Revenue 199,497 198,996 196,895 287,693 280,342 182,694 180,993 271,040 180,293 180,592

Feed Cost 33,061 32,321 31,747 47,564 47,508 31,809 31,966 48,185 32,270 32,417

Gross Margins 166,436 166,674 165,148 240,128 232,834 150,885 149,027 222,854 148,022 148,175

• Expected Total Gross Margin = $1,790,184.



Deductible Level

• The deductible level is the amount of loss not covered by the 
insurance contract.

• Producers can select deductible levels between $0 and $2.00 
per hundredweight of milk in $0.10 increments.

• Higher Deductible Level →
– Lower Premium

– You are assuming more of the risk.

– Less likely to receive an indemnity

• Higher Deductible Level → Higher the premium subsidy
– Subsidies range from 18% to 50%

– $0 deductible level → 18% premium subsidy

– $2 deductible level→ 50% premium subsidy
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Gross Margin Guarantee

• The Gross Margin Guarantee is the Expected Total Gross 
Margin minus the product of the Deductible Level times the 
Total Expected Target Marketings.

• In our example,
– Expected Total Gross Margin = $1,790,184

– Total Expected Target Marketings = 115,000 cwt.

• Assume a $2.00 Deductible Level
– Gross Margin Guarantee = $1,790,184– (2 * 115,000) = $1,560,184

– $1,560,184/115,000 cwt. = $13.57/cwt.

• Assume a $0 Deductible Level
– Gross Margin Guarantee = $1,790,184

– $1,790,184/115,000 cwt. = $15.57/cwt.
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How Does LGM-Dairy Work?

• Indemnity payments are made 
when the actual gross margin falls 
below the gross margin guarantee

• The actual gross margin is 
calculated based on expected 
target marketings each month of 
coverage and actual prices

• Actual prices are determined by 
Average Futures Settle Prices from 
1st, 2nd, and 3rd days prior to last 
trading day for each contract

Annual Premium

• Premiums are due at the first business day of the month 
following the last month of reported insured marketings

• Premiums depend on each producer’s insurance plan (expected 
marketings, coverage selected, deductible level, expected 
futures prices and price volatility, etc.)

• Premiums are calculated using 5,000 simulated payout profiles

• Total Premiums = Average of simulated payouts + 3%

• In our example, $0 Deductible Level
– Gross Margin Guarantee = $1,790,184

– Average of expected payouts = $96,852

– Total Premium = 96,852 * 1.03 = $99,758

– Premium Subsidy = 99,758 * 0.18 = $17,956

– Producer Premium = 99,758 – 17,856 = $81,801
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Implied Floor 
on Net Gross 

Margin = 
$1,708,383

= $0.71/cwt.

= $14.86/cwt.
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How Does LGM-Dairy Work?

• In our example, $2.00 Deductible Level
– Gross Margin Guarantee = $1,560,184

– Average of expected payouts = $19,297

– Total Premium = 19,297 * 1.03 = $19,876

– Premium Subsidy = 19,876 * 0.50 = $9,938

– Producer Premium = 19,876 – 9,938 = $9,938

• Premiums are due at the first business day of the month 
following the last month of reported insured marketings.

Implied Floor 
on Net Gross 

Margin = 
$1,550,246

= $0.09/cwt.
= $13.48/cwt.

LGM-Dairy Summary

• LGM-Dairy is flexible insurance program for dairy producers 
to protect against falling milk prices and/or rising feed prices.
– Customizable to your production and insurance needs

– Need not insure all months or all production

• LGM-Dairy can be thought of as Bundled Option Insurance.
– Similar to buying a combination of put and call options.

– Put Option on Class III milk to protect against falling milk prices.

– Call Options on corn and soybean meal to protect against rising feed 
prices.
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California:  LGM-Dairy Policy Data - 2012
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California:  LGM-Dairy Policy Data - 2013
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California:  LGM-Dairy Policy Data – 2014
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How do I get it?

• Federally-subsidized crop insurance products managed by 
RMA such as LGM-Dairy are sold by private crop insurance 
agents.

• The RMA 
website has a link 
to an Agent 
Locator tool on 
their home page.



Thank You!
Contact info:

Jay Parsons
jparsons@eRightRisk.com

970-215-8043
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