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Livestock Gross 
Margin Insurance

Risk Management for Dairy Producers
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Jay Parsons

John Hewlett
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• 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). 

4

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

RightRisk  3 of 42



5

• 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?

6

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).
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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

7

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
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Expected Total Gross Margin

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

• Uses CME futures contracts prices.

9

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.

10

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.
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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

11

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.

12
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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

14

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.

16
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California:  LGM-Dairy Policy Data - 2012

17

California:  LGM-Dairy Policy Data - 2013

18
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California:  LGM-Dairy Policy Data – 2014

19

20

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.
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Thank You!
Contact info:

Jay Parsons
jparsons@eRightRisk.com

970-215-8043

21
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Livestock Gross Margin (LGM)  
LGM-Dairy Cattle (LGM Dairy) provides 

protection against loss of gross margin (market value 

of milk minus feed costs) on milk produced from 

dairy cows.  LGM-Dairy uses the Chicago Mercantile 

Exchange Group futures prices for corn, soybean 

meal, and class III milk to determine the expected 

gross margin and the actual gross margin.  

 

Producer premium subsidy is available for the LGM-

Dairy plan of insurance and is determined by the 

deductible amount chosen by the producer. All 

administrative and operating subsidies are paid by the 

Federal Crop Insurance Corporation.  

 

The indemnity at the end of the 11-month insurance 

period is the difference, if positive, between the gross 

margin guarantee and the actual gross margin. The 

price the producer receives at the local market is not 

used in these calculations. 
 

Availability  
LGM is available to any producer who owns dairy 

cattle in the 48 contiguous states.   
 

Milk Coverage Availability  
Only milk sold for commercial or private sale 

primarily intended for final human consumption from 

dairy cattle fed in any of the eligible states is eligible 

for LGM Dairy coverage. There is no minimum 

number of hundredweights a producer can insure. 

However, the maximum amount of milk that can be 

insured is 24 million pounds per crop year.  

 
Coverage Levels/Deductibles  
Producers can select deductible levels between $0 and 

$2.00 per hundredweight of milk in $0.10 increments.   
 

Sales Closing  
To enroll, producers must sign-up on the last business 

Friday of the month, submitting an application with a 

target marketing report for the milk and corn and 

soybean meal equivalents to be insured.  
 

Prices  
Prices for LGM Dairy are based on simple averages 

of futures contract daily settlement prices, and are not 

based on the prices the producer receives at the 

market.  
 

Insurance Months   
The insurance period contains the 11 months 

following sales closing. For example, the insurance 

period for the January 29 sales closing date contains 

the months of February through December. However, 

coverage begins in the second month of the insurance 

period, so the coverage period for this example is the 

months of March through December. 
 

LGM Selling Period   
LGM Dairy is sold on the last business Friday of 

each month. The sales period begins as soon as RMA 

reviews the data submitted by the owner and 

developer of LGM-Dairy after the close of markets on 

the last day of the price discovery period. The sales 

period ends at 8:00 p.m. CST the following evening. 

If expected milk and feed prices are not available on 

the RMA Web site, LGM Dairy will not be offered 

for sale for that insurance period. 
 

Annual Premium  
LGM premiums depend on producers’ marketing 

plan, deductible level, futures and price volatility. 

Premium billing dates are determined by the target 

marketing report and will be the first business day of 

the month following the last month that a producer 

reports their insured marketings in the target 

marketings report.   

 

Cause of Loss  
LGM Dairy covers the difference between the gross 

margin guarantee and the actual gross margin. LGM 

Dairy does not insure against dairy cattle death loss, 

unexpected decreases in milk production, or 

unexpected increases in feed use. Indemnities to be 

paid will equal the difference between the gross 

margin guarantee and the actual total gross margin for 

the insurance period. 

Risk Management Agency                                                                                                             Program Aid Number  

United States 
Department of 
Agriculture 

Program Aid  
Number  2021 
 

A Risk Management Agency Fact Sheet 
 

Livestock Gross Margin 
Dairy Cattle  
July 2011 
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Risk Management Agency                                                                                                                                                           

LGM Dairy Advantages  
Convenience:    Producers can sign up for LGM 

Dairy 12 times per year and insure all their milk 

production they expect to market over a rolling 11-

month insurance period.  

Customization:    Can be tailored to any size farm.  

Bundled Option Insurance:    LGM Dairy is 

similar to buying both a call option to limit higher 

feed costs and a put option to set a floor on milk 

prices.  

 

What LGM Dairy Does Not Insure    
 Risk of dairy cattle death 

 Unexpected production (milk) losses  

 Unexpected increase in feed use 

 Anticipated or multiple-year declines in milk 

prices 

 Anticipated or multiple year increases in feed 

costs 
 

Definitions   
Actual Marketings  The total amount of milk sold 

by you in each month of the insurance period and 

for which you have proof of sale. Actual marketings 

are used to verify ownership of milk and determine 

approved target marketings. 

 

Deductible   The portion of the expected gross 

margin that you elect not to insure. Per cwt 

deductible amounts range from zero to $2.00 per 

cwt in 10 cent increments. The deductible equals the 

selected per cwt deductible times the sum of target 

marketings across all months of the insurance 

period.  

 

Gross Margin Guarantee   The gross margin 

guarantee for an insurance period is the expected 

total gross margin for an insurance period minus the 

deductible.  

 

Marketing Report   A report submitted by you on 

our form showing for each month your actual 

marketings for that month  of milk insured under the 

policy. The marketing report must be accompanied 

by copies of sales receipts that provide records of 

the actual marketings shown on the marketing 

report. 

 

 

 

Target Marketings  Your determination as to the 

number of cwt of milk you elect to insure in each 

month during the insurance period.  

 

Target Marketings Report   A report submitted by 

you on our form showing for each month your target 

marketings for that month. 

 
For More Information  
LGM Coverage Prices, Rates and Actual Ending Values:   

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

Cost Estimator (Premium Calculator):  

http://ewebapp.rma.usda.gov/apps/costestimator/  
 

Where to Purchase 
All multi-peril crop insurance policies are available from 

private insurance agents. A list of livestock insurance 

agents is on the RMA Web site at:  

http://www3.rma.usda.gov/tools/agents/     

Download Copies from the Web 
Visit our online publications/fact sheets page at: 
http://www.rma.usda.gov/pubs/rme/fctsht.html 

The U.S. Department of Agriculture (USDA) prohibits discrimi-
nation in all its programs and activities on the basis of race, 
color, national origin, age, disability, and where applicable, 
sex, marital status, familial status, parental status, religion, 
sexual orientation, genetic information, political beliefs, repris-
al, or because all or a part of an individual's income is derived 
from any public assistance program.  (Not all prohibited bases 
apply to all programs.)  Persons with disabilities who require 
alternative means for communication of program information 
(Braille, large print, audiotape, etc.) should contact USDA's 
TARGET Center at (202) 720-2600 (voice and TDD). 
 
To file a complaint of discrimination write to:  USDA, Director, 
Office of Civil Rights, 1400 Independence Avenue, S.W., 
Washington, D.C. 20250-9410 or call (800) 795-3272 (voice) 
or (202) 720-6382 (TDD). USDA is an equal opportunity pro-
vider and employer.  
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Livestock Gross Margin - Dairy (LGM-Dairy) is a form of insurance designed to provide protection to dairy 

farmers against rising feed costs and falling milk prices.  Gross margin in this sense refers to the difference  

between the market value of milk and the cost of feed. LGM-Dairy uses futures markets to establish both milk 

and feed prices. Currently, LGM-Dairy is available to dairy producers in any county in California. 

How Does It Work? 

LGM-Dairy provides protection from the risk of falling milk prices, rising feed costs, or both. Milk produced for 

human consumption by dairy cattle in California and the other 47 contiguous states is eligible for coverage. LGM

-Dairy insurance covers losses in gross margin from milk production. Futures markets for corn and soybean meal 

are used to establish feed costs. Futures prices 

for milk are used to estimate the  

market value of milk produced. Gross margin 

is calculated as the difference between the 

expected market value of milk and the associ-

ated feed costs. Local prices are not used in 

gross margin calculations. In this way, LGM-

Diary may be used as a risk management tool 

to provide protection against declining  

margins from milk production. 

 

LGM-Dairy insurance coverage is based upon 

target marketings of milk production 

(hundredweight of production per month) and 

estimated feed use (tons of soybean meal and 

corn). Estimates of feed use are normally es-

tablished from prior farm production  

records (default values are also possible). In addition, the portion of target marketings (expected milk  

production) insured under LGM-Dairy is flexible, allowing a farm to purchase only the level of coverage  

desired. 

 

LGM-Dairy does not provide protection against death loss of dairy cattle, unexpected declines in milk  

production or unanticipated increases in feed use. 

 

LGM-Dairy insurance may be available for purchase the last business Friday 

of every month. The insurance period is limited to 11 months; coverage  

beginning the second month of the insured period. As a result, LGM-Dairy 

insurance is available only 12 times each calendar year. 

 

Subsidies for LGM-Dairy coverage are available, covering a portion of the 

cost of an LGM-Dairy policy. These subsidies range from 18 to 50 percent of 

the total premium, depending on the level of deductible selected (subsidy 

levels increase with higher deductibles). Deductible levels are also  

adjustable, ranging from $0 to $2 per hundredweight of milk in $0.10  

increments. Premiums are due at the end of the coverage period and are  

estimated based on the level of LGM-Dairy insurance purchased. 

Indemnity payments are made at the end of the 11-month insurance period 

when the actual gross margin falls below the gross margin guarantee. The 

level of indemnity payment is based on the level of insurance deductible selected. 

Livestock Gross Margin - Dairy: 
Margin Insurance for California Dairy Farmers  
Protecting Against Falling Milk Prices & Rising Feed Costs 
By John P. Hewlett– University of Wyoming and Dr. Jay Parsons– Colorado State University 

Information Sheet           April, 2013 #IS-04-01 

RightRisk  15 of 42



 

Example Farm 

Assume a California farm 

purchases LGM-Dairy  

insurance for a dairy located 

in San Bernardino County 

with milk production of 

1,500 hundredweight per 

month. Using the default 

feed equivalents (21.0 corn 

equivalents and 3.0 soybean 

equivalents per hundred-

weight of milk) and the 

quoted prices for milk and 

feed for each of the 11 

months of coverage, gives 

an expected gross margin of 

$180,951. The farm elects to 

purchase LGM-Dairy with 

the $0 deductible option 

with an associated subsidy 

of 18 percent, making the 

producer premium $9,535 

including all subsidies and 

administrative fees over the 

11 months. The correspond-

ing gross margin guarantee amounts to $180,951 after factoring in the deductible level. 

Now assume that the dairy generated an actual gross margin of $150,000 over the insured period (due to declining milk 

price, increasing feed prices, or both). An indemnity payment would be 

due because the actual gross margin fell below the gross margin  

guarantee.  The indemnity payment would be calculated as the  

difference of the gross margin guarantee and the actual gross margin or 

$30,951 in this case ($180,951 – $150,000). Note that where a positive 

deductible is selected, this will correspondingly reduce any indemnity 

payments as less than 100 percent of the gross margin is covered by 

LGM-Dairy insurance. 

Deductible 
Let’s examine further the influence of the deductible decision for our 

example farm. Keep in mind that the expected total gross margin is  

estimated at $180,951. However, now let’s assume that the farm  

purchased LGM-Dairy insurance at the $1.50 deductible level (values of $0 to $2 per hundredweight are permitted). This 

makes the gross margin guarantee $158,451 ($180,951-$22,500) and the associated producer premium $1,825, after  

including all subsidies and administrative fees over the 11 months. 

 

Remember that the dairy generated an actual gross margin of $150,000 over the insured period (due to declining milk 

price, increasing feed prices, or both). An indemnity payment would be due because the actual gross margin fell below 

the gross margin guarantee.  The indemnity payment would be calculated as the difference of the gross margin guarantee 

and the actual gross margin or $8,451 in this case ($158,451 – $150,000).  

 

 

Table 1. California Farm Example 

Item Calculation Amount 

Expected Target 

Marketings 

Total of:  

(1,500 hundredweight/month  

X monthly milk futures price)  

for each month of the 11-month insurance period 

$219,780 

Expected  

Feed Costs 

Total of: 
(21 corn equivalents*/month  

X monthly corn futures price 
+ 3 soybean meal equivalents*/month 

X monthly soybean futures price) 
for each month of the 11-month insurance period 

$38,829 

Expected Total  

Gross Margin 

Expected Target Marketings 
– Expected Feed Costs 

$180,951 

Deductible Level   $0.00 

Gross Margin  

Guarantee 

Expected Total Gross Margin 
– (Total Target Marketings X Deductible) 

$180,951 

Producer Premium $11,652 - $2,117 $9,535 

Actual  

Gross Margin 
  $150,000 

Estimated  

Indemnity Payment 
$180,951 – $150,000 $30,951 

* The producer has the option of estimating their own values for these feed equivalents. 

 

RightRisk  16 of 42



 

Clearly the level of deductible  

selected when purchasing LGM-

Dairy makes a difference in the 

indemnity payments the farm could 

expect in a loss situation. Given the 

same level of actual gross margin, 

indemnity payments varied from 

$30,951 to $8,451 with deductibles 

set at $0 and $1.50, respectively.  

As with any form of insurance, the 

higher the level of protection  

purchased, the higher the cost.  

Premiums paid varied in this case 

from $9,535 to $1,825. These two 

examples demonstrate that the 

choice of deductible should be 

made with careful consideration of 

the expectations for the future. 

 

For more information 

More information on the Livestock Gross Margin - Dairy plans of insurance may be found at the USDA Risk  

Management Agency website www.rma.usda.gov.  

 

This web site also includes a Cost Estimator tool that allows the user to evaluate premium costs for various levels of 

LGM-Dairy protection. Click on the Information Browser link in the left 

side bar and choose the Cost Estimator link on the following page. From 

the next list select either Quick Estimate or Detailed Estimate to begin 

estimating premium costs. This tool will also provide premium  

estimates for other federally-subsidized insurance products. 

 

There are several web sites that provide additional information on LGM

-Dairy. One website maintained by the University of Wisconsin  

contains software tools for evaluating the program, fact sheets and  

bulletins explaining how the program works, and links to other  

information on the U.S. dairy industry, including historic price data. The 

website is located at: future.aae.wisc.edu.  

 

How do I get it? 

Federally-subsidized crop insurance products managed by RMA are 

sold by private crop insurance agents. The RMA website lists an Agent/

company Locator link in the right side bar of their home page. This link 

provides a list of all agents approved to provide these products in  

California. 

 

For more information on LGM-Dairy, how it may fit your operation, 

and other crop insurance products, consult a local crop insurance agent. 

For more interactive products and information on risk management, 

consult eRightRisk.com.  

Table 2. California Farm Example continued 

Item Calculation Amount 

Expected Total  

Gross Margin 

Expected Target Marketings 
– Expected Feed Costs 

$180,951 

Deductible Level   $1.50 

Gross  

Margin Guarantee 
$180,951 – (15,000 * $1.50) $158,451 

Producer Premium $2,230 – $405 $1,825 

Actual  

Gross Margin 
  $150,000 

Estimated  

Indemnity Payment 
$158,451 – $150,000 $8,451 

* The producer has the option of estimating their own values for these feed equivalents. 

 

http://eRightRisk.com 
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John P. Hewlett
University of Wyoming

Jay Parsons
Colorado State University

Ag Risk-5
tools for managing risk and 

evaluating risk management strategies

1

What is RISK?

• Certainty- lack of doubt

• Uncertainty- doubt about future events

• RISK- potential variation in 
the outcome of future events

2

RISK

Unknown

Positive
Events

Negative
Events
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What is RISK?

• Cost of Loss
– Income

– Resources

– Productive capacity, etc.

• Cost of Uncertainty 
– Worry, doubt, fear, misallocation 

of resources, etc.

– With potential for gain or loss 
comes moral or ethical implications

3

RISK

Unknown

Positive
Events

Negative
Events

Human Dimension of 
Risk Management
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The HUMAN Dimension of Risk

• Emotionally we avoid risk (uncertainty) 
to avoid the shame of:
– Failure, 

– Being wrong, 

– Being laughed at 

– Being made fun of, 

– Loosing the farm, etc.

5

Risk Tolerance: 
Emotional Style*

* The Emotional Life of Your Brain, Davidson and Begley, 2012.

Resilience

Self-
Awareness
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Types of Risk Preference

7

Risk 
Averse

Risk 
Neutral

Risk 
Loving

Personal Perspectives on Risk

• Generational differences

• Gender differences

• Life stage/family differences

• Life experiences

8

dynamic and 
changing over time.
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Risk Tradeoffs

• Upside: Greater risk taking usually 
leads to greater wealth over time

• Downside: Losses from risk taking 
can potentially be devastating

• Managing risks are a matter of 
evaluating tradeoffs

• How much risk (uncertainty) are 
you willing to accept for possible 
higher returns?

9

Sources of Risk in 
Agriculture – Ag Risk 5

1. Marketing/Price Risk

2. Production Risk

3. Institutional/Legal Risk

4. Human Risk

5. Financial Risk

10
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Marketing and Price Risk

• Total national production

• Government programs

• Demand (including quality issues)

• Seasonal effects

Prices of inputs or outputs that change after you 

commit to a plan of action.

What are Your Sources?

11

Marketing and Price Risk

• Forward pricing or contracting

• Diversified market timing

• Diversified production

• Selecting low price risk enterprises

• Obtaining market outlook 
reports (information)

• Negotiated lease agreements

• Crop Insurance

What are Your Management Controls?

12
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Production Risk

• Weather

• Pests

• Disease

• Genetic variations

• Timing of operations

Uncontrollable events such as weather, pests or 
disease make yields, quality, or outputs unpredictable.

What are Your Sources?

13

Production Risk

• Selecting low production risk enterprises

• Using low-risk production practices

• Diversification

• Maintaining flexibility and 
extra capacity

• Utilizing land over a 
wide spread area

• Crop insurance

What are Your Management Controls?

14
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Institutional Risk

• Changes in social attitudes

• Changing regulations about land 
use and environmental quality

• The possibility of lawsuits for 
accidents or misuse of chemicals

Government or other institutional rules, regulations 
and policies effect profitability through costs or returns. 

What are Your Sources?

15

Institutional Risk

• Maintaining a liability insurance program

• Keeping informed of new regulations and 
interpretations of the law

16

What are Your Management Controls?
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Human Risk

• Health issues

• Divorce

• The possibility of losing a key employee

• Moral or the mental state of the work force

The character, health or behavior of the people 
involved in your operation introduces risk. 

What are Your Sources?

17

Human Risk

• A backup management plan

• A plan to deal with the possible 
loss of a key employee

• Maintaining a health and 
life insurance program

• Establishing and maintaining 
an estate plan

• A good employee 
benefit package

18

What are Your Management Controls?
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Financial Risk

• Possibility of losing a lease

• Production, prices, or casualty losses

• Unstable financial partners

• Anything that would negatively 
affect cash flow and the ability to 
meet debt obligations 

Financial risk is the extra risk that is attached to being 
leveraged. Added variability resulting from debt financing.

What are Your Sources?

19

Financial Risk

• Maintaining a financial cushion

• Practicing solid land 
leasing strategies

• Incorporating all or 
part of your operation

• Maintaining up-to-date 
financial information

20

What are Your Management Controls?
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Strategies for Managing Risk
1. Avoid it

2. Reduce it
a) Reduce the probability it will happen

b) Reduce the impact if it does happen

3. Transfer it outside 
the business
a) Insurance

b) Contracting

4. Increase capacity to bare
a) Increase reserves

b) Maintain flexibility

5. Accept it

21

How much risk is right for you?

Net Income

P
ro

ba
bi

li
ty

Insurance 
Protection

Premium
Protection

22
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How much risk is right for you?

MORE 
Insurance Protection

23

Net Income

P
ro

ba
bi

li
ty

Premium
Protection

Strategy Impacts

24
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Current Federal Insurance Options

http://www.rma.usda.gov
/pubs/2014/stateprofiles/

california13.pdf

25

Current Federal Insurance Options - Crops

26
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Current Federal Insurance Options - Livestock

27

http://RightRisk.org/controls
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Evaluating Alternatives

Tools to Evaluate Alternatives

• Risk Scenario Planner
relatively minor changes

• Enterprise Budget
larger changes

• Whole Farm Budget
substantial changes

http://RightRisk.org/tools
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Risk Scenario 
Planner

Enterprise Risk Analysis
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Enterprise Risk
Analyzer

Net Return
Analysis

Enterprise Risk
Analyzer

Breakeven
Analysis
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Whole Farm Budget

Risk Navigator Tool Box
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Number of Herds 126 12 60 38 4 114
Feed Costs
  a. Dry Roughage $48.39 $61.48 $43.13 $50.07 $53.20 $48.16 -0.5%
  b. Wet Feed & Wet Roughage $44.02 $20.64 $50.65 $44.28 $39.16 $46.06 4.6%
  c. Concentrates $111.99 $95.72 $108.40 $120.02 $124.27 $115.16 2.8%
  d. Minerals & Supplements $9.10 $1.67 $9.62 $7.68 $3.73 $8.05 -11.5%
  e. Pasture $1.45 $41.07 $1.91 $0.00 $0.00 $1.55 7.3%
Total Feed Costs $214.95 $220.58 $213.70 $222.05 $220.37 $218.99 1.9%
     Total Feed Costs ($/cwt.) $11.48 $16.03 $11.16 $11.61 $11.53 $11.46 -0.1%
     Total Feed Costs (% of total cost) 65.3% 68.0% 64.0% 67.2% 68.2% 66.0%
Total Hired Labor $28.47 $36.18 $32.38 $26.36 $27.24 $28.96 1.7%
     Total Hired Labor Costs ($/cwt.) $1.52 $2.63 $1.69 $1.38 $1.43 $1.52 -0.3%
     Total Labor Costs (% of total cost) 8.7% 11.1% 9.7% 8.0% 8.4% 8.7%
Total Herd Replacement $23.14 $13.49 $20.47 $21.46 $15.56 $20.73 -10.4%
     Total Replacement Costs ($/cwt.) $1.24 $0.98 $1.07 $1.12 $0.81 $1.08 -12.2%
     Total Replacement Costs (% of total cost) 7.0% 4.2% 6.1% 6.5% 4.8% 6.2%
Operating Costs
  a. Utilities $5.42 $9.12 $5.88 $5.04 $6.81 $5.49 1.3%
  b. Supplies $10.02 $10.61 $10.83 $9.52 $7.47 $9.93 -0.9%
  c. Veterinary & Medicine $7.02 $3.34 $7.55 $7.57 $6.10 $7.37 4.9%
  d. Outside Services $3.69 $1.74 $4.34 $3.02 $2.71 $3.50 -5.1%
  e. Repairs & Maintenance $6.36 $6.45 $7.69 $5.09 $8.23 $6.33 -0.5%
   f. Miscellaneous $1.28 $1.52 $1.52 $1.36 $1.53 $1.41 10.3%
  g. Bedding & Manure Haul $1.10 $1.86 $1.14 $0.72 $3.27 $0.98 -10.6%
  h. Fuel & Oil $4.05 $5.31 $4.10 $3.78 $1.97 $3.86 -4.7%
   i. Interest Expense $1.24 $0.37 $0.81 $1.68 $1.25 $1.33 7.2%
   j. R E Lease Expense $4.81 $1.15 $5.19 $5.48 $5.57 $5.43 13.0%
  k. Depreciation $5.34 $5.15 $5.75 $4.49 $1.00 $4.97 -7.1%
   l. Taxes & Insurance $2.15 $1.65 $2.30 $2.30 $1.91 $2.27 5.5%
Total Operating Costs $52.48 $48.26 $57.09 $50.06 $47.82 $52.87 0.7%
     Total Operating Costs ($/cwt.) $2.80 $3.51 $2.98 $2.62 $2.50 $2.77 -1.2%
     Total Operating Costs (% of total cost) 15.9% 14.9% 17.1% 15.2% 14.8% 15.9%
Milk Marketing Costs
  a. Hauling $6.66 $3.02 $6.59 $6.91 $8.34 $6.88 3.3%
  b. State Assessments $2.43 $2.36 $2.59 $2.54 $2.66 $2.57 5.6%
  c. Federal Assessments & Misc. Ded. $0.95 $0.62 $0.97 $0.98 $0.96 $0.97 2.6%
Total Milk Marketing Costs $10.04 $6.00 $10.15 $10.43 $11.96 $10.42 3.8%
     Total Milk Marketing Costs ($/cwt.) $0.54 $0.44 $0.53 $0.55 $0.63 $0.55 1.7%
     Total Milk Marketing Costs (% of total cost) 3.1% 1.8% 3.0% 3.2% 3.7% 3.1%
Total Cost ($/Cow/Month)  $329.07 $324.51 $333.79 $330.36 $322.95 $331.95 0.9%
Total Cost ($/cwt.) $17.57 $23.58 $17.44 $17.27 $16.90 $17.37 -1.1%
Return on Investment and Management
  a. Allowance: Return on Investment ($/cwt.) $0.80 $0.99 $0.76 $0.81 $0.70 $0.79 -1.3%
  b. Allowance: Return on Management ($/cwt.) $0.66 $0.78 $0.74 $0.74 $0.75 $0.74 12.1%
Total  Costs and Allowances ($/cwt.) $19.03 $25.35 $18.94 $18.82 $18.35 $18.90 -0.7%
Milk Production Data
  a. Milk Sold/Total Cow/Month/ (cwt.) 18.73 13.76 19.14 19.13 19.10 19.11 2.0%
  b. Lbs Milk Sold/milk cow/day 71.03 52.89 72.63 72.24 72.11 72.18 1.6%
  f.  Income Over Feed Cost ($/cwt.) $5.45 $9.86 $8.16 $6.68 $7.31 $7.38 35.6%
  g. Fat Test % 3.82% 3.87% 3.93% 3.80% 3.69% 3.83%
  h. SNF Test % 8.91% 8.84% 8.97% 8.94% 8.91% 8.95%
Related Data
  i. Milk Cow Feed Costs ($/cow/day) $7.67 $7.82 $7.64 $7.93 $7.85 $7.81 1.9%
  j. Milk Cow  Feed Costs ($/cwt.) $10.82 $14.79 $10.52 $10.97 $10.88 $10.85 0.3%
  l. Total Cows 1,355 279 1,204 1,930 1,161 1,360 0.4%

Milk Volume Percentages 1 100.00% 2.15% 37.73% 54.20% 5.92% 100.00%
1 Weighted average computed based on 2013 milk volume percentages.

All costs: per cow per month, unless noted 2012 
Average

North    
Coast

North 
Valley

South 
Valley

Southern  
California

2013 
Average Percent 

Change

Statewide Cost Comparison Summary, 2013

Statewide Cost Comparison Summary
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http://RightRisk.org/controls

http://RightRisk.org/tools
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Risk Management Profiles

http://RightRisk.org/RiskManagementProfiles

4
http://RightRisk.org > Courses
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5

RightRisk Newsletter

http://RightRisk.org/News

California.eRightRisk.com
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