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Agenda

 What is LGM?
 What is a Margin?

e How do | use LGM?




Dairy Gross Margin

« Offered through crop insurance
agents

 Bundled option

e Class Il milk - put option

e Corn - call option

e Soybean meal - call option
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Dairy Gross Margin

Purchase |
each mont

Coverage
LGM Is an

ast Friday & Saturday of
n until 9 Pm Eastern

neriod from 1 to 10 months
Insurance policy

No potential upside losses
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Margin not Price

A ]

E | F | [©

I H I

J

| [

L

L5

Pennsylvania Dairy Scorecard, PA Center for Dairy Excellen.

LUsDuwA,
2  Source: USDA, NASS, www.nass. usda. gowv MNASS Fenn State Penn State  Penn State
3 1,000 fread  million lbs percertt Billion lbs pournds dollars dollars dollars dollars
Percent of Calculated Calculated
ALl hilk LS. Milk Rolling 12 Milk per PA Daily Income owver Milk Margin
Cows PA Monthly Produoced in mroinih Cow per Wholesale Feaed Cost Feed Cost @ (I1OFC @& 100

$8.15 $8.03 $12.33 ||
$8.15 F8.03 51233 |
$5.92 $8.12 51247 |
565867 58.02 51231 |

52 | Jan-09 550 8gr 5.56% 10,550 50 F16.20 F5.66 6200 3F9.54

53 | Feb-09 551 821 5.56% 10,471 51 F$13.50 $5.69 5443 35.81

54 | Mar D9 550 919 5. 57% 10,541 52 $13.00 5544 5427 55.56

58 | Apr-09 549 pe L n] S5.57% 10,524 53 F13.40 $5.23 $4.66 7 AT

58 | May-09 547 S35 5.56% 10,516 53 313.40 $5.70 436 $5.70

57 | Jum-09 545 288 5.57% 10,514 52 $12.90 $5.54 5413 5536

538 Jul-049 545 Bod 5.58% 10,518 51 F13.00 $5.18 5443 3582

55 Aug-09 o545 arr .97 % 10,524 50 $13.30 $5.17 F41.63 3713

60 Sep09 S542 846 5.63% 10,532 50 31420 $5.14 524 35.06

(=} | Chci-09 539 86z 5.59% 10,532 59 31580 $5.62 F5.49 390 98

62 MNow-09 537 838 5.56% 10,543 [=11] $16.80 $5.88 g7.10 $10.92

63 | Dec-09 539 ar3 5.53% 10,550 60 F17.90 $5.03 V.72 F11.87

&4 | Jan-10 541 BaZ S5.51% 10,535 50 F15.00 $5.09 E7.74 F$11.91

B85 | Feb-10 541 B2 5.57% 10,536 52 F15.10 $5.95 E7.90 $12.15

68 | Mar-10 sS40 931 S5.63% 10,551 54 F17.00 $5.09 729 F11.21

&7 | Apr-10 541 925 5.654% 10,576 55 31630 5546 Fr.0s 31084

62 | May-10 541 947 5.5 % 10,588 55 31690 55.44 E7.45 3F11.46

58

il $15.10 $5.99 g7.87 F12.11 |

71 $18.70 £5.97 5B 27 51273 |

T3 |[CgLtwr -0.73% 2.96% 0.30% 1.09% 3.73% 40.60% -3.24% TE 2% TH.54%
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LGM Default Margin
Values

100 lbs Class Il Milk
- 1/2 bushel corn (.014T)
- 4 Ibs soy bean meal (.002T)
= Default Dairy LGM Margin
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Margin vs Milk Price
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= Default Dairy Gross Margin === PSU Milk Margin Class Il Milk
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October 6, 7, & 8

Insured
Months

Cowvered
Productio
n

Comn
Equiv

Cowered
Soybean
Equiv

Aw. Comn
Futures

Soyhean

Meal

Futures

Gross Margin
uarantee @ Base
Deductible

(cwt)

($/bu)

Per cwt
($)

Dec-10 | 2,000 28.00 4.00 5.05 12.20
Jan-11 | 2,000 28.00 4.00 5.08 11.37
Feb-11 | 2,000 28.00 4.00 5.12 10.83
Mar-11 | 2,000 28.00 4.00 5.15 10.86
Apr-11 | 2,000 28.00 4.00 5.17 10.85
May-11 | 2,000 28.00 4.00 5.20 10.83
Jun-11 | 2,000 28.00 4.00 5.21 10.84
Jul-11 | 2,000 28.00 4.00 5.23 11.26
Aug-11 | 2,000 28.00 4.00 5.12 11.66

2,000

5.02
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Expected Gross Margin
Aug. 08 GM Purchase for July 09

Milk prices = $17.81 times 1 Cwt. = $17.81

Feed prices

— Corn $6.31 bu. X.014T.(1/2 Bu.) =$3.16

— Soymeal $370.63/T X .002T.(4 Ibs)=$ .74

- Total Feed Cost----------------- $3.90
Expected Gross Margin(milk —feed) $ 13.91

(All feed is converted to Shelled corn (energy) & Soymeal (protein) equivalents)
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Actual Gross Margin - July 09
Aug. 08 GM Purchase for July 09

Milk prices = $9.94 times 1 Cwt. = $9.94

Feed prices
— Corn $3.49 bu. X .014T.(1/2Bu.) =$ 1.75

— Soymeal $367.70/T. X .002T.(4 Ibs)=$.74

Total Feed Cost---------------- $2.49
Actual Gross Margin
— (milk — feed) = $ 7.45

(All feed is converted to Shelled corn (energy) & Soymeal (protein) equivalents)
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Insurance Loss Payment

(Indemnity)
Aug. 08 GM Purchase for July 09

Expected Gross Margin ---- $ 13.91
Actual Gross Margin -------- $ 7.45

Ins. Payment (Indemnity) $ 6.46

@ O deductible
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August 2008

Dairy LGM - using default feed values and zero deductible purchased:
$16.00 Au 2 cled Gross Margin (EGM) vs Actual Gross Margin (AGM)

[—=— EcMcwt AGM/cwt |

$15.00

§$14.00 +—

Expected Gross M3

$13.00 |

§12.00

$11.00

$10.00

$9.00

$8.00 ]
Gross Mallgin

§7.00

$6.00 ‘
Oct-08 MNowv-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-0g
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Average of 10 Month

Margins

Dairy LGM Average ten month EGMvs AGM by month purchased

\ EEEGM  AGM \

$13.00
$12.00
$11.00

$8.00
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October 6, 7, & 8

Insured
Months

Cowvered
Productio
n

Comn
Equiv

Cowered
Soybean
Equiv

Aw. Comn
Futures

Soyhean

Meal

Futures

Gross Margin
uarantee @ Base
Deductible

(cwt)

($/bu)

Per cwt
($)

Dec-10 | 2,000 28.00 4.00 5.05 12.20
Jan-11 | 2,000 28.00 4.00 5.08 11.37
Feb-11 | 2,000 28.00 4.00 5.12 10.83
Mar-11 | 2,000 28.00 4.00 5.15 10.86
Apr-11 | 2,000 28.00 4.00 5.17 10.85
May-11 | 2,000 28.00 4.00 5.20 10.83
Jun-11 | 2,000 28.00 4.00 5.21 10.84
Jul-11 | 2,000 28.00 4.00 5.23 11.26
Aug-11 | 2,000 28.00 4.00 5.12 11.66
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Expected vs Actual
Margins

$lcwt

$13.00

$12.00

$11.00

$10.00

$9.00

$8.00

$7.00

$6.00

Expected Margins on October 6,7,8 & September close Vs

10 Year Average Actual Margins

Nov

Dec Jan Feb March Aprii May June July Aug Sept Oct

@ September closing margins

Hl 10 Yr Average Actual Margin @ $0 deductible
B Expected Margins-Projected October 6,7,&8 2010 $0 deductible
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Historical Margins

Average Margin since February 2000:
$11.47 per hundredweight
 Average Margin since January 2006:
$12.11 per hundredweight
e Highest Margin: $19.21 in July 2007
e Lowest Margin: $6.93 in February 2009
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Deductibles and cost

Il /cwt quantities are ratios per Covered Milk. Show ratios per Farm Milk

. Gros; Premium 0
Deductible Totz_al Prem/ Margin as % of |GMG/ewt Yo Prem % GMG Prob. of
Lgxel Premium cwt Guarante /lcwt Payout
GMG Change
e change
(%) (%) ($/cwi)

225,394 5.65 11.27 - -

223,394 5.24 11.17 -8.16 -0.89

221,394 4.84 11.07 -15.9 -1.77

219,394 4.46 10.97 -23.16 -2.66

217,394 4.1 10.87 -30 -3.55

215,394 3.76 10.77 -36.4 -4.44

213,394 3.44 10.67 -42.37 -5.32

211,394 3.14 10.57 -47.92 -6.21

209,394 2.85 10.47 -53.12 -7.1

207,394 2.58 10.37 -57.93 -7.99

205,394 2.33 10.27 -62.38 -8.87

203,394 2.1 10.17 -66.44 -9.76

201,394 1.89 10.07 -70.14 -10.65

199,394 1.69 9.97 -73.53 -11.54

197,394 1.51 9.87 -76.62 -12.42

195,394 1.34 9.77 -79.47 -13.31
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Scenarios

Buy 10 months coverage

 Buy 1 month’s production over 3 months
33.33%/month

 Buy 1 month’s production over 10 month:
10% / month

* Use deductibles

/04‘74%
|'( :? o': EEEEEEEEE
|<$/1 DalryExCELLENCE




Cash Flow Insurance

$1.50 deductible $1.50 deductible $1.50 deductib
Purchase 10 Months  |Purchase 10 Months  Purchase 10 Months = Purchase Months Purchase Months Purchase Months Purchase Months
10% each month 10% each month 4,5.&6 33%each 4,5 &6 33%each 789&10 25%each 7,89,&10 25% each
Average Average Average Average Average Average Average
Feb 00-Aug Premium Indemnity ~ Premium  Indemnity Premium Indemnity ~ Premium  Indemnity Premium Indemnity ~ Premium  Indemnity Premium  Indemnity

Per CWT $0.63 $0.78 $0.63 $0.78  $0.12 $0.24 $0.75 $0.82  $0.20 $0.33 $0.85 $0.98 $0.27 $0.41
Bft Cost Ratio 1.23 1.23 2.00 1.10 1.68 1.16 1.56

Maximum  $24,417  $110,097 $2,442  $11,010 $1,002 $6,945 $2,773  $11,822 $1517 $8,824 $2919  $15,169 $1,565  $12,167

Minimum  $5,109 $0 $511 $0 $4 $0 $662 $0 $13 $0 $857 $0 $56 $0
Sales perioc ~ Average/ cwt Average/ cwt Average/ cwt Average/ cwt Average/ cwt
since Premium Indemnity ~ Premium  Indemnity Premium Indemnity  Premium  Indemnity Premium Indemnity ~ Premium  Indemnity Premium  Indemnity

$0.83 $2.05 $0.76 $2.05  $0.24 $0.92 $0.93 $2.32  $0.32 $1.20 $1.19 $2.55 $0.53 $1.10|
Bft Cost Ratio 2.48 2.48 3.82 2.51 3.72 2.14 2.09

Premium Indemity ~ Premium  Indemity ~ Premium Indemity ~ Premium Indemity Premium Indemity ~ Premium Indemity  Premium  Indemity

$15262  $41,009 $1526.24 $2,665.59 $398.87 $1,409.71  $1,759.15 $4501.15 $624.94 $2270.22 $2,178.79 $4,879.14 $1,028.86 $2,044.93|
Maximum $18,583  $83,791 $2,442 $8,379  $1,002 $5,379 $2221  $11822  $924 $8,824 $2,653  $13221 $1,309  $12,167
Minimum ~ $12,112 $2,778 $1,211 $278  $183 $0 $1,310 $0  $272 $0 $1,709 $370 $711 $0

: ﬁ? DalryEXCELLENCE
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Thank-you
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‘._*_?a-f Empowering the People, Creating the Partnerships, :
Coordinating the Resources to GROW Dairy Profitability In Pennsylvania.

Consumer & Media

Here you will find valuable information to help you make better decisions in
your role as a stakeholder in Pennsylvania's dairy industry.

Producers and Industry Professionals will find tools to help
improve on-farm profitability, while Consumers and Policy
Makers will find information on the value of dairy in Pennsylvania
and what producers provide to our state. Educators will find
resources to teach children about dairy.

News & Events

Jun 30 -- OPEN HOUSES/DAIRY TOURS KICK OFF IN BERKS COUNTY
Jun 20 —- DART MEETINGS FOCUS ON ENERGY, RISK MANAGEMENT
Jun 11 —- 'GROW DAIRY' GRANTS FUEL INVESTMENT IN PENNSYLVANIA
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RMA

o ——— Alan Zepp

-l Risk Management Program Coordinator
azepp@centerfordairyexcellence.org

(17-420-7448
717-346-0849

n

pennsylvania & Daiyocuence

DEPARTMENT OF AGRICULTURE



NEW CHANGES Coming to DAIRY Gross Margin Ins. Program

WASHINGTON, DC, Aug 25, 2010 - RMA announced today that the Federal Crop Insurance Corporation

Board of Directors (Board) approved revisions to the (LGM-
Dairy) insurance plan at its August 12, 2010, meeting. The approved revisions include:

- Federal premium subsidy — 18% /zero deductible to 50% /$2
deductible

- Deductibles — from zero to $2 /Cwt. in $0.10 intervals (current max.
is  $1.50/cwt.)

- Premium payment timing due — End of coverage period.

- Adjustment feed loads amounts and values - based on information
provided by the National Milk Producers Federation..

RMA and lowa Agricultural Insurance Innovations, the owner of the LGM insurance plans, are
working together to implement the Board-approved revisions.

The tentative release of the revisions will be in the fall of
2010.

RMA reminds approved insurance providers that solicitation, sales, é@ﬁ”@DﬁWEK@EﬁEEN{E
changes is prohibited until RMA releases the revised LGM-Dairy instirance plan materials and make
them available to the public.
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Deductibles and Cost

Il /cwt quantities are ratios per Covered Milk. Show ratios per Farm Milk

. Gros; Premium 0
Deductib Totgl Prem/cw | Margin as % of | GMG/ewt Yo % GMG Prob. of
Premium t Guarante Prem/cw
GMG Change
e t change
P cw ($/cwt) (%) (%) ($/cwt)
D | 0.64 | 225394 [ 5.65 11.27 - -
d 0.58 | 223394 | 5.24 11.17 -8.16 -0.89
0.2 | 0.54 | 221,394 | 4.84 11.07 -15.9 -1.7
0}3 | 0.49 | 219,394 [ 4.46 10.97 -23.16 -2.6
] 0.45 | 217,394 4.1 10.87 -30 -3.5
055 | 041 | 215394 | 3.76 10.77 -36.4 -4.44
0.5 0.37 | 213,394 | 3.44 10.67 -42.37 -5.3
0. 0.33 | 211,394 | 3.14 10.57 -47.92 -6.2
053] 0.3 209,394 | 2.85 10.47 -53.12 -7.
09| 0.27 | 207,394 [ 2.58 10.37 -57.93 -7.9"
| | 0.24 | 205394 [ 2.33 10.27 -62.38 -8.8
1 0.21 | 203,394 2.1 10.17 -66.44 -9.7
0.19 [ 201,394 [ 1.89 10.07 -70.14 | -10.6
0.17 | 199,394 1.69 9.97 -73.53 | -11.54
4 0.15 | 197,394 [ 151 9.87 -76.62 | -12.42
5 0.13 | 195394 | 1.34 9.77 -13.31
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September 8,9,10
2010
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Sensitivity Analysis

/\

ductibl Total Gross Margin | Premium as Prob. of
Level Premium Premicwt Guarantee % of GMG GMGlewt % Premicwt 6 GMG Payout
change Change
($ewy) (%) (Slewt) %) (%) (ew) (%0)

0 12,404 0.62 0.62 222,675 5.57 11.13 11.13 - - 51
0.1 11,367 0.57 0.57 220,675 5.15 11.03 11.03 -8.36 -0.9 49
0.2 10,384 0.52 0.52 218,675 4.75 10.93 10.93 -16.29 -1.8 46
0.3 9,457 0.47 0.47 216,675 4.36 10.83 10.83 -23.76 -2.6 43
04 8,584 0.43 0.43 214,675 4 10.73 10.73 -30.79 -3.54 40
0.5 7,772 0.39 0.39 212,675 3.65 10.63 10.63 -37.34 -4.44 38
0.6 7,016 0.35 0.35 210,675 3.33 10.53 10.53 -43.44 -5.3q 35
0.7 6,312 0.32 0.32 208,675 3.02 10.43 1043 -49.12 -6.24 33
0.8 5,652 0.28 0.28 206,675 2.73 10.33 10.33 -54.43 -7.19| 30
0.9 5,042 0.25 0.25 204,675 2.46 10.23 10.23 -59.35 -8.08 28
1 4,480 0.22 0.22 202,675 2.21 10.13 10.13 -63.88 -8.98 26
1.1 3,965 0.2 0.2 200,675 1.98 10.03 10.03 -68.03 9.88 24
1.2 3,493 0.17 0.17 198,675 1.76 9.93 9.93 -71.84 -10.78 21
1.3 3,067 \ 0.15 0.15 196,675 1.56 9.83 9.83 -75.27 -11.68 19
\ 14 | 2,684 \ o3 / 013 194,675 1.38 973 9.73 -78.36 1257 {17
\ 15 / 2,339 \o12 / 0.12 192,675 1.21 9.63 9.63 -81.14 1347 | 15
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Current-10 Year & August
Margins

Expected September Margins vs August Closing & 10 Year Average
Actual Margins on 9-10-10
$13.00 —
$12.00 |1 I
I i s fn gl Tl
$11.00 {41 || | = ! | | |
(| " IR 7 IR T IR IR
¢ $10.00 {4 =t B Bl i 18 = == — —
3 SN , | , | | | | | | N
$9.00 - : 11k | | I I | | | | | B
I
$8.00 | : - : = B : a Is BN : :
| | | | | | |
stoo IR (NI ‘BB B '® I 'BI B HI QD
i IR IR IR IR IR IR IR IR |
$6.00 T — T T T T T = T T
Oct Nov Dec Jan Feb March Aprii May June July Aug
i 10 Yr Average Actual Margin @ $0 deductible
B Expected Margins-Projected September 2010 $0 deductible
O August Closing Expected Margins
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October 6, 7, & 8

Avg.
Covered Soyb
Covered Covered Soyb ean
Insured Prod Corn ean Avg. Milk Avg. Corn Meal
Mont uctio Equi Equi Futur Futur Futur Gross Margin Guarantee
hs n \Y \Y es es es @ Base Deductible
(cwt) (Tons) (Tons) ($/cwt) ($/bu) ($/Tons) Total (%) Per cwt ($)
Dec-10 2,000 28.00 4.00 15.33 5.05 302.73 24,399 12.20
Jan-11 2,000 28.00 4.00 14.52 5.08 304.02 22,740 11.37
Feb-11 2,000 28.00 4.00 14.00 5.12 305.09 21,663 10.83
Mar-11 2,000 28.00 4.00 14.05 5.15 306.16 21,725 10.86
Apr-11 2,000 28.00 4.00 14.05 5.17 306.79 21,698 10.85
May-11 2,000 28.00 4.00 14.04 5.20 307.42 21,650 10.83
Jun-11 2,000 28.00 4.00 14.06 5.21 308.19 21,672 10.84
Jul-11 2,000 28.00 4.00 14.49 5.23 308.95 22,514 11.26
Aug-11 2,000 28.00 4.00 14.84 5.12 307.31 23,325 11.66
Sep-11 2,000 28.00 4.00 15.12 5.02 302.88 24,008 12.00
°h'@__ DcENTEn FOR
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Scenario

age =

Indermity

Feb00-AugQ $178218 $204254  $1H011 236381  $1439%66 $177331  $1,439668
Bft Cost Ratio 115 il 123

IVonth Averd

ge age

Indenmity Indenmity
123 200

Month Avera Month Avel

Per ONT $L03 $0.78 $024

#of Months 51 53 23

Maximun $15,169 $110,097 $6,945

Minimum 0 0 $0
Sales perioc  Average/ cwt Average/ cwt Average/ cwt Average/ cwt Average/ cwt

since Premium Indemnity Premium Indemnity Premium Indemnity Premium Indemnity Premium Indemnity

August08 | $093 32| #1825  $077  ®05[ $08]  $205| 024 092
Average total Average total Average total Average total Average total

Premium Indemity Premium Indemity Premium Indemity Premium Indemity Premium Indemity

| $1,768.11] $4,644.57| | $2,172.75| $5,007.61| | $1530.72| $2,66246|| $15307] $40,961|| $398.87| $1,409.71]

Maximun $221  $11,82 $2653 $13221  $2442 $3379  $18583 $33,791 $1,002 $3M9

Minimum

$1,411 $0  $1,709 $70  $1,211 $278  $12112

Aug0B8Augl:  $31,579 $78958  $306P9 6269 1614 $53249 $216,145

Bft Cost Ratio 290 2.16 246

-E5: DallyEXCELLENCE

$2,778
$532,488
246
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$1.50 deductible

$1.50 deductible

$1.50 deductib

Purchase 10 Months ~ Purchase 10 Months  Purchase 10 Months  Purchase Months Purchase Months ~ Purchase Months Purchase Months
10% each month 10% each month 4,5.8&6 33%each 4,5.&6 33%each 789&10 25%each 78,9&10 25% each
Average Average Average Average Average Average Average
Feb 00-Aug Premium  Indemnity ~ Premium  Indemnity Premium Indemnity  Premium  Indemnity Premium Indemnity  Premium  Indemnity Premium  Indemnity
Per CWT $0.63 $0.78 $0.63 $0.78  $0.12 $0.24 $0.75 $082  $0.20 $0.33 $0.85 $0.98 $0.27 $0.41
Bft Cost Ratio 1.23 1.23 2.00 1.10 1.68 1.16 1.56
#of Month 114 53 114 53 113 23 117 52 117 36 113 50 113 30
Maximum  $24.417  $110,097 $2442  $11010 $1,002  $6,945 $2,773  $11822 $1517  $8.824 $2919  $15169  $1565  $12,167
Minimum $5,109 $0 $511 $0 $4 $0 $662 0 3 $0 $857 $0 $56 $0
Sales perioc ~ Average/ cwt Average/ cwt Average/ cwt Average/ cwt Average/ cwt
since Premium  Indemnity  Premium  Indemnity Premium Indemnity  Premium  Indemnity Premium Indemnity  Premium  Indemnity Premium  Indemnity
$0.83 $2.05 $0.76 $2.05  §0.24 $0.92 $0.93 $232  $0.32 $1.20 $1.19 $2.55 $0.53 $1.10|
Bft Cost Ratio 248 2.48 382 251 372 2.14 2.09
Premium Indemity ~ Premium Indemity Premium Indemity ~ Premium Indemity Premium Indemity ~ Premium Indemity Premium  Indemity
$15262  $41009 $152624 $2,66559 $398.87 $1409.71 §1759.15 $4501.15 $624.94 $2.27022 $2,178.79 $4,879.14 $1,028.86 $2,044.93|
Maximum  $18583  $83,791 $2442  $83719 $1002  $5379 $2221  $11822  $924  $8.824 $2653  §13221  §1309  $12,167
Minimum  $12112  $2,778 $1,211 $278  $183 0 $1,310 $0 202 $0 $1,709 $370 $711 $0
Aug08-Aug  $215111 $533118  $21511 §53312 $6278 $23965  $31474  $78963 $10977  $40864  $30916  $66269  $13693  $28,629
[T gcanten ro
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LGM net cost

Pa All milk prices vs LGM NET

$24.00
$22.00 +
$20.00
'g $18.00 - LL
5 Va5 /
$16.00 + ' \
$14.00
$12.00
$10.00 T T T T e % % % % % % % 2 A E L %% % 2 e % 23
9 9 9 9 9 d9 9 39 39 9 9 9 39 9 9 939 393939 3339 39339 agaaqaaa
S B 4 b o a4 b A Do a9 Dd o a4 b e a4 Db oS A DS aDdDd a Db
=—Pa All milk price —— Net milk price LGM 4,5,6
Net milk price LGM 10 month @ 10 % ——Net milk price 10 month 10%/ month $1.50 deductible
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Average Monthly Margins

$/cwt

$12.25
$12.00

Average LGM Dairy margin by month

$11.75 -

$11.50 -

$11.25 -

$11.00 -

$10.75 -

$10.50 -

$10.25 - I

$10.00 - ‘ ‘ ‘ ‘

& Q ¥ 3\" S
Q8 ¥ @ N g

B LGM Dairy margin
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10 Months 100%
Coverage

Feb 00-Aug ¢ $1,439,668 $1,773,309
Bft Cost Ratio 1.23

Per CW T
# of M onths
Maximun
Minimum

Sales period Average/ cw't
sinc e Prem ium Indem nity
August-08 | $0.8 3 | $2.05 |
Average total
Prem ium Indem ity
| $15,307 | $40,961 |
M axim un $18,58 3 $83,791
M inim um $12,112 $2,778

Aug08-Aug 09 $216,145 $532,488

BftCostRatio
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Deductibles

Effect of Deductible on Payout Probability

55.0
50.0
45.0
40.0
35.0
30.0

Probability of Payout

0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4
Deductible ($/cwt)
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Insure Cash Flow

 Purchase Dairy Gross Margin
every month

 Purchase 1/3 of production each
month for months 4,5,&6

|'( :? o': EEEEEEEEE
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Benefits

 Monthly payments
e Monthly indemnity checks

e $0 net costs
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Scenarios

/A

Feb 00-Aug 0¢ $1/,2 218 $204,254 $194,011 ©235,381
Bft Cost Ratio 1.15 1.21

Month Aver

Per CWT $1.03

# of Months 51

M aximun $15,169

Minimum $0
Sales period Average/ cw't Average/ cw't

sinc e Prem ium Indem nity Prem ium Indem nity

August-08 | $0.93| $2.32| $1.18 | $2.55 |
verage total Average total

Prem ium Indem ity Prem ium Indem ity
[$1,768.11]3$4,644. | $2,172.75]$5,097.61

M axim un $2.,221 $11 422 $2,653 $13,221

M inim um $1.,411 $0 $1,7009 $370
Aug08-Aug 09 $31,579 ¢ 78,958 $30,699

BftCost Ratio 2.50

M!n \
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10% /Month- 10
Months

Feb 00-Aug 0¢
Bft Cost Ratio

Per CWT
# of Months
Maximun
Minimum
Sales period
sinc e

256,004
2.00
Month Aver

$177,331 $28,054

1.23

S143,966

$0.24
23
$6,945
$0

Average/ cwt
Prem ium Indem nity

Average/ cwt
Prem ium Indem nity

August-08 $0.7 7] $2.05] | $0.2 4| $0.92|
Average total Averagetotal\
Prem ium Indem ity Prem ium Indem ity
| $1,530.72] $2,662.46|| $398.87[%$1,409.71]
Maximun $2,442 $8,379 $5,379

Minim um
Aug08-Aug09
Bft Cost Ratio

$1,002
$1,211 $278 $

$21,614

CENTER FOR

DalryexCELLENCE

7y Pans
A Y Ry
ot 4
[ - LAY
iy w
"1
| - ﬁ ~)
v ~ [
W /
\ "l ‘\o'_',
wVy +%
o 537



Buy $13.00 Margin

# of Months $13.00 Margin is Available

=3

O O O < N O
—

SUIUO JO #

0T-1dv
60-100
60-1dv
80-100
80-1dv
/0-190
L0-1dy
90-190
90-1dvy
50-190
G0-1dy
#0-190
70-1dvy
£0-100
€0-1dy
20-190
20-1dy
10-100
T0-1dy
00-190
00-1dy

139 Months -$13 Margins 58 Months -Indemnity 36 Months

$13 Margins ====3$13 Indemnity
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Buy $12.00 Margin

# of Months $12 .00 Margin is Available

\J

Nl

AV,

A

—

LA

10 -

00 O© I N O

SYUIUOI JO #

0T-1dv
60-100
60-1dvy
80-100
80-1dy
L0-190
L0-1dy
90-190
90-1dVy
G0-100
Go-1dy
¥0-190
y0-1dy
£0-100
€0-1dy
20-100
20-1dy
10-100
T0-1dy
00-100
00-1dvy

139 Months-$12 Margins 77 Months-Indemnity 44 Months

$12 Margins e==3$12 Indemnity
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Price Predictor
Pricing Opportunity

$20.00
$15.00
$10.00

$5.00

Class Il Annouced price vs closing 9 months previously

— Class Il Announced Price —9-Months Prior Future's Settlement

Jan-00
Jan-01
Jan-02
Jan-03
Jan-04
Jan-05
Jan-06
Jan-07

| Jan-08
Jan-09
Jan-10




Expected Prices
Determined

!

Producer feed Inputs
Target milk Marketings
(All or part of your milk)

Expected Gross Margin
(ins. guarantee)
Minus
Actual Gross Margin

Indemnity

How
Dairy
GM

i} Works

Expected
Gross Margin

(Ins. Guarantee) j>

D

Actual Gross
Margin is
Calculated

%

Actual Prices
Determined




Margins

$6.00

BREE
83838

60-TeN

8 3 3 3 8 8

60-1°0

60-7ON
60-%92Q
oT-uer
oT-ged
OT-enN
OT-1dv

oT-ReiN

oT-unc

ot-Inc
ot-bny
ot-des
0T-190
OT-ON

0T-%ed

Expected Gross Margin (EGM) by enrollment period vs Actual Gross Margin (AGM) with zero deductible

TT-Uer
TT-ged
TT-/eN
TT-1dv

TT-Ren
TT-ung

—&— Aug-08 EGM/cwt
—— Jan-09 EGM/cwt
~—Jun-09 EGM/cwt
—J— Nov-09 EGM/cwt
—— Apr-10 EGM/cwt

—— Sep-08 EGM/cwt
—— Feb-09 EGM/cwt
——Jul-09 EGM/cwt
—— Dec-09 EGM/cwt
—— May-10 EGM/cwt

—a&— Oct-08 EGM/cwt
—— Mar-09 EGM/cwt
—l— Aug-09 EGM/cwt
—— Jan-10 EGM/cwt
~——Jun-10 EGM/cwt

—— Now-08 EGM/cwt
—— Apr-09 EGM/cwt
—Jl— Sep-09 EGM/cwt
—&— Feb-10 EGM/cwt
0 Jul-10 EGM/cwt

—— Dec-08 EGM/cwt

—o— May-09 EGM/cwt

—&— Oct-09 EGM/cwt

—— Mar-10 EGM/cwt
AGM cwt
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Milk Margin

Milk Price / cwt

: Feed Cost / cwt milk

Milk Margin




Advantages of Dairy GM Policy

J Convenience

 Producer can insure from 1 to
10 months each sales period.

 Producer can deal with a local
Crop insurance agent

e Dairy GM does not forfeit
upside gains (profits)
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Advantages of Dairy GM Policy

J Customization

* The Dairy GM policy can be
tailored to any farm size.

e Contract size Is not an Issue.

* Producer can insure any
portion of their production

I
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How Much Does Dairy GM

Cost?

Premiums are Revenue Neutral

— Administrative costs are subsidized, all
premiums are used only to pay indemnities,
which are intended balance over time

High price volatility - higher premium
Insure 10 consecutive months, pay

less per month
months insured

$0.00 deductib
$1.50 deductib

than when fewer

es costs more than
&
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Dairy Gross Margin

Federally reinsured

Flexible
—Contract size
—Time periods
—Deductibles

S ~_.% . CENTER FOR
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Time Periods ....

Twelve insurance periods each
calendar year

All or any portion of expected milk can
be covered

Maximum milk enrollment — 240,000
Cwts. Annually

Portions of expected monthly
production can be “stacked”
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