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Dairy Income over Cost Margin Risk
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Margin Protection Program for Dairy Producers
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 Voluntary USDA risk management program that replaces MILC 
program.

 Offers protection against low margins that may come from low 
milk prices, high feed prices, or a combination of both. 

 Provides a payment when “the margin” falls below a specified 
level, insurable margin levels are $4.00 to $8.00 in $0.50/cwt 
increments.

 Very simple and hassle-free



MPP Coverage Levels and Premiums
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Coverage 
Level

First 4mil lbs
($/cwt)

Above 4 mil lbs
($/cwt)

$4.00 $0.000 $0.000

$4.50 $0.010 $0.020

$5.00 $0.025 $0.040

$5.50 $0.040 $0.100

$6.00 $0.055 $0.155

$6.50 $0.090 $0.290

$7.00 $0.217 $0.830

$7.50 $0.300 $1.060

$8.00 $0.475 $1.360



Actual Dairy Production Margin: Historical
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Actual Dairy Production Margin: Historical
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CAT Coverage: $4.00/cwt
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Coverage Level: $6.50/cwt

8



The highest coverage level: $8.00/cwt
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MPP-Dairy Payments: $5.50 Coverage Level
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MPP-Dairy Payments: $6.50 Coverage Level
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MPP-Dairy Payments: $6.50 Coverage Level
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MPP Coverage as % of 2015 U.S. Milk Production
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MPP Coverage as % of 2015 and 2016 U.S. Milk Production
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Focus on Probability of Indemnity Payments
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Focus on Probability of Indemnity Payments
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Fragility vs. Robustness

FRAGILE – If your farm would have 
serious problems surviving a major 
downturn in profit margins.

ROBUST – If your financial position and 
cost of production allow you to withstand 
a very large and prolonged unexpected 
downturn in profit margins.

ANTIFRAGILE – If your farm benefits from 
milk and feed price volatility. For 
example, if you have very strong financial 
position, low cost of production, and 
have protected against downside in 
margins. Then as your competitors go out 
of business, you will have an opportunity 
to buy their farm at a great price. 
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Is your farm fragile or robust? A PLS Approach

Profitability: How much money 

will I lose if the year turns out to 

be unexpectedly really bad? 

Liquidity: Will my working 

capital suffice to cover those 

losses or will I have to take on 

more debt?

Solvency: If I have to take on 

more debt, will my lenders want 

to lend it to me? 

19



IOFC Margin Basis Should Matter
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Non-Feed Expenses Should Matter
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Other Revenue Should Matter

22

• Dairy producers in some regions of 
the U.S. engage more substantially 
in grain production.

• Other sources of income can 
include revenue from dairy beef, 
sales of cattle genetics 
(replacement cows, embryos), non-
farm income



Cash-Flow Breakeven IOFC Margin
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Cash-Flow Breakeven Farm-Specific Margin = 
Expenses, Other than Feed ($/cwt) 
– Other Revenue ($/cwt))

Cash-Flow Breakeven MPP-Dairy Margin = 
Expenses, Other than Feed ($/cwt) 
– Worst Case IOFC Basis over MPP 
– Other Revenue ($/cwt))



Profitability
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Net cash income per cwt = 
(Realized IOFC Margin 
– Break-even Cash Flow Margin)
– MPP Premium Costs 
+ max(MPP Coverage Level – Realized MPP Margin,   

0) 
x MPP Coverage Percentage 
x Production History/Expected Milk 

Production 

+ (CME Hedged Margin – Realized Margin) x 
Percent of Milk Production Hedged



Assets Value Should Matter
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• Drylot vs. Cross-
Ventilated Barns

• Purchased vs. Grown 
Feed



Liquidity
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Ending working capital per cow = 
Beginning working capital per cow 
+ (Net Income per cwt x Realized Milk 
Production/ # Milk Cows).



Solvency
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Ending Debt-to-Asset Ratio = 
f(Beginning Debt-to-Asset Ratio,

Asset/Cow
Impact of Crisis on Value of Farm Assets)



How to make a well-reasoned risk management decision?
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Loss Tolerance
Balance Sheet 
Considerations

Other Operating 
Costs

Required Farm-level 
IOFC Margin

IOFC Basis

Optimal MPP 
Coverage 

Level

Implied Subsidies



Based on 6-case studies

• A Young Dairy Family in 
Minnesota

• The Costs and Benefits of 
Homegrown Feeds on a Dairy 
in Minnesota 

• An Efficient Large Dairy in 
California

• A Financially Strained Dairy in 
Central Valley in California

• Dealing with Declining Milk 
Price Basis in Michigan

• Insights from Northeast Dairy 
Farm Summary
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http://dairymarkets.org/MPP/Tool/

Step 1: A Ruthless IOFC Margin Scenario Analysis
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Step 1: A Ruthless IOFC Margin Scenario Analysis
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Your 

Farm 

Profile

Stress-test 

outlook 

scenario

Building Your Farm Profile 
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An example: A Large Financially Strained CA Dairy in Central Valley
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Category Budget

Cows 1,400

Expenses, Other than Feed ($/cwt) $6.80

Worst-Case IOFC Basis over MPP -$2.50

Revenue Per Cwt $1.00

Working Capital Per Cow $643

Assets Per Cow $16,643

Debt-to-Asset Ratio (At Market 
Value)

41%

Effect of Crisis on Assets Value -10%
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Coverage 
Choice

MPP-Dairy Costs Profitability Liquidity Solvency

Total $/cwt Net Income
Working 

Capital Per 
Cow

Debt/Asset
Ratio

No MPP $0.00 $0.00 -$3.60 -$276 48.5%

$4.00 $100 $0.00 -$3.60 -$276 48.5%

$4.50 $5,471 $0.02 -$3.56 -$266 48.5%

$5.00 $11,043 $0.03 -$3.31 -$200 48.3%

$5.50 $26,556 $0.07 -$3.01 -$125 48.0%

$6.00 $40,827 $0.11 -$2.66 -$35 47.7%

$6.50 $75,783 $0.21 -$2.36 $42 47.5%

$7.00 $215,087 $0.60 -$2.34 $46 47.4%

$7.50 $275,577 $0.77 -$2.11 $106 47.3%

$8.00 $357,146 $1.00 -$1.93 $150 47.1%



• Basis (which will be the new dairy policy fight in 2017/18) is 

endogenous, i.e. in equilibrium it’s inversely related to non-

feed expenses. Changing policy to accommodate regional 

differences in feed costs or milk prices may slow down spatial 

and size-based structural changes in milk production.

• For most dairies, the “free” CAT level ($4.00/cwt) does not 

materially reduce their losses in worst-case scenario analysis.

• Highly leveraged dairies should combine private risk 

management tools with MPP-Dairy. MPP in itself will not 

suffice.

• Meaningful risk management objectives:

• Preserve working capital above $X/cow (e.g. $300/cow)

• Maintain debt/asset ratio below $X% (e.g. 55%)

Summary conclusions from case studies
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