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Think of DRP as a Floor
of Revenue
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Floor Price Cost
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*Statewide per cow production will impact revenue. Producers can cover between 80-95% of revenue
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Key Decisions

*The value of milk of protected
*The quantity of milk production to cover
*Class or Components or Combination

*Level of coverage
* Premium subsidies depend on coverage level

Coverage
Level %

e Quarterly contracts Premiun o 4y w
. Subsidy %
* Protection Factor '

80 85 90 95

Dairy Revenue Guarantee

Price Milk Production
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$15.93 X 1,000,000 pounds x 95% =$151,335




Actual Milk Revenue

USDA Statewide

Production

x Annou nced x Adjustment
Prices

1,000,000 $13.78 100% = $137,800

Expected vs Actual Prices
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Expected vs Actual Revenue
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Dairy Revenue Calculation

Dairy Revenue Guarantee — Actual Revenue = Indemnity
$151,335 $137,800 = $13,535

State Indexed Milk Production

State Indexed Milk Production = Insured Milk Production * Yield Adjustment Factor
Why it matters? It impacts the amount of production used to calculate the revenue

Index = actual milk production per cow + expected milk production per cow

Example:
1.01 = 6,210 (actual production) = 6,144 (expected production)




Actual Milk Revenue (1% increase in
production)

USDA A
x Announced x Adjustment
Prices
1,000,000 $13.78 101% =$139,178

Actual Milk Revenue (1% decreasein
production)

Statewide
USDA Production
x Ann ou nced x Adjustment
Prices

1,000,000 $13.78 99% =$136,422




Protection Factor

* Provides a tool to better reflect the producer’s value of milk by
allowing the producer to increase the value of milk or components
insured between from 100% of the market value up to 150% in 5%
increments.

* Increasing the production factor increases premiums and indemnities,
when indemnities are paid. It does not result in more frequent
indemnities.

Dairy Revenue Guarantee (Max Protection)

Price Milk Production

5 5
o

8

E B &
3

E

£
T
HN 11
TET
UL

Coverage Protection
X Level X Factor
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$15.93 1,000,000 pounds 95% 1.5 =$227,002




Actual Milk Revenue

U S DA Statewide

e Protection
Announced ¢ | YR X Ector
Prices
1,000,000 $13.78 100% 1.5 =%206,700

Dairy Revenue Calculation

Dairy Revenue Guarantee — Actual Revenue = Indemnity
$151,335 $137,800 = $13,535

(Protection Factor)
Dairy Revenue Guarantee — Actual Revenue = Indemnity
$227,002 $206,700 = $20,302




Key Takeaways

* DRP Pros
* Effective risk management tool
* Subsidy provides good incentive
* Inexpensive when compared to futures and options
* Flexible

* DRP Cons

* A lot of moving pieces
* Many decisions

Questions?

Rvan.larsen@usu.edu
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