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1. Risk loving.

2. Risk neutral.

3. Risk adverse.

4. What are you talking about?
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Types of Risk Preference

Risk Averse

Risk Neutral

Risk Loving
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1. Don’t like risk, but I accept it.

2. Don’t like risk, so I take steps 
to protect my business.

3. Like risk, and take steps to 
protect my business.

4. Like risk, and take no steps to 
protect my business.
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I and my partner(s)…
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1. Have different feelings about 
risk, so we do nothing.

2. Have different feelings about 
risk, but we agree to take 
steps to protect our business.

What is Risk?

The probability of an event occurring that can impact 
your

 Current profit level

 Financial situation (equity position)

 Satisfaction and well‐being
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High risk = High potential profit

Low risk = Low potential profit

Relationship of risk and profit

Production   …yield/quality variability

Marketing   …changes in price/external conditions

Financial …variability in debt/equity capital and ability to meet 
cash demands

Legal/   …responsibilities for contracts, statutory compliance, 

Institutional tort liability, and 
business structure

Human   …managing people and
estate transfers

Sources of Risk
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Production Risk

Sources

Weather, pests, 
disease, technology, 
genetics, inputs 
(availability, quality, 
price), equipment, 
labor …

Marketing Risk

Sources

Product  quality 
(genetics, disease, 
handling, 
input/feed…)

Product price (quality, 
timing, global market, 
weather, government 
policy …)
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Identify Management Alternatives

• Assume the risk

• Avoid the risk

• Reduce the risk

• Transfer the risk

Federal Risk Management
Crop Insurance Programs

 A risk management tool for

 Production

 Price

 Revenue

U.S. Idaho

Total Crop Value Covered by 
Insurance $8,000,000,000 $800,000,000

Number of Policies 1.1 million 6,122

Acres Covered 256 million 2+ million

Commodities Covered 100 30
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Crop Insurance
Three Products Discussed Today

 Livestock Gross Margin for Dairy (LGM‐Dairy)

 Adjusted Gross Revenue Lite (AGR‐Lite)

 Pasture, Rangeland, Forage (PRF)

What is your experience
with LGM-Dairy insurance?
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1. What is LGM‐Dairy?

2. Have heard about it, but 
did not purchase it.

3. Have it, and will likely 
not purchase it again.

4. Have it, and will likely 
purchase it again.
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Livestock Gross Margin for Dairy
LGM – Dairy (cattle)

 First available in Idaho in 2011

 Participation in Idaho

 27 policies

 1,404,675 hundredweight of milk insured

 $22,132,484 of liability coverage

 Strong demand exhausted allocated underwriting 
capacity ($13.184 million)

 Sales for 2012 have been suspended

 Sales may resume in October 2012 (for 2013 crop year)

LGM – Dairy

 Provides protection when feed costs increase or 
milk prices drop

 Gross margin = Market Value of Milk – Feed Costs

 Prices based on simple average of CME futures 
contract daily settlement prices
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LGM – Dairy
Eligible Milk

 Milk sold for commercial or private sale intended for 
final human consumption

 From dairy cattle fed in any eligible state – Idaho is 
included

 >0 hundredweights to 24 million pounds per crop 
year

LGM - Dairy

 Sign‐up:

 12 times per year

 Sales Closing

 Must sign up on the last business Friday of the month

 Application includes

 Target marketings

 Corn and soybean meal equivalents

 (may choose) Default values for corn and soybean 
meal equivalents



2/7/2012

10

LGM - Dairy

 Insurance months

 Insurance period equals 10 months following the sales 
closing date
 Sales closing date of January 29th means Mar‐Dec insurance 

period

 Premium due at end of coverage period

LGM – Dairy
Cause of Loss

 Difference between gross margin guarantee and 
actual gross margin

 NOT

 Death loss

 Unexpected decreases in production

 Unexpected increases in feed use

 Anticipated or multiple‐year declines in milk prices

 Anticipated or multiple‐year increases in feed costs
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LGM – Dairy
Important Web Sites

 Risk Management Agency

 www.rma.usda.gov

 LGM Coverage Prices, Rates, and Actual Ending 
Values

 www3.rma.usda.gov/apps/livestock_reports/

 Premium Calculator

 www.rma.usda.gov/tools/premcalc.html

 List of insurance agents

 www3.rma.usda.gov/tools/agents/

Following this quick overview,
you are likely to?

1. Investigate purchasing 
LGM‐Dairy.

2. Continue purchasing it.

3. Not purchase it in the 
future.

4. Don’t know what I’ll do.
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What is your experience
with AGR-Lite Insurance?
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1. What is AGR‐Lite?

2. Have heard about it, but 
did not purchase it.

3. Have it, and will likely not 
purchase it again.

4. Have it, and will likely 
purchase it again.

Objective

• Manage production and price risk

• Risk Management tool for insuring farm 
commodities not currently insurable under   
stand‐alone crop insurance policies

Insurable causes of loss

• Revenue losses from natural causes

• Revenue losses from market fluctuation

Adjusted Gross Revenue - Lite
AGR-Lite
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• Whole‐farm revenue protection against
• Unavoidable natural occurrences

• Market fluctuations

• Stand alone or in conjunction with other crop 
insurance plans
• Except AGR

• Available in all counties in Idaho
• AGR, another crop insurance product, is available in 

Canyon, Payette, and Washington Counties

Adjusted Gross Revenue - Lite
AGR-Lite

AGR-Lite
Commodities Eligible for Protection

• Most Farm‐Raised Crops
– Grain/non‐grain crops

– Fruits and vegetables

– Nuts

– Nursery plants

– Floriculture

– Christmas trees

– Etc.

• Animals and Animal 
Products
– Livestock

– Aquaculture

– Milk

– Eggs

– Etc.

Excludes: Timber, forest, forest products, processed 
products, and animals for sport, show, and pets.
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AGR-Lite
No Coverage For

• Negligence, mismanagement, or wrongdoing

• Failure to follow good management and irrigation practices

• Water contained by any government, public, private dam, or 
reservoir

• Failure or breakdown of irrigation equipment or facilities

• Theft and vandalism

• Inability to market the commodities due to quarantine, 
boycott, or refusal of anyone to accept the commodities

• Lack of labor

• Failure of buyer to pay for commodities

• Based on five‐year revenue history

– Federal Income Tax Schedule F

• Premium Subsidy: 48% to 59%

– 65% level Government pays 59%

– 80% level Government pays 48%

Adjusted Gross Revenue - Lite
AGR-Lite
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AGR-Lite:
Eligibility Requirements

• U.S. citizen/resident

• File a federal farm tax return (Schedule F)

• Eligible county

• Liability not exceeding $1 million

• Same tax entity for 7 years

• Revenue less than 50% from commodities purchased for 
resale

• No more than 83.35% of revenues from potatoes

AGR-Lite
Important Dates for Application

• Timeline
– Sales Closing Date ‐March 15 

• New applications

• Revised reports for farms insured previous year

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

– Cancellation/Termination Date – January 31 

• Farms with previous year AGR‐Lite policy

– August 31 ‐ Contract change date
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AGR-Lite
Coverage Levels

Coverage Payment Minimum # of
Commodities

Maximum 
Annual Income

Level Rate

65 75 1 $2,051,282

65 90 1 $1,709,401

75 75 1 $1,777,777

75 90 1 $1,481,481

80 75 3 $1,666,666

80 90 3 $1,388,888

AGR-Lite 
Guarantee Example

Approved AGR $300,000

Coverage Level (20% deductible) x   80%

Trigger Point (loss payment begins) $240,000

Payment Rate (10% deductible) x   90%

Income Guarantee $216,000

• 5 year Average Revenue:  $300,000

• Expected 2011 Revenue:  $310,000

– AGR is Lesser of the Two ($300,000)
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AGR-Lite
Loss Payment Example

• Actual Revenue ‐ $70,000

• Approved AGR ‐ $100,000

• Coverage – Level 80%, Rate 75%

• Liability ‐ $100,000 x 0.80 x 0.75 = $60,000

• Loss Inception Point ‐ $100,000 x 0.80 = $80,000

• Loss Scenario ‐ $80,000‐$70,000 = $10,000

• Indemnity Payment ‐ $10,000 x 0.75 = $7,500

AGR-Lite
What Operations May Find AGR-Lite Useful

• Small to mid‐sized farms (<$2,000,000 in gross sales)

• Diversified cropping firms (those that have 3 or more 
crops can select better coverage)

• Farms that are susceptible to market and/or 
production losses (exception: when >50% of sales are 
from commodities purchased for resale)

• Organic (alternative enterprise) producers
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Following this quick overview,
you are likely to?
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1. Investigate purchasing 
AGR‐Lite.

2. Continue purchasing it.

3. Not purchase it in the 
future.

4. Don’t know what I’ll do.

What is your experience
with PRF insurance?
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1. What is PRF insurance?

2. Have heard about it, but 
did not purchase it.

3. Have it, and will likely not 
purchase it again.

4. Have it, and will likely 
purchase it again.
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PRF Insurance

Pasture, Rangeland, Forage Pilot Insurance Program

• Group risk plan for potential production losses

• Uses indexing

– Measure and compare conditions that affect forage 
production in specific areas over time

– Rainfall Index

– Vegetation Index 

PRF Insurance

Designed to give forage and livestock producers the 
ability to buy insurance protection for losses of forage 
produced for grazing or harvested for hay.

Covers:
 Grazinglands – perennial forage established  on 

land suitable and intended for grazing livestock.

 Haylands – perennial forage on land suitable and 
intended for haying.



2/7/2012

20

PRF Insurance

Rainfall Index

• Indemnity payments are possible when the final 
index of rainfall for a grid (final grid index) falls 
below average precipitation patterns (trigger grid 
index).

Vegetation Index

• Indemnity payments are possible when the final 
index of vegetation greenness for a grid (final 
grid index) falls below the insured’s trigger grid 
index. 

PRF Insurance
Vegetation Index

• Uses data from the U.S. Geological Survey Earth 
Resources Observation and Science data center.

• Estimates plant condition in approximately 4.8 x 4.8 
mile grids.

• A measure of the average vegetation index patterns 
for the grid.

• Not a direct measure of your production. 

• The healthier the plants in a given grid, the higher the 
greenness index will be. 
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PRF Insurance
How Vegetation Data is Measured

The data is called the Normalized Difference 
Vegetation Index (NDVI). 

• NDVI is a measurement of the density of 
photosynthetic biomass on the ground.

• Results are obtained from the processing of satellite 
imagery.

Loss payments are based on the difference between 
the normal NDVI data (expected grid index) and the 
actual grid index experienced during the months 
insured. 

PRF Insurance
Vegetation Index Intervals

NDVI data is collected during an index interval. 

• An insured producer may select any 3‐month index interval

– March through October in Idaho

• Index intervals cannot overlap

Index Interval 1

Month 1 Month 2 Month 3

April May  June

Selection 1 Selection 2

Incorrect Index Interval Selections

You cannot select two intervals that contain the same month.

Correct Index Interval Selection

Index Interval 1

Month 1 Month 2 Month 3

April May  June

Index Interval 1

Month 1 Month 2 Month 3

June July August
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Indexes

• Expected Index Value

– Historical data for each grid for precipitation.

• Final Grid Index

– Measurement of actual precipitation during the 2‐month 
interval

• Trigger Grid Index

– Expected Index X Coverage Level

Coverage 
Level

Expected 
Grid Index

Actual Grid 
Index

Trigger Grid Index = 75   
(100 x 75%) Indemnity?

100

75%

44

Step 1: Select a Location

 State
 County
 Grid (longitude and latitude that best represents 

the location of the forage acreage the producer 
wants to insure - a specific code is associated 
with each grid)

 Information is available on how often a specific 
NDVI contract would have provided an indemnity 
payment and the size of the payment
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www.rma.usda.gov/policies/pasturerangeforage/
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Following this quick overview,
you are likely to?
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1. Investigate purchasing 
PRF.

2. Continue purchasing it.

3. Not purchase it in the 
future.

4. Don’t know what I’ll do.

2008 Insurance and Risk Management

Getting on Track: 
Better Management Through Basic Ag Records

Feasibility of Alternative Enterprises

Taxes for Agricultural Enterprises

Enterprising Rural Families

AGR-Lite

A Lasting Legacy

RMA Crop Insurance
On-Line Self Study Courses (RightRisk.org)
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Sponsors

 USDA Risk Management Agency

 Idaho Farm Bureau

 RightRisk, LLC

Speakers

 Jeffrey E. Tranel,  jtranel@erightrisk.com

 Rod Sharp, rsharp@erightrisk.com

Web Sites

 erightrisk.com

 coopext.colostate.edu/ABM/

 Idaho.erightrisk.com

Thank You!


