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Dairy Margin Coverage 

Very Attractive for 2019  
By Kenny Burdine 

 

 

One of the most significant changes in the most recent farm bill involved the creation of the 

Dairy Margin Coverage (DMC) program.  The program works a lot like the MPP-Dairy program, 

but is much more attractive to producers as higher coverage levels are available, premiums are 

lower, and margins are calculated monthly.  Producers are also able to participate in the DMC 

program at the same time they participate in LGM-Dairy or purchase dairy revenue insurance.  

Since passage of the farm bill, an additional change has been made in the feed cost formula to 

include premium and supreme Alfalfa hay.  This change increases the cost of alfalfa used in the 

formula and lowers the DMC margin, making payment even more likely. 

  

Signups are ongoing for the DMC program for 2019 

and the decision for dairy producers is very easy this 

year.  Payments from DMC are going to greatly 

exceed premiums for 2019 on covered milk up to 5 

million lbs.  This is probably best illustrated by a 

quick illustration.  Let’s consider a dairy operation 

with a production history (based on the highest level 

of milk marketings from 2011 to 2013) of 3.158 

million lbs (roughly 150 milking cows and a rolling 

herd average of a little over 21,000 lbs).  I choose this 

total production simply to make the math easy.  At 

95% coverage, this dairy operation could cover 3 

million lbs or 30,000 cwt of milk. 

  

Premium for the $9.50 coverage level, on up to 5 

million lbs of production, is $0.15 per cwt.  For this 

illustration farm, covering 3 million lbs of production, 

this works out to $4,500 (30,000 cwt @ $0.15 per cwt).  Additionally, this farm would pay a 

$100 enrollment fee, for a total cost of $4,600.  However, DMC margins have been below the 

$9.50 level for the first five months of 2019.  Since enrollment this first year is retroactive to 

January, the DMC program is literally in the money right now.  Total payments for the first five 

months of 2019 will exceed payments by more than $8,000.  A more detailed summary, with 

calculations, can be found in table 1. 

  

 

 

KDDC 2019 Incentive Program 

KDDC is offering a one-time      

incentive program where they will 

cover one-half of the 2019 insurance 

premium for DMC up to $1000 per 

farm.  Producers must sign up for the 

$9.50 coverage level for 5 years.  

Farmers need   to make the insurance 

premium payment and then will be 

reimbursed after submitting the forms 

to KDDC consultants.  For more 

information, see your KDDC 

consultant or visit the KDDC website. 
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While enrollment for 2019 is pretty straightforward, one decision that producers likely will want 

to ponder is whether to sign up for all 5 years (2019-2023) at the $9.50 level.  Producers who do 

so will receive a 25% discount on their premiums, bringing the premium to $0.1125 per cwt per 

year for five years.  Some producers may elect not to do this, pay the higher premium level, and 

make their coverage election annually.  I understand this and agree that it provides more 

flexibility should market conditions change in the coming years. 

  

However, I do think a relatively strong case can be made for signing up for five years and taking 

the 25% premium discount.  A simple way to think about this is that one would want to decline 

the discount if they felt they would want lower coverage than $9.50 two of the five years.  Since 

we already know that 2019 will pay, this really means two of the next four years.  I went back 

and ran margins, premiums, and indemnities over the 10-year period from January 2009 to 

December 2018.  If the DMC program were in existence during that 10-year period, payments 
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Table 1. DMC Margins, Payments, and Enrollment Costs 

January through May 2019, $9.50 Coverage on 3 million lbs 

  January February March April May 
Jan – May  

Total 

US All 

Milk 
$16.60 $16.80 $17.50 $17.70 $18.00   

MPP 

Feed Cost 
$8.89 $8.89 $8.84 $8.88 $9.00   

MPP 

Margin 
$7.71 $7.91 $8.66 $8.82 $9.00   

Payment 

per cwt* 
$1.79 $1.59 $0.84 $0.68 $0.50   

Total $4,468.83 $3,978.83 $2,110.38 $1,689.67 $1,247.84 $13,495.54 

              

            

Payments through May $12,658.82** 

Enrollment Cost for 2019 $4,600.00 

Net Gain through May $8,058.81 

 

Assumes 95% coverage, at the $9.50 margin level for a dairy farm with production history of 

3,157,895 lbs. 

Figures may be slightly different due to rounding 

*This is paid on 1/12 of production history (30,000 cwt / 12 = 2,500 cwt) 

**Estimated payment is reduced by 6.2% for sequestration ($13,495.54 x 93.84%) 
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would have exceeded premiums in 9 out of the 10 years at the $9.50 coverage level.  History 

certainly doesn't predict the future, but I do think this is worth noting.  The only year that the 

program would not have "paid out" would have been 2014, which was an amazing year for dairy 

producers.  Given this, I think I would lean towards taking the premium discount and enrolling at 

the $9.50 level for all five years. 

   

There is a very good decision aid available to help dairy producers as they consider DMC 

program enrollment.  The tool will allow a dairy producer to enter production history for a 

specific dairy and will calculate premiums, and estimate payments, based on current market 

expectations.  The tool will show how "in the money" DMC currently is, will forecast margins 

for the remainder of the year, and can be found at: https://www.fsa.usda.gov/programs-and-

services/farm-bill/farm-safety-net/dairy-programs/dmc-decision-tool/index.   

  

The FSA DMC fact sheet can be found at https://www.fsa.usda.gov/Assets/USDA-FSA-

Public/usdafiles/FactSheets/2019/dairy_margin_coverage_program-june_2019_fact_sheet.pdf 
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