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o Certainty- lack of doubt
» Uncertainty- doubt about future events

* RISK- potential variation in e
the outcome of future events pastve | Evers




e Cost of Loss
— Income
— Resources
— Productive capacity, etc.

Negative
Events

» Cost of Uncertainty

— Worry, doubt, fear, misallocation
of resources, etc.

— With potential for gain or loss
comes moral or ethical implications

» Emotions = physical state of our body as it responds
to external stimuli

« Emotions are separate from our feelings
— Emotions- result in us from our actions (body state)

— Feelings- result in us from our perspective on
our actions (consciousness)

« Emotions have been found by
research to be necessary
for decision making*

* MIT Technology Review, A. Damasio, 2014.
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* RISK: The effect of uncertainty
on your objectives:

« Current profit level
- Financial situation
(equity position)
- Satisfaction and well-being

e Generational differences
» Gender differences

o Life stage/family
differences

« Life experiences

se are dynamic and

e .
Th over tume.

change
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Profits are  Upside: Greater risk taking

—r;f-l-l-l:; s fOI" usually leads to greater wealth
. over time

taking r isks « Downside: Losses from risk

taking can potentially be
devastating

» Managing risks are a matter of
evaluating tradeoffs

e How much risk (uncertainty) are
you willing to accept for possible
higher returns?

Sources of Risk in
Agriculture - Ag Risk 5
1. Marketing/Price Risk
2. Production Risk
3. Institutional/Legal Risk
4. Human Risk
5. Financial Risk
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Strategies for Managing Risk

1. Avoid it

2. Reduce it
a) Reduce the probability it will happen
b) Reduce the impact if it does happen
3. Transfer it outside
the business
a) Insurance
b) Contracting
4. Increase capacity to bare [
a) Increase reserves
b) Maintain flexibility
5. Accept it

RiswrRise.  RMA 522

Probability
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Risk
Protection

Probability

Premium

Net Income

Strategy Impacts

Panel 1: Same Mean, Less Dispersion Panel 2: Same Dispersion, Higher Mean

Panel 3: Skewing the distribution Panel 4: Truncating the Distribution

.......
- .
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Home. . Products = Courses.» Resources . Workshops = People v SPONSONS |

Risk Controls l

Market Risk - Production Risk - Institutional/Legal Risk - Human Risk - Financial Risk

Mmarket Risk

- risk associated with the uncertainty around markets and prices for inputs and outputs

- uEDA Agretural Marketing Secrice Montena Weekly Semma
o ey Muxice Comisioed Wid Avg - Ceftle Lewakic)

¥; ﬁ&w:wm.w
' Wm'mﬂ.mmmsmum Augiren Sumoey

= s0A .&nﬂr.!mﬂl'!ﬂlﬁmmﬂdﬁ_}umw

. um_wmﬂmmw_m_sd |
3 m.»'\uznmy!mrm_:ﬂ-u.m
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» ﬁm.&mx_mék_ﬂwﬂgm
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Whole-Farm Revenue Protection

* A whole-farm insurance product that provides
producers with risk management protection for all
eligible commodities on the farm under one

Whaole Farm Revenue Protection Pilot Area

insurance policy

« WFRP is a combination of
Adjusted Gross Revenue
(AGR) and Adjusted Gross ¢
Revenue-Lite (AGR-Lite)
policies

15

Whole-Farm Revenue Protection cont.

 Coverage is based on:

— The operation’s whole-farm historic average
revenue and expenses using information from
five consecutive tax years before the insurance
year (adjusted according to the WFRP policy and
procedures)

« An indemnity payment occurs when:

— Allowable Revenue during the insurance year falls
below the Insured Revenue (the amount of
revenue the farm operation is expected to earn
during the insurance year multiplied by the
coverage level elected)

16
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Whole-Farm Revenue Protection cont.

Liability Limit

Coverage Level

Omne Commodity
Payment Rate
Animal or An Produet Limit
Nursery and Greenhouse Limit

Potato Requirement

Replant Payments

Other Federal Crop Insurance

Market readiness amounts in
insured revene

Expanding operations
Cancellation/Termination
Contract Change
Sales Closing Date

Rating Methodology

$8.5 Million $1 Million
50-85 in 5% increments 65,75, 80
3 Commaodities for 80 and 85% *3 Commaodities
Not eligible for WFRF if only one il md that dity has an MPCI No Restriction
revenue product available,
None 75, 90
35% of expected revenue or up to $1 million (Max) None
None

35% of expected revenue or up to $1 million (Max)
Minimum of 2 Commaxdities

Mini with calculation) 4 -
[ (with caleulation)

of 2C fiti

None

Up to 20 percent of expected revenue for annual commodity with 20 acres or 20
percent of crop needing replant. Not allowed if also insured under MPCT with replant

provisions.
Optional - MPCI -buy up coverage level only for both WFRF and MPCL. No CAT
level MPCT allowed.
Yes No
Average allowable historic revenue ncreased by 10% if you can prove expansion and No
approved by AIP, to allow for minor farm growth that might not tngger indexing.
Same as sales closing date for county. (2128, 3/15) 31-Jan
31-Aug 31-Aug
In Actuarial Documents-same as dates for spring crops for county: March 15 New
2728 and 3/15 depending on county Jan 31 Carryover
Same as AGR

Same as AGR

RMA 524

65,75, 80
*3 Commodities
No Restriction
75,90
35 % of Expected Income
None
Minimum of 2 Commaodities

(with calculation)

None

MPCI required if 50% of
expected income from MPCI

crops
No

No

31-Jan

31-Aug
31-Jan

Rates revenue variability of
ndividual commaodities,

Whole-Farm Revenue Protection cont.

Whole-Farm Revenue Pratection

Cosrvan The minsmesem propoetion b be comtsdered a
oMoy o one-third of that sssoum
maesple, for com, soybeam,
TS5 e1h oty xch st ) P
2 8k leant 1.3 pavcers of the \otul pevermas of the
ety wsder WWF

Whole-Farm Revenue Protection for
Federal Crop Insurance

Insurance Year ]
" the

sppened ™
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gl for WERP coverage reqares you o

WERP

ten Reporting Requirements
Ttrvemae
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ot wil eceing 3
a1 the i

-

those mrketing o loval,

regionsl. farm wbersaty preserved. specialty. or daet
ket

Availability

Causes of Loss
WFRP provides peotection agamst the koss of inaused
Fevesue i 1 an wavoidsble natueal esme of ko, thit
oceurs dung the wmurance period and will akes prade
Geryover fous coverage if you are inasred the atlowing
year. See the policy for s st of covered mses of ho.

Important Dates

Sales Claning, Canvellation, & Terminstion Dates
Courty Speeific bruary 7% o Masch 14
Dperation Report Dhales
Files dely 15
ey 15

Late Fiscul Yaue ¥ilors: Fiscal Yaar Hegins

ber .. 30 days afler stam of fiscal year
Ooctuber 31
Contract Changs Date Aupat 31
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sy for yous coarey
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Hevenus Service (IR5) Claim puysients for o fovers

S urndee WP m puidl within M) s afer the
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USDA United States Department of Agriculture
Pt B

s 0 - == Farm Service Agency

Search FSA Tou are nere: foonome = 2
Disaster Assustance Programs
Go |
© Search Tips Noninsured Crop Disaster Assistance Program Related Topics
Browse by Audience Provides financial assistance to producers of noninsurable _ Emergency Assistance for
crops when low yields, loss of inventory or prevented planting : %&ﬂ-‘ﬂ"—"}'—'%&-ﬂd
Information For... v occurs due to natural disasters. rm-r
. Emergency Forest
~ Restoration Program (EFRP)
Browse by Subject Noninsured Crop Disaster Assistance Program (NAP) P
Related Information - ] (LFP)
» Aarial Photography - .
. - 1 licki T . Livestock Indemnity
¥ ARC/PLC Programs Program (LIP
* Commadity Operations + 2015 and subsequent crop vear basic provisions o Noninsured Crop Disaster
biCo son e display.(.POF, 229 KB) Assistance Program (NAP
: . Iree Assistance Program
b Dairy Margin Protection * View N Fa: {TaP)
Program
b Direct and Counter- « Noninsured Crop Disaster Assistance Program;
Cyclical Program/ACRE Interim Rule ( PDF, 416 KB, Dec 15, 2014) | Want To...
» Disaster Assistance o Vi = i
Programs Provisions (220 KB}

www.fsa.usda.gov/nap

19

RiewrRisc.  RMA 224

Noninsured Crop Disaster
Assistance Prgr‘am (NAP): ELIGIBLE crops

 ELIGIBLE CROPS:

— Any commercial agricultural crop (excluding livestock
and their by-products), commodity, or acreage of a
commodity grown for food or fiber, and commercial
or industrial crops for which CAT or additional
coverage is not available

— Biomass crops or feedstock crop grown for purpose
of producing bio-based product

e CROPS NOT ELIGIBLE:

— Where CAT or additional level of
insurance coverage IS available

— Where Group Risk Protection
insurance IS available

20
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Noninsured Crop Disaster
Assistance Program (NAP): Coverage Summary

* NAP available for 2015 through 2018 crop years:
— CAT-level coverage 50/55, and

— Buy-up coverage
» 50, 55, 60 or 65 percent coverage at 100 percent of the
established market price
* Protects against eligible causes of loss during the coverage
period before or during harvest: drought, hail, excessive
moisture, freeze, tornado, hurricane, excessive wind,
insufficient chill hours (limited), earthquake, flood, volcanic
eruption

* Market price established by FSA as an average
market price for the eligible crop

21
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Noninsured Crop Disaster

Assistance Program (NAP): Cover'age UEdates

« Organic Crop Option
* May receive payment based on an organic price if
* RMA has established a separate organic price in the State

* Producers elect the organic option on CCC-471

» Acreage is certified organic or exempt from certification
according to the National Organic Program regulations

* A copy of organic system plan provided to FSA

» Direct Market Price Option

* May receive payment based on an direct market price if
» Buy-up coverage is elected with direct market price option

» Sufficient data is available for FSA to approve separate
average market prices within a State

22
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Noninsured Crop Disaster

Assistance Program (NAP): BUY-UP Coverage cont.

* Premium calculation:
Eligible acres
X Producer share
X Approved yield
X Coverage level
X 100% of market price
X 5.25 percent

®,

% NAP fees or buy-up premiums are
reduced by 50 percent for:

— Beginning farmers (BF)

— Limited resource farmers (LR)

— Socially disadvantaged farmers

Payment calculation:

Eligible acres

X Producer share

X Approved yield

X Coverage level (50/55/60/65%)

= Disaster level
less Production to count

= Net production for payment

X Applicable market price

X Price coverage (100% or 55%)
X Harvest factor (100% or 60%)
less Salvage value

(SDA) = calculated NAP payment

23
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Payment Limits

* NO person or legal entity, may receive directly or indirectly
more than:

— $125,000 total in payments under LFP, LIP, and
ELAP combined

— $125,000 total in payments under NAP
— $125,000 total in payments under TAP

* Anindividual or legal entity is ineligible for payments where
average adjusted gross income (AGI) exceeds $900,000

» A producer may receive benefits under a buy-up policy for crop
insurance and LFP/LIP/ELAP/NAP/TAP, but combined benefits
may not exceed the loss

24
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Farm Service Agency:
Noninsured Crop Disaster

=FA  FACT SHEET

FARM SEFVICE AGENCY

Ausgnt 3071

} for 2011 Tear

Assistance Program (NAP)
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» Selecting one or more options
for modifying risks and

implementing those options

 Involves a cyclical process of
assessing a risk treatment and
deciding whether residual risk
levels are acceptable

 If not, then selecting a new risk
treatment and assessing the
effect of that treatment until the
residual risk matches the risk

goal(s)

Hrafraf

; Eigig;g}g‘i;

USDA
== |

Panel 1: Same Mean, Less Dispersion Panel 2: Same Dispersion, Higher Mean

Panel 3: Skewing the distribution Panel 4: Truncating the Distribution

.......
.
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Toolbox

Financial

Management

Planning

; Risk Analysis

s ied %, Ratio Analysis
":"""5‘;:::‘5“(+ %3 | Tools Folder
“'Manageme“

tall Flash Player

l\grlcll““re Il Adobe Reader

(ﬂlnl

Risk Scenario Planrung R

Version
1.10

By
Johe P, Hanlat, Univarairy f Wisming
Dr. Jay Parsesa, Colorade Srate Unwersity

+ Risk Scenario Planner

- relatively minor changes d= “l'i i I
. . Ent r-pr
' EnTer‘pr‘lse R'Sk Risk :ﬂnl;s:er' °°
Analyzer
- larger changes

+ RDFinancial
- whole farm budget,
substantial changes

+ Machine Risk Calculator

- estimating machinery and .
field operation costs ‘

USDA
USDA




Added Costs

Drought Manogement Strategy - Vi-PRF

VI-PRE premium (unsutsicired) 5 112
|Vi-PRF subsicy 051 =
S 785 VI-PRF premium (subsidized, 620 |5 035 35183
5 - =
|

Version
1.10

By:

RMA

et s e

USDA
==

John P. Hewlett, University of Wyoming
Dr. Jay Parsons, Colorado State University
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Mouse
Over to
see Ratio
Formulas,

hatios |

Forne (Net of cull stk sales)

Liquidity [EcBeprming 5[5 Evs 58]
Current Ratio E———— 7.26 8.21
Working Capital S —— . $215,552 $248,383

Solvency
Debt/Asset Ratio reerrrrreeT 0.179 0.172
Equity/Asset Ratio 0.821 0.828
Debt/Equity Ratio 0.22 0.208

Profitability B Ending
Rate of Retumn on B Assets | sr——r—————— 4.96%
Rate of Return on Business Equity | e—— 4.58%
Operating Profit Margin Ratio R L T P, 0.13
MNet Business Income P— $110,890

Repayment Capacity
Term Debt and Capital Lease Coverage Ratio e ———————— 2.37
Capital Replacement and Term Debt R, Margin S— $33,482

Financial Efficiency
Asset Tumover Ratio = 0.38
Operating Expense Ratio e 0.73
Depreciation Expense Ratio e — 0.06
Interest Expense Ratio o — 0.03
Net Farm Income From Operations Ratio F 0.18

Check Sum 100.00%
Save, Load, Delete
Percent Crop Cost of Production
(I ! T A i
Percent Livestock Cost of
Ir— L B | 100%

Parcent Government Payments

Bh Income (Raised Brda Lvstk)

Gross Revenue

fpense [Excluding Inferest)
Fead Imventon Adiustment
ash Non-interes
Blgos E

- Operating

55 Income From Ooerations
liness income
p8S+Def Tax-Cash & Non-Cash

$572.361
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RumRise— |
[ o A2 Alfalfa
Enterprise . 3 CowCall | Mative H Dat H Establishment | Alfalfa - Baled | |
Risk Analyzer 4] FARM REVENUE
: o 5] TOTALFARM INCOME -CASH| 12175900  12.380.00 2.802.00 230600 2504000
- 6 | TOTAL NON-CASH INCOME ADJUSTMENTS
[ e e s | GROSS FARM REVENUE| 12175900 12.380.00 2.802.00 230600 2504000
a e Bt by, Usearuty of Maet 8 |
 ommagno =@ |9 FARM EXPENSES
T —————] | FARM EXPENSES -CASH|  86.843.00 £.557.00 1.756.00 229700  12.072.00
11 | FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS| 9855000 11.245.00 2.709.00 253600 15331.00
12| GROSS FARM EXPENSES| 18539300 17.80200 4.465.00 483300 27.403.00
13
14 | _NET FARM INCOME FROM OPERATIONS| (63.634.0 422.0 1.663.0 527.0 -363.00
15
16 [Break-Even PRICE Analysis
17 Alfalla
18| YIELD PER ENTERPRISE UNIT CowCall | Mative H 0atH Establichment | Alfalfa - Baled
19 Meviimum 400 175 ] ] 7]
20 Most Likely 373.97 15 3 254 3
21 | Minimum 350 1 15 15 15
22 |
23 | BREAK-EVEN PRICE - CASH EXPENSES
24 Minsmim 059 3230 kxiy) 4417 29.02
25 Most Likely 0.64 37.68 45.03 69.56 38.69
26 | M 0.68 5653 9005 117.79 72.38
27
28 | BREAK-EVEN PRICE - GROSS EXPENSES
29 Minimiin 127 8769 8587 9294 6587
30 Mast Likefy 1.36 102.31 114.48 146.37 87.83
3 Meaimum 145 153.47 22897 247.85 17566 |
32|
5| povabiily naysis (et cror) (o) () (o) [ ()
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9
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12
13
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15
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Machine Risk Calculator @ @
< — POWERED EQUIPMENT
. . = Equipment Name | WHEEL TRACTOR - 150 PTO HP! Q
Equipment Options CAB, AR, STR, PWRSFT @
Purchase Price $95,09.00 @
" - Year Quoted 2007 @
plahtccorillpoised o Useful Life (Hours) 12,00 @
i Annual Use (Hours) 1,000 @
SR RwA §UUVET MR, | Maximum Life (Years) 2 @
O COtt Factor 1 9. %8
Cost Factor 2 0119 @®
Back to Input WHEEL TRACTOR - 150 PTO HP
CAB, AIR, STR, PWRSFT
Purchase Price: § 95,096 Year Quoted: 2007
Hours to Wearout: 12,000 Maximum Life: 20 Years
Cost Factor 1: 0.976 Annual Use: 1,000 Hours
Cost Factor 2: 0.119 Repair Factor 1: 0.007
Cost Factor 3: 0.0019 Repair Factor 2: 2,00
PTO Horsepower: 150 Fuel Price: $3.50 Per Gal.
Fuel Type: DIESEL Percent Load Factor: 60.0 percent
Fuel Consumption: 8.22 GallHr 0il Consumption: 0.04 GalHr
Percent of Average Investment Charged for Opportunity Interest: 5.95 percent
Percent of Ave Investment Charged for Tax, & Insurance: 2.00 percent
ESTIMATED ANNUAL COSTS AND COST PER HOUR
[E— ANNUAL COSTS COST PER HOUR oo
Annual Use YRS TO TOTAL oPP FUEL TOTAL OPP FUEL
HOURS TRADE COST DEPR COST THI REPAIRS & Ol COST DEPR COST THI REPAIRS & OlL
1.000 120 $51.727 $5.914 $3.547 $1.192 $7.988 $33.086 $51.73 §5.91 $3.55 $1.19 $7.93 $33.09

= ]




John P. Hewlett, University of Wyoming
Dr. Jay Parsons, University of Mebraska

S RMA

View Table%

UNIVERSITY
o« WYOMING

Probability

ion Costs Per Acre With Risk Analysis By Varying: Depreciation Expense

516 517 517
Field Operation Costs Per Acre Covered

517 517 517 517
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Risk Management Tools

1.
- Use this tool to evaluate smaller changes in the operation.
+ Cligk haew For 3 guide on uzing a partial budget.

2. Risk Scenario Planning
Use this lool to evaluate the risk or uncertainty in your partial budget projections
on using the Risk Scenario Planning tool and examples of its application.
of the Risk Scenario Planning tool depicting the Cow/Calf "Raise Bred Haifers to Sell” example

Qullln.d in thu guide linked above.
of the Risk Scenario Planning tool depicting the crop farm “Replace Corn with more Dry Beans acres”

uamﬂlt wulnud in the guide linked above.
r 3 ver of the Risk Scenaric Planning toel depicting the Cow/Calf "LRP Insurance Dacisizn”™ exameple cutlined
In the quld. linked above.

3. Enterprise Risk Analyzer
- Use this tool to evaluate larger changes or changes in enterprise mix for the operation
hgeg For 8 32bit vecsion of the Enterprise Risk Analyizer tool.

- ek
- Chgk herg For 3 G4bIt version of the Enteronise Risk Analyizer tool
Rigk Analyizer tool,
with Wyeming Big Mo Bagin Cow/Calf Ranch data.

+ Cligk heew For 3 guide to use the
ligk hgrg for § vergion of the ERA y
+ Chhgk haey For 3 vergion of the ERA

o with Wyoming Big Horm Basin Farm data

4. i
- Use this tool to estimate the cost of lndnndual machinery services, the cost of a field operation (power unit +
p ). orto the cost of p g a custom op 1
5. Whole Farm Budget
- Use this tool to evaluate more substantial changes, adding ranchesf; , whole , etc. to the
operation.
M 3 use the RDFinandsl 1ol

6. Risk Navigator Toolbox
- Access the extensive risk management library (20+ tools) designed to implement a strategic risk management
strategy

Sall” example

Dy Beans acres”

N" examale outlined
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Ri1SK MANAGEMENT PROFILE

1-PRF pilot imsurance

minimizes feed risk for 2-F
Early fall 2010 on the £-F Ranch found owners Bob
and " or
for their cow-call and yearling aperation. The Zomers
are situsted on 12,000 pastizre and 200 acres of
native hay in Frensont County, Wyoming. Both hus-
basd and wide were concerned about the coming pro-
duction veat, This pear’s late susmmer and eaty fall had
been dry, and they were woeried B wosld carry over
it mext year.

Torread more v
RightRiskong > Resousces = Rtk Mgt Prodiles

HIGHLIGHTED COURSE

“The Pasture, Rangeland, Forage (PRF) Pilot Inwirance Program course available at Right-
Risk by 3

W p-by-step
beappled whil i V
demoastrate application to real-work] examples

Cotrse materials provide maps 1o asst in first deckding the type of PRF insurance available in the ares. Links 1o ap-
propriate Web pages hielp determisie the grid Id mumbsers for ect the
cours §o nfo greater depth on Vegetative and Rainfall Index policies.

A section of the PRF course explains how to go online to the RMA websise and make the most of the cost estimater.
Finally, users are encouraged 1o compare heis own yield/hisiorical experience for their grids with that presented in
tha online dectsion teolicost estimator Wb page.

o

RightRisk helps decision-makers

discover innovative and effective
risk management solutions.
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VI-PRF pilot insurance minimizes feed risk for Z-F

Earty fall 2010 on the Z:F Ranch fourd
owners Bob and Betsy Zomes assessing rish
ard

prefier et 10 travel long SENCes 10 thesr
cattie

yeartng operation The Zomen are stusted
n 12,000 acres of pastere and 200 scres of
Fative hay i Fremont County Bosh husbard
and wile were corcemed about the coming
production year This year's labe summer
and early £l had Bbeen &y and they were

rustoe feed yord
o sefl therm earfy With bigh feed prices,
this. mary o may ned be economically
vaabie,

Use the new Vegenve Index Pasare,
. Forige (VIPRE) insurance
Bob eecently became sware of at  Jocal

wrriesd it woul carTy over into next year
The 2 st | for

addreiting their production fight. They coukd

B By akfalfa hay o mpplement native hay
peeuction. They knew this opoon aght
become expensive, though, with hay
prices high and up-tront cast fying wp
operating capaal
Rert addmional pasbhare Undoaunaiely.
thes option would be dificdt to achieve
and expenanve) due 10 (e lack of locally

Inare igainat drcght ubing Ron-insured
Crop Desaster Assistance Prograen (NAP)

coverage
Like many producers, the 2omers decded
on & combination of malable spuons. They
e 10 utilize VIEPRF insurance for 3.500
aeres rom Aped | 19 June 30; 5,500 acres
from July | 1o Sepeemnier 300 and 200 acres
of hay land from Jume | 1o Augeat 30. They
200







