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e Certainty- lack of doubt

» Uncertainty- doubt about future events

* RISK- potential variation in T
the outcome of future events positve | Events




e Cost of Loss

— Income
— Resources
— Productive capacity, etc.

Negative
Positive Events

» Cost of Uncertainty

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

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

The . i
Human Dimension of

Risk Management

Excited

Ecstatic
Energetic
Aroused
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» Emotionally we avoid risk (uncertainty)
to avoid the shame of:
— Failure,
— Being wrong,
— Being laughed at
— Being made fun of,
— Loosing the farm, etc.

Cerebral Cortex

Risk Tolerance:
Emotional Style*

Parahippocampal

Region Cerebellum

Hippocampus

avigator SRM
* The Emotional Life of Your Brain, Davidson and Begley, 2012.




Neutral

e Generational differences

e Gender differences

o Life stage/family differences
* Life experiences

dynamic and
changing over time.
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Profits are

» Upside: Greater risk taking usually
returns f or 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

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

oy

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

D>
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Prices of inputs or outputs that change after you
commit to a plan of action.

What are Your Sources?

Total national production
Government programs /\ /

Demand (including quality issues)

Seasonal effects

» Forward pricing or contracting

» Diversified market timing

» Diversified production

» Selecting low price risk enterprises

» Obtaining market outlook
reports (information)

* Negotiated lease agreements
e Crop Insurance




Uncontrollable events such as weather, pests or
disease make yields, quality, or outputs unpredictable.

» Weather

e Pests

* Disease

» Genetic variations
» Timing of operations

What are Your Management Controls?

» Selecting low production risk enterprises

» Using low-risk production practices

» Diversification

» Maintaining flexibility and
extra capacity

 Utilizing land over a
wide spread area

e Crop insurance
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Government or other institutional rules, regulations
and policies effect profitability through costs or returns.

What are Your Sources?

» Changes in social attitudes

» Changing regulations about land
use and environmental quality

» The possibility of lawsuits for
accidents or misuse of chemicals

What are Your Management Controls?

» Maintaining a liability insurance program
» Keeping informed of new regulations and
interpretations of the law 5
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The character, health or behavior of the people
involved in your operation introduces risk.

What are Your Sources?

Health issues

Divorce

The possibility of losing a key employee

Moral or the mental state of the work force

What are Your Management Controls?

» A backup management plan

* A plan to deal with the possible
loss of a key employee

e Maintaining a health and
life insurance program

 Establishing and maintaining
an estate plan

* A good employee
benefit package
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Financial risk is the extra risk that is attached to being
leveraged. Added variability resulting from debt financing.

What are Your Sources? %S

» Possibility of losing a lease
* Production, prices, or casualty losses
» Unstable financial partners

» Anything that would negatively
affect cash flow and the ability to
meet debt obligations

8 ..\

whs

What are Your Management Controls?

» Maintaining a financial cushion

 Practicing solid land
leasing strategies

 Incorporating all or
part of your operation

* Maintaining up-to-date
financial information




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

ia
ure and Natural Resources == !

Insurance
Protection

Probability

Premium

Net Income
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Strategy Impacts

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

Panel 4: Truncating the Distribution

........

Panel 3: Skewing the distribution
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Insurance Plans Available in CALIFORNIA

2013
California

Crop
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http://www.rma.usda.gov
/pubs/2014/stateprofiles/

californial 3.pdf

Californi

Fifteen Year Crop Insurance History

Policies

Earning
Premium

Net Acres
Insured
4023277

4278311

Gross
Premium

143,343,081

Losses

Loss Ratio

142,515 840

148,356 279

150,191,677

157,913,654
168,995 411

53,152,323

62,467 107

188,617 268
187 455 253

83,508,353

154,133,100

197,920,545

88,455,031

243,273 227

77,594 925

219,282 808 11,142,020 X
248,898 972 10,204,054 .44
394,444 735 260,903,001 12,207 209 .
| 5,097 497879 285 604 558 82422 385 29
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Federal Crop Insurance Corporation
Crop Year Statistics for 2013
" As of: 519/2014
Nationwide Summary - By State/Crop
ins Units  Units Net Liabilities Cost  State Prem
Plan Eam Sh Sbedy Dscnt
Prem
ADJUSTED GROSS REVENUE AGR 53 a7 0 a7 0 0 34,840,057 1,416,522 761.304 ] [
ALFALFA SEED APH 62 32 1 84 1 10,581 14,105,083 573,008 339,328 1] 0 0
APH 3,694 ar44 177 5.901 196 665616 1517060955 55343305 36,083,880 o o 0
APICULTURE RAINF 190 189 186 736 687 0 10,414,535 2,960,479 1,563,974 o [
APPLES APH 123 110 o 0 35 5658 21910284 3nsme 2,052,786 (] 0 ]
A APH 1,081 1037 i) 1,138 8 5805 72250384 8,665,290 7415855 o o 0
BARLEY RP m” 18 " 4 2 8504 1,662,243 436,823 252605 ] 0 0
RPHPE L] 2 1 3 2 514 38,544 17,908 12,722 o 0 0
P 567 85 38 134 (3] 38.756 4,936, 645 1,098,082 741,056 (] 0 o
_BARLEY Total 650 106 53 976 B4 47774 6637432 1552813 1006 383 ] 0 0
Federal Crop Insurance Corporation
Crop Year Statistics for 2013
As of: 5/19/2014
Nationwide Summary - By State/Crop
Crop Ins Pol Pol Earn Pol Units  Units Net Liabilities Total Subsidy Cost State Prem Indemnity Loss
Plan Sold Prem  Indem Earn  Indem Acres Premium Share  Sbsdy Dscnt Ratio
Prem
CALIFORNIA__
PLUMS APH 354 m 44 T a2 14,151 26,490,269 3,059,102 2,068,851 0 ] 0 7571601 25
POTATOES APH 104 56 4 182 13 18,926 36,912,644 2,387 820 1,640,507 o 0 0 981,960 41
PROCESSING APRICOT! APH 49 41 3 &4 5 2907 3,599,285 527,951 308,356 1] 0 0 183485 35
| PROCESSING CLING PEACHES APH 358 s 30 960 47 16,134 42845401 1,764,388 1,049,095 0 0 0 410949 23
[ PROCESSING FREESTONE APH 78 63 1 98 2 2.860 5987 822 216,357 120,674 0 ] 0 95319 44
{ PRUNES APH 641 815 340 862 446 48,496 55,203,797 10,870,139 6,570,308 1] ] 0 12857,198 1.18
APH 437 396 o8 518 17 87919 200,652,566 7476615 5.817,145 1] ] 0 4580889 61
RAISING DOL 1,646 1373 14 239 15 249,926,786 13,725,643 8,512,133 o 0 0 123043 O
RICE RP 79 24 1 53 1 6,675 5,147,936 214573 131,364 0 0 ] 32M 02
RPHPE 116 104 2 278 3 44806 43681679 1,534,102 1,106,258 0 0 0 83970 05
YP 1,612 1262 (4l 2304 106 411,577 248,300,787 6,693,088 4,314,052 0 ] 0 328674 48
RICE Total 1,807 1,300 74 2,635 110 297,130,402 8,441,763 5,551,674 ] ] o 3323878 39
SAFFLOWER APH 511 68 5 101 5 34,588 5321832 719,597 679.231 0 0 ] 65582 09
SUGAR BEETS APH 7 6 0 7 0 3604 2,722 653 T34 5724 0 ] 0 00
SWEET ORANGES APH 75 85 3 67 3 436 842,230 65,669 38,120 1] 0 [} 10517 .16
ARM 7 2 0 3 0 136 2,519,606 74,728 47872 ] 0 ] 00
TABLE GRAPES APH 43 356 35 1,153 52 84874 251,103,013 9,670,149 7,885,504 0 0 o 2068816 21
TOMATOES APH 1.019 525 87 2537 144 253174 450,704,562 7,952,985 4686427 1] ] 0 7.750496 98
VALENCIA ORANGES APH ar8 930 68 1225 75 31250 48405038 4412307 2822814 0 0 0 1850801 42
WALNUTS APH 1323 1263 63 1.709 75 140,004 257,626,508 7,722,341 5,807,744 1] ] 0 1,104,107 14
WHEAT RP 209 121 62 3 139 91,056 24,089,621 5,777,140 3,751,401 '] 0 0 7380630 128
RPHPE 50 23 7 58 15 10246 4,095,888 616,408 0 0 0 08820 S0
YP 1,655 689 51 1.118 85 243,446 52,558,873 5,470,135 4922381 o 0 '] 1.741652 32
WHEAT Total 2,004 833 120 1,508 239 344,748 80,744 382 11,863,683 9,102,616 1] 0 0 9431102 7
™ CALIFORNIA Total B35 25408 24678 48175 4200 5240534 6139821032 288737222 192491937 1] ] 0 124979245 43
Grand Total 33325 25408 2678 48175 4200 5240534 6130821032 288737222 192491937 0 0 0 124979245 43




Federal Crop Insurance Corporation
Reinsurance Year Statistics for 2013
As of: 5/21/2014
Mabtinmusdada ©.omm o meus D Chaball™ acnovnm dlides
Nationwide Summary - By State/Commodity
Commodity Ins Pol Sold Pol Eam Pol Units Units Number of Liabilities Total Subsidy Indemnity Loss
Plan Prem Indem Eam  Indem Head * Premium Ratio
Prom
CALIFORNIA
CATILE LGM 35 32 T3 64 B.OAT, 3.
TRP 2 1] 0 0 00 0 ]
FEEDER CATTLE LRP 5 3 2 ] 3 1.760 2,108,858 37,607 4,887 41,436 1.10
LAMB LRP 28 14 12 38 38 46,850 8,971,882 279,209 83,137 1561946 559
CALIFORNIA Total 74 49 27 104 55 443649 97,128,183 2,538,604 1,031,844 2,137,156 84
Grand Total 74 49 27 104 55 4,436,496 97,128,193 2,538 604 1,031,844 2,137,156 B4
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Risk Controls

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

Market Risk
- risk associated with the uncertainty around markets and prices for inputs and outputs
1. Livestock Prices
= WSDA Agricuitural Marketing Service: Colorade Weelly Summary
=~ USDA A

Marketing Service’ Montana Weskdy Summary

= USDA Agrcuityral Marketing Service. New Maxico Combined Wid Avg - Cattle (weskiy)

= USDA Agricultyral Marketing Secvice Weskdy Livestock Auction Summary

= ULSDA Agricy Marketing Servce. Wygming Weekly Summary

S04 Agricuitural Marketing Service Livesteck and Seed

= USDA Agricyitis fing Service ALL

= Beef Rasiz- provides cattle producers with information and analytics to improve marketing decivions influenced by cattle basis risk

2. Grain Prices

| Markeling Service. California Weelly Grain Report
Macketing Service: Montana Cash Grain Prices

{ Macketing Service: Utah Dydly Grain Report

cketing 2. Eastern New Maxico Gran Report

Western Nebraska Elevator Grain By

Markuting Servive: Calif Weekly Hay Report
Macketing Service; Colorade Weekly Hay Report

= USDA Agriculturl Marketing Sevice. Idsho Weekly Hey Begort

~ ASEOA Agricy L Service. MNew Mexice Weeldy Hev Recort
- USDA Agrcultural Marketiog Senvce. Oregon Weekly Hay Beport

= USDA Agricuitucal Marketing Seevice. Utah Weskly Hay Macket Sgport

.

5. Washinglon Oregon (Columbia Basin) Wesbly Hay
Wypming, West Nelveska, and SW South Dakots Hav Reoori (weekiy)
sitiucal Marketing Service: Wyoming Weekly Summary

4. Lease Rates/Grazing Fees
T UEDA AMS Wynming, West Nebrasks gl SW Dakots Grapng Fee Beport
- USDA Nationsl Ageicyltyrsl Statistics Service. Cash Rents by County

T | http://RightRisk.org/controls
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Risk Scenario Planning -
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Tubn P Hawlett, Usiversity of Wysming
o Jay Parssns, Colorade Stete Uniersity
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- Risk Scenario Planner
relatively minor changes

* Enterprise Budget
larger changes

* Whole Farm Budget

substantial changes

Version
1.10

By:
Tohn P. Hewlett, University of Wyoming

Enterprise
Risk Analyzer

By:

Johe P. Hewlett, University of Wyaming
br. Jay Parsens, Celorade State University
r. Stuart Makamato, University of Hawail

Wersion 1.06
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Drought Management Strotegy - VI-PRF

Added Costs
VI-PRF premium (unsubsidized)

Vi-PRF subsidy
Wi-PRF premium (subsidized)

Version
1.10

By:
John P. Hewlett, University of Wyoming
Dr. Jay Parsons, Colorado State University
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Alfalfa A tnprbadrrvisd
Cow-Cali MNative H Dat Hay E stablishment | Alfa RMA g - Rl - |
FARM REVENUE o A

TOTAL FARM INCOME -CASH|  121,759.00  12,380.00 2802.00 230600  25.040.00
TOTAL NON-CASH INCOME ADJUSTMENTS,
GROSS FARM REVENUE| 12175900  12.380.00 2.802.00 230600 25.040.00

FARM EXPENSES
FARM EXPENSES - CASH 86.843.00 6.557.00 1.756.00 2.297.00 12.072.00
FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS|  96.550.00 11.245.00 2.709.00 2.536.00 15,331.00

GROSS FARM EXPENSES| 185,393.00 17.802.00 4.465.00 4.833.00 27.403.00

NET FARM INCOME FROM OPERATIONS| (63.634.00) (5.422.00)  (1.663.00)  (2.527.00)  (2.363.00)

Break-Even PRICE Analysis

Alfalfa
YIELD PER ENTERPRISE UNIT Cow-Call Mative H Oat Hay E stablishment |A.lalla - Baled

Mevamum 400 1.75 4 ] 4
Most Likely 373.97 15 3 2.54 3
Minimumn 350 1 15 15 1.5

BREAK-EVEN PRICE - CASH EXPENSES

Minimum 059 32.30 3377 4417 29.02
Maost [ ikely 0.64 37.68 45.03 69.56 38.69
Mevarmum 0.68 56.53 90.05 117.79 77.38
BREAK-EVEN PRICE - GROSS EXPENSES
Miniean 1.27 87.69 85.87 92.94 65.87
Mast Likely 1.36 102.31 114.49 146.37 87.83
Mevarmm 1.45 153.47 228.97 247.85 175.66
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Probability Analysis (&fict button atmght) - - - [Graph |  [Graph |
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FARME 3 FARM Gross Revenue - Gross Expenses FARM Cash Income - Cash Expenses
4
5
B Probability of Net Revenue Listed Probability of Net Cash Income Listed
74
48 0.090 0.090
_N‘." 190 0.080 P =y 0.080 e,
4 1 0070 0.070 -
; 12| oo x i 20080 4 Y
il 13 0050 1 by iousn 4 b5
14 S 0.040 ) A S 0.040 / 2
15 o030 I L ¥ £ om0 1L ha¥
1}? 0.020 “( LW 0.020 "’ o
@l ;5 0.010 \M. 0.010 \M_.
I 13 0.000 P 0.000 &b
Wl 20 5 &8 2 R 8 B8 - R R SRR ZIEECE ¢ 5 883 2 EHKNEEEER K3
!2] e g8 K Y ¥HYAHNT TR 5 I B8 T h T3 8 53 EFB8 §T LB 8L
gg Pl 22 Netincome (§1,000) Netincome($1,000)
23
ﬁi _.?;. Y| MW NIGph01 | NIGph02 - NIGph03 = NIGphO4 . NIGph05 | MIGphO6 . PGph0l . PGph02 _Ip_qghu;-u Ll _
ﬁ |[EE|0 E 200% (=) J

= ErterpriscRiskAnatyoer 1 11 BHCC - Apphcation T
n Home Insert Fage Layout Formuiss Duta Review View Developer
HE N E s croize iskAnalyzer_vI 11 BHICC = Application
-‘_ﬁI: “ Home Insm- Page Layout Formulas Data Review View Developer Add.Ins ModelRisk @ 0 o g &
H
LAME
+ [ -
5
f: L _ Home Insert Page Layout Formulas Data Review View Developer Add-Ins ModelRisk L] 0 o3 B
I RN FEEEE P e
i L2 Al - fe
h:: A | B € | b | E F G H | " 3 [ kK [ & [ M [ N | ©
14 [y
" K Break-Even Yield Analysis Cow-Calf
|
8 Break-Even Yield - Gross Expenses Break-Even Yield - Cash Expenses

Probability of Breaking-Even or Better

Probability of Breaking-Even or Better




Financial Statements 7771777

A
[ TR .
51 el - Accrual Adi, Income
fj e Yew_Conbel Heo | Eome et of cull hsti sales) $554721
o | Bh Income Adwstments 0
Family Living, Revenues, Expenses |5 | Bh income (Raised Brda Lysti) 17500 |
- — |E o5s on Breeding Lvstk (Met 4
offfon | | Liquidity | Beannmg J Ending | | Gross Revenue $572.361
Current Rati 3 | 7.26 .21 | Expense
I B R‘m. SRR e ¥ g foense (Excluding Interest) 425848 |
Waorking Capital e r—y— $215,552 $248,383 ih Feed Inventory Adiustment 0
off/on Solvency ash Non-interest Excense 0
= ouip ) 85.500|
Debt/Asset Ratio aaansaanss 0.179 0.172 Total Operating Expense 491,348
g . == S eSS ] Exw.-TD.&CL 28.759
f Equity e\s.m Rapo 0.821 0.828 B Bosratn 8,027
Debt/Equity Ratio = . 0.22 0.208 E i
I offfon | Profitability <echccrual Basis Income Statemant>>> Ending $524 879
Rate of Return on Business Assets Pt PPt 4.96% : 5 Income From Ooerations 47.681
Rate of Return on Business Equity  Se—— 4.58% lness Income 47681
Operating Profit Margin Ratio — = 0.13 E -
! Net Business Income EE——— | $110,890 Accrual
' oft/on Repayment Capacity ETET
Term Debt and Capital Lease Coverage Ratio e v ! - 237 47.681
Capital Replacement and Term Debt R Margin S — $33,482 5 I}D:
off/on | Financial Efficiency “s0
! Asset Tumover Ratio - 0.38 3546037
e Operating Expense Ratio e 0.73 T
see Ratio Depreciation Expense Ratio = m—— 0.06
Formulas. Interest Expense Ratio o | 0.03 -
A " - {0y Save, Load, Delete
Net Farm Income From Operations Ratio o rrrrrrrp—— 0.18 .
Check Sum 100.00% " Crop st of Production | row
e TR £ T O
Mouse Over for Help Save, Load, Delete | fhyy | jvestock Cost of Production
Owner Withdrawals Percent Crop Revenue Percent Crop Cost of Production —_ L ] = 100%
Ty (100,000 . — : | 100% — - 100% I
Nonorm Tnflows #1 Percent Livestock Revenue Percent Livestock Cost of Production JEoent Government Payments
s0 | = ] B L o 100% .| 100%
O OO T Y | Y
Nonfarm Inflows #2 Percent Operaling Expenses Borrowed Percent Government Payments
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