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Ag Risk-5
sources of risk and 

management strategies for risk control

1

What is RISK?

• Certainty- lack of doubt

• Uncertainty- doubt about future events

• RISK- potential variation in 
the outcome of future events

2

RISK

Unknown

Positive
Events

Negative
Events
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What is RISK?

• Cost of Loss
– Income

– Resources

– Productive capacity, etc.

• Cost of Uncertainty 
– Worry, doubt, fear, misallocation 

of resources, etc.

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

3

RISK

Unknown

Positive
Events

Negative
Events

Human Dimension of 
Risk Management
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The HUMAN Dimension of Risk

• Emotionally we avoid risk (uncertainty) 
to avoid the shame of:
– Failure, 

– Being wrong, 

– Being laughed at 

– Being made fun of, 

– Loosing the farm, etc.

5

Risk Tolerance: 
Emotional Style*

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

Resilience

Self-
Awareness
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Types of Risk Preference

7

Risk 
Averse

Risk 
Neutral

Risk 
Loving

Personal Perspectives on Risk

• Generational differences

• Gender differences

• Life stage/family differences

• Life experiences

8

dynamic and 
changing over time.
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Risk Tradeoffs

• Upside: Greater risk taking usually 
leads to greater wealth over time

• 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?

9

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

10
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Marketing and Price Risk

• Total national production

• Government programs

• Demand (including quality issues)

• Seasonal effects

Prices of inputs or outputs that change after you 

commit to a plan of action.

What are Your Sources?

11

Marketing and Price Risk

• Forward pricing or contracting

• Diversified market timing

• Diversified production

• Selecting low price risk enterprises

• Obtaining market outlook 
reports (information)

• Negotiated lease agreements

• Crop Insurance

What are Your Management Controls?

12
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Production Risk

• Weather

• Pests

• Disease

• Genetic variations

• Timing of operations

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

What are Your Sources?

13

Production Risk

• Selecting low production risk enterprises

• Using low-risk production practices

• Diversification

• Maintaining flexibility and 
extra capacity

• Utilizing land over a 
wide spread area

• Crop insurance

What are Your Management Controls?

14
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Institutional Risk

• Changes in social attitudes

• Changing regulations about land 
use and environmental quality

• The possibility of lawsuits for 
accidents or misuse of chemicals

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

What are Your Sources?

15

Institutional Risk

• Maintaining a liability insurance program

• Keeping informed of new regulations and 
interpretations of the law

16

What are Your Management Controls?
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Human Risk

• Health issues

• Divorce

• The possibility of losing a key employee

• Moral or the mental state of the work force

The character, health or behavior of the people 
involved in your operation introduces risk. 

What are Your Sources?

17

Human Risk

• A backup management plan

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

• Maintaining a health and 
life insurance program

• Establishing and maintaining 
an estate plan

• A good employee 
benefit package

18

What are Your Management Controls?
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Financial Risk

• 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 

Financial risk is the extra risk that is attached to being 
leveraged. Added variability resulting from debt financing.

What are Your Sources?

19

Financial Risk

• Maintaining a financial cushion

• Practicing solid land 
leasing strategies

• Incorporating all or 
part of your operation

• Maintaining up-to-date 
financial information

20

What are Your Management Controls?
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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

21

How much risk is right for you?

Net Income

P
ro

ba
bi

li
ty

Insurance 
Protection

Premium
Protection

22
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How much risk is right for you?

MORE 
Insurance Protection

23

Net Income

P
ro

ba
bi

li
ty

Premium
Protection

Strategy Impacts

24
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Current Federal Insurance Options

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

california13.pdf

25

Current Federal Insurance Options - Crops

26
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Current Federal Insurance Options – Crops cont.

27

Current Federal Insurance Options – Crops cause of loss:
GRAPEFRUIT

28
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http://RightRisk.org/controls

Evaluating Alternatives
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Strategy Impacts

31

Step 1: A Financial Health Checkup 
Step 2: Determine Your Risk Preferences 
Step 3: Establish Your Risk Goals 
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Risk Treatment

• 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)

33

Risk Treatment Options

• Avoiding the risk

• Deciding to start or continue an 
activity likely to create or 
enhance the risk

• Removing the source of the risk

• Changing the nature and 
magnitude of the likelihood

• Changing the consequences

• Sharing the risk with another 

• Retaining the risk

Not all 
options are
mutually 
exclusive

Not all 
options are
appropriate
in every

circumstance
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Risk Treatment Selection Criteria

35

• Balance cost and effort of 
implementation with the 
benefit derived, considering 
the impacts on:
– Market risk

– Production risk

– Institutional/Legal risk

– Human risk

– Financial risk 

and

– Protection of the resource base

http://RightRisk.org
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United States Department of Agriculture 

 

2013 
California 

Crop 
Insurance 

Profile 

Insurance Plans Available in CALIFORNIA 
Insurable Crops Insured Acres Total Acres Percent Insured 

Alfalfa Seed 10,416 29,023 36% 

Almonds 692,001 876,195 79% 

Apples 5,684 13,026 32% 

Avocados 36,147 53,559 68% 

Barley  48,962 100,000 49% 

Blueberries 2,216 3,900 57% 

Cherries 28,852 39,173 74% 

Citrus – 8 types of fruit 227,963 257,382 84% 

Corn 232,551 560,000 42% 

Cotton & ELS Cotton 263,497 280,000 94% 

Beans (Dry) 17,911 49,000 37% 

Figs 4,216 8,045 52% 

Forage Production 135,188 921,910 15% 

Grapes (Table) 84,951 92,197 92% 

Grapes (Wine) 484,439 587,600 83% 

Grain Sorghum 693 6,249 10% 

Mint 1,849 3,200 58% 

Oats 3,290 6,829 48% 

Olives 25,131 44,000 57% 

Onions 4,239 55,145 8% 

Pears 8,699 14,000 62% 

Pecans 300 3,600 9% 

Pistachios 87,887 178,000 49% 

Potatoes 18,404 33,000 56% 

Prunes 48,682 61,988 79% 

Rice 463,402 553,110 84% 

Rice (Cultivated Wild) 13,329 15,000 89% 

Safflower 34,558 57,000 61% 

Stonefruit (Includes Plums) 56,543 126,698 49% 

Strawberries 136 38,000 1% 

Sugar Beets 3,694 24,500 15% 

Tomatoes (Fresh) 13,139 30,000 47% 

Tomatoes (Processing) 252,574 259,000 98% 

Walnuts 140,363 289,809 48% 

Wheat 344,519 568,155 61% 
Dollar Liability Program Total Dollar Liability 

Adjusted Gross Revenue $39,927,037 

Apiculture (Rainfall Index) $10,414,535 

Davis Regional Office 
Contact: Jeff Yasui, Director 
Address: 430 G Street  
                #4168  
 Davis, CA  95616 
Phone: (530) 792-5870 
Fax: (530) 792-5893 
E-Mail: jeff.yasui@rma.usda.gov 
 

Forage Seeding $2,265,422 

Livestock Gross Margin (LGM) Dairy $86,047,453 

Livestock Risk Protection (LRP) Lamb $8,971,882 

Nursery $190,545,014 

Pasture, Rangeland, Forage (Rainfall Index) $19,806,133 

Raisins $214,106,813 

Crop Pilot Programs 

Program County Availability 
Adjusted Gross Revenue Fresno, Kern, Riverside, San Diego, San Joaquin, San Luis Obispo, 

Tulare and Ventura Counties 

Western Regional 
Compliance Office 
 
Contact: Susan Choy, Director 
Address: 430 G Street  
                #4167  
 Davis, CA  95616 
Phone: (530) 792-5850 
Fax: (530) 792-5865 
E-Mail: susan.choy@rma.usda.gov 
 
 
 
__________________________________ 
Data as of January 2014 

Apiculture (Rainfall Index) All Counties 

Avocados Orange, Riverside, San Diego, San Luis Obispo, Santa Barbara and 
Ventura Counties 

Cherries Butte, Contra Costa, Fresno, Kern, Kings, Madera, Merced, Placer, 
Sacramento, San Benito, Santa Clara, San Joaquin, Stanislaus, Sutter, 
Tulare and Yuba Counties 

Citrus Dollar (Navels) Fresno, Kern, Madera and Tulare Counties 

Forage (Alfalfa) Seed Kings and Fresno Counties   

Olives Butte, Colusa, Fresno, Glenn, Tehama, Kern, Madera, San Joaquin, 
Shasta, Stanislaus, Sutter, Tulare and Yolo Counties 

Strawberries Fresno, Merced, Monterey, Santa Barbara, Santa Cruz and Ventura 
Counties 

PRF (Rainfall Index) All Counties 

Pistachios Alameda, Butte, Colusa, Contra Costa, Fresno, Glenn, Kern, Kings, 
Madera, Merced, Riverside, San Benito, San Bernardino, San Joaquin, 
San Luis Obispo, Santa Barbara, Stanislaus, Sutter, Tehama, Tulare, 
Yolo and Yuba Counties 
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United States Department of Agriculture 

California 
Fifteen Year Crop Insurance History 

 

Year 

Policies 
Earning 

Premium 
Net Acres 
Insured Liability 

Gross 
Premium Losses Loss Ratio 

1999 28,590 4,023,277 2,494,656,258 130,826,215 133,134,448 1.02 

2000 29,191 4,278,811 2,796,253,781 143,343,081 92,359,660 0.64 

2001 27,958 4,010,128 2,690,254,801 142,519,840 117,359,756 0.82 

2002 27,200 3,920,007 2,833,618,262 146,356,279 79,069,948 0.54 

2003 26,471 3,990,438 2,951,841,797 150,191,677 79,366,135 0.53 

2004 25,629 3,908,123 3,153,568,412 157,913,694 83,152,323 0.53 

        2005  24,859 3,818,813 3,317,832,621 168,995,411 92,497,107 0.55 

2006 24,490 3,732,668 3,658,867,941 186,617,268 88,506,353 0.47 

2007 24,207 3,780,829 3,708,288,115 187,455,253 154,139,100 0.82 

2008 24,074 3,810,375 3,911,645,612 197,920,945 89,455,031 0.45 

2009 24,723 3,932,306 4,648,316,411 243,273,227 177,694,925 0.73 

2010 24,649 3,752,230 4,493,432,544 219,282,609 111,142,020 0.51 

2011 24,726 4,062,207 4,792,588,280 248,898,972 110,209,054 0.44 

2012 25,462 4,600,044 5,394,444,735 260,903,031 112,207,209 0.43 

2013* 25,470 5,233,794 6,097,497,679 286,604,558 82,422,389 0.29 

   * 2013 numbers are incomplete 

 

   
 
 

  
NOTE:  To see detailed information on the above 15 Year Crop Insurance History by County, go to 
RMA’s Summary of Business Application at:  www3.rma.usda.gov/apps/sob/ and then click on the 
“Run Current Reports” button.  Select the State/County tab and then select the appropriate Year and 
State to get a listing by County.  Select the desired output type – Formatted Print, or Download Data 
to Excel. 
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Risk Tools
evaluating risk management strategies

1

Tools to Evaluate Alternatives

• Risk Scenario Planner
relatively minor changes

• Enterprise Budget
larger changes

• Whole Farm Budget
substantial changes

http://RightRisk.org/tools
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Risk Scenario 
Planner

Enterprise Risk Analysis
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Enterprise Risk
Analyzer

Net Return
Analysis

Enterprise Risk
Analyzer

Breakeven
Analysis
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Whole Farm Budget

Risk Navigator Tool Box
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http://RightRisk.org/controls

http://RightRisk.org/tools
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Risk Management Profiles

http://RightRisk.org/RiskManagementProfiles

4
http://RightRisk.org > Courses
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