Managing Risks
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What is RISK?

* RISK: The effect of uncertainty on
your objectives:
- Current profit level
- Financial situation
(equity position)
. Satisfaction and well-being
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Sources of Risk in
Agriculture - Ag Risk 5
1. Marketing and Price Risk
2. Production Risk
3. Institutional 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. Build your internal capacity to bear
a) Increase reserves
b) Maintain flexibility
5. Accept it
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Origin of Word RISK

* RISICARE

—Italian word
—“TO DARE"

Custom Ag Solutions
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Risk Tradeoffs

» Upside: Greater risk taking
usually leads to greater wealth

 Downside: Losses from risk
taking can be devastating

* Managing risks are a matter of
evaluating tradeoffs.

— ¥ « How much risk and how much
stress are you willing to endure
to potentially achieve higher
returns?

Profits are
the returns for
taking risks
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Strategy Impacts

Panel 1: Same Mean, Less Dispersion

Panel 2: Same Dispersion, Higher Mean

Panel 4: Trunc

ating the Distribution
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Insurance Plans Available in CALIFORNIA
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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

Whole Farm Revenue Protection Pilot Area

insurance policy

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

o > g
Custom Ag Solutions
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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)
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Farm Service Agency:
Noninsured Crop Disaster Assistance Program (NAP)
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Disaster Assistance Programs
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© 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 3 mwm
| Information For-... v || occurs due to natural disasters. Lol bl [RLAR)
nformal ) E £ ¢
(-]
Restoration Program (EFRP)
Browse by Subject Noninsured Crop Disaster Assistance Program (NAP) k For. i
Related Information - 2 (LFP)
b Aerial Photography .
., Livestock Indemnity
b ARC/PLC Programs + Access the Online NAP Tool by clicking this link

Program (LIP)
» Commodity Operations « 2015 and subsequent crop year basic provisions
b Conservation Programs display.(.PDF, 229 KB) -

Iree Assistance Program
» Dairy Margin Protection + View NAP Program Fact Sheet “1rap)

Program
b Direct and Counter- + N

Cyclical Program/ACR
* Disaster Assistance
Programs

isaster Assista m:
Interim Rule ( PDF, 416 KB, Dec 15, 2014) | Want To...

© View CCC-471 NAP Basic
Provisions (220 KB)
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Noninsured Crop Disaster
Assistance Program (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

« CROPS NOT ELIGIBLE:

— Where CAT or additional level of
insurance coverage IS available

— Where Group Risk Protection
insurance IS available
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Custom Ag Solutions

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

Custom Ag Solutions
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Noninsured Crop Disaster

Assistance Program (NAP): Coverage 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

CAS DA RMA™ =RicurRise o B

Custom Ag Solutions

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

s NAP fees or buy-up premiums are
reduced by 50 percent for:
— Beginning farmers (BF)
— Limited resource farmers (LR)

— Socially disadvantaged farmers
(SDA)

CAS DA RMA™ =RieurRise o B
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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

» An individual 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

CAS % RMA =RiurRisk- -' Y
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Production Risk

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

What are Your Management Controls?

« Selecting low production risk
enterprises

» Using low-risk production practices
« Crop insurance

» Diversification

. gﬂa?c)ig?ti;\ing flexibility and extra ", A A
« Utilizing land over a wide spread area

CAS DA RMA ™ =RicurRise i ’
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Marketing and Price Risk
Prices of inputs or outputs change after you commit to a
plan of action.

What are Your Management Controls?

* Forward pricing or contracting

» Diversified market timing

» Diversified production

» Selecting low price risk enterprises

« Obtaining market outlook reports (information)
* Negotiated lease agreements

* Crop Insurance

CAS DA RMA™ =RicurRisk = :

Institutional Risk

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

What are Your Management Controls?

« Keeping informed of new
regulations and
Interpretations of the law

« Maintaining a liability
Insurance program
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Human Risk

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

What are Your Management Controls?

* Maintain a good employee benefit
package and relationship plan

» A plan to deal with the possible loss of
a key employee(s)

* A backup management plan

* Maintaining good health and life
insurance plans

» Establishing and maintain estate plans

CAS DA RMA™ =RicurRisk - “

Financial Risk

Financial risk is the extra risk that is attached to being
leveraged. It’s the added variability that results from

financial obligations associated with debt financing.
What are Your Management Controls?
* Practicing solid land leasing
strategies
. Y\""\'
operation
* Maintaining up-to-date financial T \%

e Maintaining a financial cushion
* Incorporating all or part of your \(
information

CAS DA RMA™ =RicurRisk = ’




Personal Perspectives on
Risk
e Generational differences
e Gender differences
o Life stage/family differences
Life experiences

These are dynamic and change over time.

23
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How much risk is right for
you?

Crop Insurance
Protection

Protection
Premium

Probability

Net Income

24
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How much risk is right for

you?
MORE Crop
Insurance Protection

0‘ ‘e

Protection
Premium

Probability

Net Income
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Risk Tools

evaluating risk management strategies

isk Navigator

STRATEGIC RISK MANAGEMENT
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Tools to Evaluate Alternatives Risk Scenario Planning
o
Risk Scenario Planner _ I -
relatively minor changes . . .
RuewRise—
+ Enterprise Risk e o @
Analyzer ) e
larger changes e ST, P
RMA 00 o - DU o=
RD Financial = r—— | S0
Whole Farm Budget-substantial changes o e = ;
Machine Risk Analyzer Machin Ri Coloator |
estimating machinery and e

field operations costs T —
CA QSDA RMA Rl@ﬂrd http l/Rrghthsk org/tools >

Rp—

Thank Youl!

Contact info:

Jay Parsons

970-215-8043

University of California
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The Enterprise
Risk Analyzer
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John P. Hewlett, University of Wyoming

Dr. Jay Parsons, University of Nebraska-Lincoln
http://california.erightrisk.com
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Evaluating Alternatives

Risk Scenario Planning

Version
1.10
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Tubn P Hawlett, Usiversity of Wysming
. Jay Parsens, Colorads State University
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Enterprise Risk Analyzer

— e e —_—

Enterprise

[A B c D E F Risk Analyzer
‘i Verw | 38
2 | Alfalfa Click Here to Begin
3 Cow-Calf__| MNative Hay Dat Hay | Establishment |All 5= s oot iy
] FARM REVENUE e e ey o e
5 TOTAL FARM INCOME - CASH|  121,759.00 12,380.00 2,802.00 230600 |3 RMAyuiu .
6 TOTAL NON-CASH INCOME ADJUSTMENTS > —
7 GROSS FARM REVENUE| 121.759.00 12.380.00 2.802.00 2.306.00 040001 F
8
C] FARM EXPENSES
10 FARM EXPENSES -CASH|  86.843.00 £.557.00 1.756.00 2,297.00 12,072.00
1 FARM EXPENSES - NON-CASH EXPENSE ADJUSTMENTS|  98,550.00 11,245.00 2.709.00 2.536.00 15.331.00
12 GROSS FARM EXPENSES| 185,393.00 17.802.00 4,465.00 4,833.00 27.403.00
13
14 NET FARM INCOME FROM OPERATIONS| (63.634.00) (5.422.00)  (1.663.00) _ (2.527.00) _ (2.363.00))
15
16 Break-Even PRICE Analysis
17 Alfalfa
18 YIELD PER ENTERPRISE UNIT Cow-Call__| Native Hay Oat Hay | Establishment | Alfalfa - Baled
19 Meaim 400 1.75 4 4 4
20 Most Likely 373.97 15 3 254 3
21 Minimum 350 1 15 15 15
22
23 BREAK-EVEN PRICE - CASH EXPENSES
24 Mirmimn 0.59 32.30 3377 4417 29.02
25 Most Likely 0.64 37.68 45.03 69.56 38.69
26 Mavimum 0.68 5653 90,05 117.79 77.38
27
28 BREAK-EVEN PRICE - GROSS EXPENSES
29 Minimam 1.27 87.69 85.87 92.94 65.87
30 Most Likely 1.36 102.31 114.49 146.37 87.83
3 Mevamum 1.45 153.47 228.97 247 85 175.66
32
33 Probability Analysis (it button atright) [Graph | [ Grapn |
34

A USDA C A http://california.erightrisk.com
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Strategy Impacts

Panel 1: Same Mean, Less Dispersion

Panel 2: Same Dispersion, Higher Mean

Panel 4: Truncating the Distribution
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Risk Navigator Tool Box

isk Navigator

Financial
Management
Planning
Risk Analysis
Ratio Analysis
Tools Folder
Install Flash Player

Install Adobe Reader

Tools to Evaluate Alternatives

Risk Scenario Planner

Risk Scenario Planning .

Version

[
Tokn P. Hewlatt, University of Wirsming
e, Joy Forseea, Colorade State Unfvray

B maa KUV e

1.10

relatively minor changes

p—

Enterprise
Risk Analyzer

Enterprise Risk

Analyzer
larger changes

RDFinancial

Q-
e L

Whole Farm Budget, substantial
changes

Machine Risk Analyzer
estimating machinery and field

operation costs I W‘f‘..,_&
274 USDA (AL http://nghtR!s




Insuring Success
Wyoming Agriculture

iy of Aernative Rural Enters,

."
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STRATEGEC RISK MANAGEMENT
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Insuring Success for
Wyoming Agriculture 2006

Tawes for Agricuitural Enterpeises Course

RISK MANAGEMENT PROFILES

Early fal 2010 on the ZF Ranch found
owners Bob and Betsy Zomer assessing risk
management strategies for their cow-calf and
yearling operation. The Zomers are stuated
on 12,000 acres of pasture and 200 acres of
native hay in Frement County, Both husband
and wife were concerned about the coméng
production year This year's late summer
and early fall had been dry, and they were
worried It would Carry over Into next yesr

The Zomers locked at several options for
addressang thet production fishs They could
1. Buy aialfa hay o supplement natve hay
production. They knew this option might
become expensive, though, with hay
prices high and up-front cost tying up
eperating capial
Rera addivenal pastare. Unformunatesy,

VI-PRF pilot insurance minimizes feed risk for Z-F

4. Use the new Vegeaative Index Pasture,

prefer mot £o travel long dismnces o thesr
canie

Send the yearlings 1o a custom feed yard ey
or sell themm early With high feed prices,

this may er may not be economically __"_‘_‘—-———-_.__________io____‘_-_‘_‘_
viabie $0.58 $6.51 £35.308

Fangeland, Forage (VI-PRF) insurance
Bob recently became aware of at a local
exension meeting

this option would be difficult 1 achicve

iand expensive) due to the lach of lecally of hay land from june 1 10 August 30, They

" Provides the

5. insure against drought using Nor-insured ller head) muhipiied by 60 perce
Crop Disaster Assistance Program (NAP) th the secong mt-:‘n Tl -'quus 510,954 04
oA Plied  capacity o i
Like many producers, the Zomers decided =

on a combination of available options. They 10

chose 1o utize VI-PRF irsunince for 3,500

acres from April | %0 June 30; 5,500 acres

from July | to September 30, and 200 acres e find a rogal Payment of 51y

093,54, Therefore, the

smaller amount

first cabeulag
U

available pasture. Plus, the Zormers woald 380 chose 1o budget 520,000 1o purchase 200

mers had il
2010, they wiadd 2ed NAP covers age in

feceived two added benefirs I

iyl
4 Vb Lroveraty of Womeng ant
) e Cornaiart 1 e Lreesraty of Wyomeng

1

http://RightRisk.org > RM Profiles
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RicurRisk— " RightRisk Newsletter

RIBK MANAGEMENT PROFILE

uan and Suzanne were sitting in their kitchen one
January afiernoon getting Information ready to take to
their tax prepaser. Check stubs, involces, receipts, weigh
s from the local co-op, and sale bills were scattered across
table. Suranne was frustrated with the mess and with
amount of information Juan kept in his head. They both
w they would have a better handle on their finances, keep
ir banker happier, and be better prepared for their tax
parer if they malntalned good financial records through-
1 the year To read more see: hitp//Right Risk ong > Resources
1uk Mgt Frofiles
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RIGHTRISK NEWS

GR-Lite Protects Against Low Revenues
¥ m.l:ld-ﬁh-(.ﬁ mnq:lw\'ﬂ(uapl(\l-:
« wrritratable 50 ansverdsble EaTIr -
I‘I::-‘ Mest farss-ruaved CTOR sl

(AGRA) 130
xted Giooas Rrremse-Law | —
e e s o s £
. s
stury, suack 39 e, advenae wes :
:::s‘nﬂ:;ua\lh i aligitle for prOSCTIOR

for mabnple aprced

'GHLIGHTED COURSE
¢ interactive AGR-Lite course was designed for produce

AGH-Lim a8
plass, However, 8¢

at both ends of the crop inwirance knowledge spectrum -

n F hethes they already use snd are sccustomed ko cmof it ance programs of they am new 1o the progssms avadable and
msmants IR o e st ef sl aguesiemil 2 ] | | o ey already P progr : prog
Abﬂ-‘-::‘:m vecme i commen B RLLy dhr Fodaral g 5 # beginning 10 determine their risk mansgrment nerds. The course is interactive and has lessons
product sod o vand aleoe of be ® o

ey of covemaga is 31 ssiition end of cach

<tion to help participants apply what they have beamed 10 their own situs-
It also provides electronic tools to help producers asess how the program may fit with
operation.

To be g o A::\-:‘Im s e approgeiam [R5 0 pueance apem). Abe
2 yust

course is divided into six sections. The first two sections cover geaeral ik manage-
and an overview of the AGR-Lite program. The bask concepts of ritk managrment
€ five sources of agricultural risk are discussed using reablife cxsples and st
The overview of the AGR-Lite program inchades a breakdown of individual farming

sock enterprises eligible for coverage under the program as well s other digibility
menty

ocem. Afver ¥ 2cx 34 LOmmEI
‘ha firat ez, e pabicy ¥
‘st occ oy Jaguary Mst Claimss ase peied s TEEL e
v

hird section discusses the application process for AGR-Lite. This inchades the neces-

, shall ve- s and Information as well as determining the variables and adjustments that go lnto

ining a furmi adjusted grom revenue (the basis for the inmurance coverage)

four tallks about steps & producer must take in the eveat of aloas. It is important to note losses under AGR- Lite coverage
Tmined on 4 year-o-yeur basks as opposed 1o when 8 o occurs In conventional insumnce

at twens mections discun document considerations as part of AGR-Lite and a whole farm example. It is important for pro-
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