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e Certainty- lack of doubt
* Uncertainty- doubt about future events

» RISK- potential variation in
the outcome of future events s |

Negative
Events




* RISK- potential variation in
the outcome of future events

*Outcomes
Unknown

+Outcomes
-Outcomes Known

Known Probabilities

Unknown

Probabilities
Probabilities Unknown

Known

e Costof Loss
— Income
— Resources
— Productive capacity, etc.

Negative
Positive

e 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*
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* MIT Technology Review, A. Damasio, 2014.




Risk
Averse

Generational differences
Gender differences
Life stage/family S“ &

differences
Life experiences

These are dynamic and
change over time.




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

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

1. Marketing/Price Risk
2. Production Risk

3. Institutional/Legal Risk
4. Human Risk
5. Financial 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. Acceptit

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

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

anma
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Risk Controls

Market Risk - Production Risk

- Institutional/Legal Risk - Human Risk = Financial Risk

Market Risk
- risk associated with the uncertainty aroun
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» Selecting one or more

opti

ions for modifying

risks
those options

* |nvolves a cyclical process
of assessing a risk treatment
and deciding whether
residual risk levels are

acceptable

e |fn
ris

s and implementing

What is the SBeverity of injuries patential damages | financial impacts [if the ri
avant actually ocours)? fLogaritfmic Scale, property industry specific matrix)
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1.
- Use thi

-‘J

Jick

RR  News~ Products~

+ Click A
2. Ri
- Use this tool to evaluate the risk or uncertainty in your partial budget projections

h..sn..:.s.m..mmn_.
cutlined in the guide linked above.
= Click hare for a version of the Rizk Scenario Planning tool depicting the crop farm “Replace Corn with more Dry Beans acres”
cxamﬂl( uu(l ned in the guide linked above.
for io Pl g tool et

in tht gmdt linked abm.-a

3. i i
- Use this tool to evaluate larger changes or changes |n enterprise mix for the operation
- Cl ;.. here for & 32bit versicn of the Enterprise Risk Analyizer tool

Courses » Resources ~ Workshops~ People ~ Sponsors -

Risk Management Tools

IS lDD| to evaluzﬂe smaller changes in the operation
ide on using 8 partial budget.

¢ b on using the Rigk Scenaric Planning tool and examples of its application
n of the Risk Scenario Planning tool depicting the Cow/Calf “Raise Bred Heifers to Sell” example

h

h rgign of the Risk Scena a

len" exampla cutlined

_|_|l for a Mﬁu’l version of the Enterprise Risk Analyizer tool.
ide to use the Enterprise Risk Analyizer tool.
gg o ; vargion of the ERA populsted with Wyoming Big Horn Basin Cow/Calf Ranch data

+ Click
+Ch

4.

imples

strat

- Use thi

hgrg For 3 vergion of the ERA populated with Wyeming Big Hern Basin Farm data.

this tool to estimate the cost of individual machinery services, the cost of a field operation (power unit +

g the Cow/Calf "LRP Insurance Dacision” example outlined
Sell”

ore Dry Beans scres”

ment), or to estimate the cost of performing a custom operation

5. Whole Farm Budget

Use this tool to evaluate more substantial changes, adding ranches/farms, whole enterprises, etc. to the
operation
- ’hz nare for B Quids 1o use the ROFinsncisl toal

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

| (power unit +

C. to the

example

egy

http://RightRisk.org/ools




Action 1

None

Action 2

Risk
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Actions

Buy Do Sell
More Nothing Some
Hay
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Severe

Normal

Mild
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Winter
Weat

Severe

Normal

Mild

Actions

$52,997

Which would

you choose?

$53,997

Sell

Some
Hay

$31,524

$51,997

$54,997
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Actions
Winter - <ol
Weather More Dho' Some
Prob. Hay Nothing Hay
Severe 1/6 $36,159 $34,365 $31,524
Normal A/6 $50,997 $51,497 $51,997
Mild 1/6 $52,997 $53,997 $54,997
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Actions

Winter
te Buy Sell
Weather ) Some
Pr Hay
pected Value
Severe 1 $31,524
Normal 416 $50,997 7 $51,997
Mild 1/6 $52,997 $53, $54,997
Exp. Value $48,857 $49.058 $49,085
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Actions

Winter — Maximize
Weather e Minimum Value
Prob. Hay
Severe 1/6 $36,159 $31,524
Normal 416 $50,997 $51,997
Mild 1/6 $52,997 $53,997 $54,997
Min. Value $36,159 / $34,365 $31,524
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Winter

Maximize

Sell
Weather Maximum Value [
Prob. Hay
Severe 1/6 $36,159 $31,524
Normal 4/6 $50,997 $51,48 $51,997
Mild 1/6 $52,997 $53,997 $54,997
Max. Value $52,997 $53,997 54,997
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Outcome

=

.,_4‘1

Winter
Buy Sell
Weather More Some
Prob. Hay Hay
Severe 1/6 $36,159 $34,365 $31,524
Normal 4/6 $50,997 $51,497 $51,997
Mild 1/6 $52.997 $53,997 $54,997
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Most Likely
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Actions

Winter

te Buy Sell

Weather More Dho' Some
Prob. Hay Nothing Hay

Severe 1/6 $36,159 $34,365 $31,524
Normal 4/6 $50,997 $51,497 $51,997
Mild 1/6 $52,997 $53,997 $54,997
Max. Regret
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Actions
Winter — ol
Weather More Dho' Some

Prob. Hay Nothing Hay
Severe 1/6 $36,159 $34.365 $31,524
Normal A6 $50,997 $51,497 $51,997
Mild 1/6 $52.997 $53,997 $54,997

$2,000

Max. Regret
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Actions

Winter

te Buy Sell

Weather More Dho' Some
Prob. Hay Nothing Hay

Severe 1/6 $36,159 $34,365 $31,524
Normal 4/6 $50,997 $51,497 $51,997
Mild 1/6 $52,997 $53,997 $54,997
Max. Regret $2,000 $1,794
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Actions

Wi Minimize el

UEE Maximum Regret - Some
Nothing

Hay
Severe 1/6 $34,365 $31,524
Normal 4/6 $51,497 $51,997
Mild 1/6 $52,997 $53,997 $54,997
Max. Regret $2,000 $1,794 $4,635
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Actions
Winter — el
Weather More Dhq Some
Prob. Hay Nothing Hay
Severe 1/6 $36,159 $34,365 $31,524
Normal 416 $50,997 $51,497 $51,997
Mild 1/6 $52,997 $53,997 $54,997
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* Risk management is an active
learning process that involves
considering tradeoffs and
making decisions to alter or not
alter the probability distribution
for a future event.

31







Panel 4: Truncating the Distribution
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Probability

Protection

-
-
------

Crop Insurance Protection

Premium

e,
0
ey

Net Income
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Probability

Protection

*
ans®

MORE Crop Insurance
Protection

Premium

Net Income
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RISK MANAGEMENT PROFILE

1-PRE pllot Insurance
minimizes feed risk for 2-F

Early fall 2010 on the 2-F Ranch found owners Bob
and Betsy Zomer assessing risk management strategles
for their cow-calf and yearling operation. The Zoamers
are situated on 12,000 acres of pasture and 200 acres of
native hay in Fremont County, Wyoming. Both hus-
band and wife were concerned about the coming pro-
duction year. This year's late summer and early fall had
been dry, and they were worried it would carry over
Into next year.

To read mre sor

RightRisk org > Resources > Risk Mgt Profibes

nat a decline i a0

HIGHUGHTED COURSE

Farns Service Agen<Y
wducers when federal

demonstrate application to real-world examples.

he online decision tool/cost estimator Web pages.

The Pasture, Rangeland, Forage (PRF) Pilot Insurance Program course available at Right-
Risk.orgoflersa step-by-stepapproach toleam more about PRF Insurance and how PRFcan
b applied. The course includes audio and interactive featunes, while example farm profiles

Course materials provide maps to assist in first deciding the type of PR Insurance available in the area. Links to ap-
propriate Web pages help determine the grid identification numbers for individual grids. The next two sections in the
course go into greater depth on Vegetative and Rainfall Index policies.

A section of the PRF course explains how 1o go online to the RMA website and make the most of the cost estimator,
Finally, users are encouraged to compare their own yield historical experience for their grids with that presented in
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Early fall 2010 on the Z-F Ranch found
owners Bob and Betsy Zomer assessing rish
management strategies for their cow-calf and
yearling operation. The Zomers are ttuated
on 12,000 acres of pasture and 200 acres of
riative hay in Fremont Cousy. 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
addressing their production rishs. They could
1. Buy afalfa hay o supplement natve hay
production. They knew this option might
become expensive, though, with hay
prices high and updront cost fying up
eperating capial
Rera addiienal pasuae. Undormunacely,
this option would be difficult 10 achieve
fand expensive) due to the lach of lecally

RISK MANAGEMENT PROFILES

b pouse 10 oo
1 Vermbat Lrscersty

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

A

prefer mot to travel long dismnces o thesr
canie

3. Send the yearkngs 1o & custom foed yard Promium/acrs M;':""'\‘-’ Total Total cost/
or sell them early With high feed prices, M
this may of may not be economically _‘—5—0-—-______220______?;_-_-_‘29__-

4. Use the new Vegeeative Index Pasture, s8.15 $57.27 S114%4 $3.190
Rangeland, Forage (VIPRF) insuramce _-___-_-_'_'_‘_T‘o'—el-—-—-g?-______iﬁl_a__
Bobs recently became aware of at a local -_'_'_‘_‘—-—-—-—-_._____-_?_53____5_5__922__
exension meeting

5. insure against drought using Nom-insured aller  head) mu; i
Crop Disaster Assisance Program (NAP) With lhfﬁ‘:dw Percent equals §10,954 a4
Dchy plied capa = method,
Like many producers, the Zomers decided

on 2 combinution of available options. They

1y of 1948 ¢

calculate the carrying
caMrying capaciy

TeS per AU for 5

K normal
of 462 Ay

chose 10 ublize VI-PRF insurance for 3 500 30 days (513,860 multiplisd by :h_muhphm by 30

acres from Apel 1 %0 June 30; 5,500 acres (540.04/30 w g ¥ the daily foed cos

from Jully 1 o September 30; and 200 acres

of hay land from June | 10 August 30 They
available pasture. Plus, the Zormers woald 380 chose 1o budget 520,000 1o purchase 200
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P Insuring Success
" Wyoming Agriculture

' Foaswiny of Aernative Rural Enterpy

@Nawgator
STRATEGEC RISK MANAGEMENT

Insuring Success for
Wyoming Agricy

Insuring Success for ]
‘Wyoming Agriculture 2006 g

Tawes for Agricuitural Enterpeises Course
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http //nghtRlsk org > Courses ’

Gaftog on Track
_ / Undersi m.l.f.l’.rr.lg.
“" Financial Performance

4 'L « —

COLLEGE OF

Risk management
worksh
¥ing SFami

: with
Ranch

AGRICULTURE

The USDA's Risk Management Agency, California State
University- Chico, Custom Ag Solutions and the RightRisk Team
invite you to learn about risk management strategies and
discover the right level of risk for you in this interactive hands-on

workshop offered at California State University in Chico

Friday, April 24™2015
12:00 noon - 1:50PM
. Chico State University - 321 Plumas Hall
400 W. First 5t. | Chico, CA

gmmmammw

Survivor Simulation:

Y John Hewlett, Ranch/Farm Management Specialist. University of Wyoming

Making Decisions for King Family Ranch
Jay Parsong, Risk Management Specialist, University of Nebraska-Lincoln

" Rat-mn Frontier:
A RightRisk Lesson with King Family Ranch

ay Parsons, Risk Management Specialist, University of Nebraska-Lincoln
John Hewlets, Fummﬂh Hzna;?monl SpetillnlfrUn«Hmr of Wyoming

Funded by USDA-RMA Project F14-1E-53102-032

Contact

lay Parsons,
970-215-8043 jpars
Eric Houk,

RightRisk LLC:

California State University, Chico
530 8984146 ~ ehoukiBesuchico.edu

AS B _,. ) RIMA LA

- No fee required -

rightrisk.com

Praject Director John Mangus, Custom Ag Solutia

T T —

http: //Callfornla enghtRlsk com
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