Using the Enterprise Risk Analyzer to Assess the
Feas/b///fy of Pr fahaya as a I//ab/e C'r'ap Alternative
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What is RISK? e B

o Certainty- lack of doubt

« Uncertainty- doubt about future events

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

I CAS IW__% LTI TR

What is RISK? ey

e RISK: The uncertainty or potential variation in the
outcome of future events that can negatively impact
your:

« Current profit level
- Financial situation
(equity position)
- Satisfaction and well-being
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1. Marketing and Price Risk
2. Production Risk
3. Institutional Risk
4. Human Risk

5. Financial Risk

yriculture — Ag Risk5
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ging 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




Probability

Premium

Net Income

Panel 1: Same Mean, Less Dispersion

Panel 3: Skewing the distribution

.........




Risk Tradeoffs

Profits are

» Upside: Greater risk taking usually

returns f or leads to greater wealth over time
taking risks

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?
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Insurabie Crops Insured Ac: Total Acres | Percent Insured
‘Aifafa Seed 0 o y
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Potatos 23,550 3,500 Ti%
Prunes 45,872 7y - -
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Saftiower E e |
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Sugar Boets 5%
Tomatoes (Fresh) e
Tomatoes (Processing) a7 BT%
Wainuts 148 457 260,000 A%
Wheat 771,529
Diallar Liabil i
Adpied Grows Revenve
Apsculture (eainfall Indes
Regional Office Fuorage Seeding California
Fifteen Year Crop Insurance History

Paolicies
il sl ass@mauslacey | Prog | Count 9 g Net Acres Gross
L Insured Liability Premium Losses Loss Ratio

Western Regional 278811 | 2 796,953,781 143 343 081 92,353 660 064
Compliance Office 010,128 | 2 690,354 B01 142 519, 840 117 358 756 082
7,200 920,007 833,618,362 146 356 270 79,069 048 054
6 471 000,438 | 2.051841,707 | 150,101,677 79,366,135 053]
5,628 | 808 123 153 568 41 157,913 694 83,152,323 053
Treve, WMarced. Wenimrey. Saria Barbars, Sarts CrUE and Twiors 4850 818,813 | 3317,83262 166,995 411
L 4,450 732,668 | 3658 867,04 186,617 268
e 4,207 780, :“9 708,285 11 IBE 455,253 154,138,100
T —— a0ra] 3810375 [ 391 ser?| Toromods| Bods00t
g 4723 932,306 | 4,648 316,41 243 273,227 | 177,694,925

Sranta, Sracininus, Suser, Tulare, Yolo

‘Mwmeda, Bute. Cous, Conbrs Costa, Freanc, Gienn, foem. Fangs.
Dats a4 of Januscy 2014 Maders, Merord, Riversade, Sun Bend. San Bemardn, San
Jogun, San Luis Otipo. Serts Burbars, Stesslis, Sulter
Tehwma, Tulawe, Yeic, Yubs Countss

4493 432544 | 219282608 | 111,142,020
4752588760 | 248,608,972 | 110 54
5394 444 735 260,903,031 112
6,135,250,002 | 288,391,743 | 129,091,231
7 720921518 302,663,204

* 2014 numbers are incomplete




Insurance Plans Available in CALIFORNIA

Insurable Crops Insured Acres Total Acres | Percent Insured
Alfalfa Seed 11,795 36,280 33%
721,275 860,000 34%
5562 15,200 7% |
Avocados 36,130 55,261 65%
Barley 38,635 95,000 41%
Blueberries 3771 4,542 83%
Cherries 29,063 40,414 72%
Citrus — 8 types of fruit 228,451 270,000 85%
Corn 84,830 430,000 43%
Cotton & ELS Cotton 300,372 315,000 98%
Beans (Dry) 25972 47,500 55%
| Figs 4,076 7,351 55%
Forage Production 144 193 930,000 16%
Grapes (Table) 81,427 95,000 86%
Grapes (Wine) 458 428 570,000 87%
Grain Sorghum 3,328 4,570 73%
Mint 1641 2,000 82%
Oats 3624 10,000 36%
QOlives 25557 42,779 60% |
| Cnions 19,570 43,900 45%
| Pears B 455 11,600 739
Pecans 1,370 600 38% |
| Pistachios 20,087 203,000 44%
| Potatoes 23,680 33,500 1%
Prunes 45972 50,000 92%
Rice 478,856 495,000 97%
Rice (Cultivated Wild) 12,444 13,000 96%
Safflower 35,268 55,000 64%
Stonefruit (Includes Plums) 70,125 102,073 69%
Strawb 26 41,500 1%
Sugar Beets 4,454 24,500 18%
Tomatoes (Fresh) 11,313 28,000 40%
Tomatoes (Processing) 278,058 288,000 97%
Walnuts 148,497 280,000 51%
Wheat 271,829 585,000 A65%
Dollar Liability Program Total Dollar Liability
Adjusted Gross Revenue $35,427 458 |
Apiculture (Rainfall Index) $28,811,52¢
Forage Seeding $2,288,715
Livestock Gross Margin (LGM] Dairy $58,023,160
| Livestock Risk Protection (LRP) Feeder Cattle and Lamb $11,884,519
| Nursery $140,832,241
Pasture, Rangeland, Forage (Rainfall Index) $41.605,195
Raisins $196,617,340

http://www.rma.usda.gov

Whole-Farm Revenue Protection

Custom A‘ soiumm

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

insurance policy

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

S RIVAYSDA ~RicurRise—

WWFRP Pilot Area

http://www.rma.usda.gov
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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)

S RMASA RiwrRise—— "
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Whole-Farm Revenue Protection cont.

Laabuiity Limit 38.5 Miiiion 31 Mliton 36.5 Miiiion
Coverage Level 50-85 in 5% increments 65,75, BO* 65,75, 80®

3 Commodities for 80 and 85% *3 Commodities *3 Commodities

R s 5 Not eligible for WFRP if only one commaodity and that commodity has an MPCI T :
Ome Commodity No Restniction No Restriction
= revenue product available.
Payment Rate None 75,90 75,90
Animal or Animal Product Limit 35% of expected revenue or upto $1 million (Max) Neone 35 % of Expected Income
Nursery and Greenhouse Limit 35% of expected revenue or up to $1 million (Max) None None
: M f2C lities M f 2 Commodities
Potato Requirement Minimum of 2 Commodities (with calculation) e i o
(with calculation) (with calculation)
Up to 20 percent of expected revenue for annual commaodity with 20 acres or 20
Replant Payments percent of crop needing replant. Not allowed if also insured under MPCI with replant None None
provisions.
. . MPCI ed if 50% of
5 < Optional - MPCI -buy up coverage level only for both WFRP and MPCIL. No CAT : s e
Other Federal Crop Insurance = L Optional expected income from MPCI
level MPCI allowed.
crops
Market readiness amounts in - 1
: Yes No No
insured revenue
Bxpanding operations Average allowable histonic revenue increased by 10% if you can prove \pcumou and No No
approved by AIP, to allow for minor farm growth that might not trigger indexing
Cancellation/Termination Same as sales closing date for county, (2/28, 3/15) 31-Jan 31-Jan
Contract Change 31-Aug 3l-Aug 31-Aug
Sales Closing Date In Actuarial Documents-same as dates for spring crops for county: March 15 New 31-Jan

2428 and 315 dependine on county Jan 31 Carryover

Rating Methodology Same as AGR Same as AGR. Rates SEiSe \Imabl.h.l}. of
individual commodities.

12
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Whole-Farm Revenue Protection cont.

Whole-Farm Revenue Protection for

Federal Crop Insurance
o S cones of oy

400 hoes o e

‘Whole-Farm Revenue Protection Insurance Year
Whole-Farm Revenus Protection (WFRF) providen s ik The imramcs year b s ealeradar yoar if teees ane filod by
smarmpement sty net for all comemodities on the farm calendar yesr, o u fiscal year if Laes are filed on a fical

FEprGuenss the maximum approved
be cligible for WIRD L feversae for a farm to
'uhlq-alx.:d FRP given the $8.5 mllion saimum

Sy . long ag the

fOF MOre commodigicy Will receive u whle
miam

uder ome invarance policy. Thes imurnce plan & fikred  yeur
fior acry Earm with 1o $8.5 million i mwared revenue,
s th specialty or arganic
(bt cropm and livessock), o those marketing to focal, Revemse Losars - You must submit & notice of Joss fl"ﬂ'“"“‘ i o ATEments are et Faeyty it ome
regional. fam-identity preserved, speciky, o divect within 72 hours afher discovery that revemme for the ligitality for WERP coversge requires you so iV the basic bevel of premies
markets inmarance year could be below the swared revenue * B eligible 1 roceive Federal henefits
Imspections may be required for kowes. Yow mnt have *  BeallS ciism of rexideny |
Availability filed faem tauses for the insarance year before any clus o ik iy,
" can he made You must make class no bater San &0 days fllnmr:lu # Schodule F tex form o other fars tax
. b comverted 10 8 Substinise Schochile

fler e date you subrmit farm Los form 1o the Tntermal
Rirvenue Service (TRS). Clasm paymerss for s revenue
o unubor WEFRP are paid wishen 0 days adler the
desermination af a payment due m long as you ar in
comnpliance with the palicy.

* Hwel CEmaSCutve years of farsy
4 ears of farss b busacey
:\I‘\\ }'I:Zl"mumvlnh_lnl IL‘!N:: f ming
D000 201 3 st e avaslahlc), o
. :‘:Axe 30 lewst 30 percent of your agriculturs)
moddaes in counties w here WFRP 1x v whbie
e the balance in reighbering couies
*  Have no more than $5 5 mdlion " Imw.wd fevienue,
Whach i the farm revemse alfowed o be innnd
el the policy multiplae by the covers Tevel
seloct (ace table mbove) kgl
*  Haveno mofe than S0
50 percent of total rev, o
commodities purchased Tor rexale; et
* Have by coven
5 uge bevels om my Federal o
;:-wxr Plans you choose with the WS M.I.f
M
hle:‘ the deversefication requirements of the pobicy
ing 'Wo,of mone commedities if s commoiy

Caover:
WFRP protects your farm agsinst the ks of farm reversse

that you expect to earn or will get from

®  Commodities you produce during the insurance
pericad, whether they are sold or net.

o Commodition vou buy for emle durmy the inmsmnce

peraced, andd

All comenadities on the farm except timber, forest,

and fores peoducts, and anissabs for sport, show, of

Causes of Loss P
WERP provides prosection agaimi the loss of insured The pecy sl provides replant covermge

et doé 030 rvondable ratral e oo tht (M E AT PR
ot

aceurs during the insrance penod and il ab provida "
camyover loss coverage o y0u are insured the following You e ra
vear, See the policy for & bt of covered causes of ko *  Fqual 1 the cost of replanting up 10 8 muxdmum of revenue mx’::,:::’:‘:ﬁﬂ"’:: achal
30 percent of he expected revene, nd * Mot the devenstication requremeny.
Important Dates & When 20 percent of 20 aceea of the crop meeds 1o b by Baving two or more commod rirbdcond
Sales Closing, Cancellation, & Ternsination Dates replantnd Potsioes onthe farm e i there are
February 25 e March 13
Infarmation You Provide

oty Specdtic

Rivined Fars Operation Repart e The approved revenue amoun s determined on your

Caleadar Vear Filers Juby 1% Farms Openaion Report and s the Jower of the expecied
Early Fiseal Year Filer Jl 1S peverme of your whole-farms histor avemge rovemat
Cowerage levels mange from $0 percent ta ¥5 percent

There e ecrtam docum

cop
I

l.ate Fiscal Year Filors Fiacal Year Rogon
August ar Sepbember . 30 days aller startof fcal v Catsdrophic Risk Protection (CAT) coversge is nat LT T —r
Citaber, November, of Devember October 31 svwilable. The mamsber of commodities produced on the * 3 comecui,
Mugs 3] farm ace counted g o calcalation that desermines Focma (i it ’.:':.:::f"“’"‘ Forol
" e

Contract Change Dute

“Tallsta your crop srsugace apeek sbout the dates thar a Hfthe farm hos the divennification needed to qualdy

fox the $0 anub 85 percent coverage eveds (there i 3
commasdity fequaement),

For frther mstrmtion mnd
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Home About FSA

You are here: FSA Home / Disaster Assistance Programs / Noninsured Crop Disaster Assistance Program (NAP)
' Disaster Assistance Programs

© Search Tips Noninsured Crop Disaster Assistance Program Related Topics
Browse by Audience Provides financial assistance to producers of noninsurable QMM
crops when low yields, loss of inventory or prevented planting J-Mﬁ'uls;_!:b.uuw
v occurs due to natural disasters. Earm-raised Fish (ELAP)
Emergency Forest
................. . - — -]
Restoration Program (EFRP)

Browse by Subject Noninsured Crop Disaster Assistance Program (NAP) Livestock F P
(-]
(LFP)

Related Information -
k n

¢ Aerial Photography
« Access the Online NAP Tool by clicking this link - Livestock Indemnity s

b ARC/PLC Programs
and s 1ent r basic visions o Noninsured Crop Disaster
Assistance Program (NAP)

¢ Commodity Operations .
Consarva Progra display.(.PDF, 229 KB)

2 on L . Tree Assistance Program

b Dairy Margin Protection « View NAP Program Fact Sheet {TAP)

ram
i : | Want To...

b Direct and Countar- .
Cyclical Program/ACRE Interim Rule ( PDF, 416 KB, Dec 15, 2014)

» Disaster Assistance
Programs Provisions (220 KB)

www.fsa.usda.gov/nap

LR —— |

| Information For




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

e CROPS NOT ELIGIBLE:

— Where CAT or additional level of
insurance coverage IS available

— Where Group Risk Protection
insurance |S available

CAS RMALDE =RicurRis«- 2

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

CAS RMALDE —RicurRisc | B

Custom Ag Solutions




Noninsured Crop Disaster
Assistance Program (NAP): Coverage Updates

» QOrganic 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
. D|rect 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

S RMALDE =RicurRis«- | g
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Noninsured Crop Disaster
Assistance Program (NAP): BUY-UP Coverage cont.

 Premium calculation:  Payment calculation:
Eligible acres Eligible acres
X Producer share X Producer share
X Approved yield X Approved yield
X Coverage level X Coverage level (50/55/60/65%)

X 100% of market price
X 5.25 percent

= Disaster level
less Production to count

= Net production for payment

It\)l)'/A\SPOf%(ZSFC%rn?lfIgI:Iup premiums are reduced X Applicable market price
- Beginning f BF :
- Li?n%;r;zlr:gs:l:?lirfsa(rmgrs (LR) X Price Coverage (100% or 55%)
—  Socially disadvantaged farmers (SDA) X Harvest factor (100% or 60%)

less Salvage value
= calculated NAP payment

S RMALDE —RicurRisc | .
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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
\ghere 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 RMALDE =RicurRisk- e B

Custom Ag Solutions

Farm Service Agency:
Noninsured Crop Disaster Assistance Program (NAP)

=F2  FACT SHEE

nnnnnnnnnnnnnnnnnnnnnnnnnnn

www.fsa.usda.gov/nap
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Risk Scenario Planner

Risk Scenario Planning

Version
1.10

oy
Tobn P. Hewlatt, Univarsity of Wirsming
e, Joy Porseea, Colorade State Univeray

ﬂ RMA ‘ R {'-E"r’a .

Enferprlse
Risk Analyzer

@0

)
©y
e

- relatively minor changes —
* Enterprise Risk
Analyzer
- /a/"ger changes E&,; et b of Vot
RMA § 5
 RDFinancial
- whole farm budget,
substantial changes
* Machine Risk Calculator
- estimating machinery and
field operation costs

| cAs|RMAYL

USDAES S
= | = Al R

John P. Hewlett, Univarsity of Wyoming
Br. Joy Parsons, University of Nebraska
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http://RightRisk.org/tools
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Alfalfa
Cow-Calf Native H Dat Hay E stablishment
FARM REVENUE
TOTAL FARM INCOME - CASH]  121,759.00 12,380.00 2,802.00 2,306.00
TOTAL NON-CASH INCOME ADJUSTMENTS|
GROSS FARM REVENUE| 121.759.00 12.380.00 2.802.00 2.306.00 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]  98,550.00 11.245.00 2.709.00 2.536.00 15.331.00
GROSS FARM EXPENSES| 185.3393.00 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-Calf Native Hay Oat Hay | Establishment | Alfalfa - Baled
Mexarmium 400 1.75 4 q 4
Most Likely 373.97 1.5 3 2.54 3
Mirminm 350 1 15 15 15
BREAK-EVEN PRICE - CASH EXPENSES
M 059 32.30 3377 4417 29.02
Most Likely 0.64 37.68 45.03 69.56 38.69
Mevamum 0.68 56.53 90.05 117.79 77.38
BREAK-EVEN PRICE - GROSS EXPENSES
Mirimiim 127 87.69 85.87 9294 65.87
Mast Likely 1.36 102.31 114.49 146.37 87.83
Mevamnm 1.45 153.47 228.97 247.85 175.66

Probability Analysis (olck button at nght )

Panel 1: Same Mean, Less Dispersion

Panel 4: Truncating the Distribution
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Does it Pay to Hand-Pollinate Pitahayas?
Using Risk Planning Tools to Asses the Cost/Benefits
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Dr. Jay Parsons, University of Nebraska-Lincoln
John P. Hewlett, University of Wyoming

http://california.erightrisk.com
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. | Risk Scenario Planning E |
- W Hand poliinated pitahaya, colored-flesh varieties (per acre) —
- - Partiol Budgetfor: | =
b — e ; Vegaiive s e
Added Returns Quantity Valu e, Juy Farsena, Caisrads Stase Univarsiry
(e reased yietd: B : " vt
108 odded production/plant, 726 plants/A |- coliectidistribute palien ~2miy fush - R R E_:__%_ e
- 51/7b. pdded refum, wnsorted production T260 5 1.00 7.260.00 | 5 flshes/year, 726 plants/A 120 5 12.00 LAd) e 4
L
Total Added Returns 7.260.00 Total Added Costs Lﬂlﬂ).ﬂ?
Reduced Costs Quantity Value Reduced Returns Quantity Value
Total Reduced Costs Total Reduced Returns
CASIRVASA
u:_-‘)”:;m ‘ A N £ -




Insuring Success for
Wyoming Agriculture 2006

Feasibility of Aernative Rural Enterprses Course

Navigator

—~

Success for
culture 2008 §

Insuring Success for
Wyoming Agriculture 2006

Taxes for Agricultural Enterprises Course

Gaftng on Track
Understanding
“inancial Performance

RISK MANAGEMENT PROFILES

Paul told his g

lad
talked about in it
athletes instea

his class ag
d of doctors

aul was home from college on
braak and was 1alking 10 his par
ents sbout & class he had just

complatod. He toid his parents thal he
leamed about a powerful management
100l called benchmarking that is becom-
ing popular for agnculiural producess 1o
use

He ponted cut how benchmarks allow
producers to measure both s financia
and preduction performanca compared Io
previous years andior other producers and
agricutural businesses

Jack, Paul's dad, said thet he had just
read sboul benchmarks in & recent
farm mag; s enicle
compared nchmarks in  agriculture
10 going to a doctor's office for a chack-
up. When you go to the doctor they

Benchmarking in Agriculture

gether information; such as your biood
pressure, your puise, your temperaiurs
ardather ydoemnecessany
fer detarmining your madical health. Each
measurement has some general guice-
line of what the measwe should be.

For axample. the temparatuns for a healthy
adult should be batween 57 8 and 99,1
degraes F Anything outside this range
might indicate & potential nealth problem
Beng oulside ha range does nol spacily
‘what the problem is, but it gives the doctor
ard g 4 an indicator that some action
may be necessary

Jack smd Ihe magazing artcle identifbad
several financial benchmarks of ndustry
guidelines that have beon established

them identily sirengths and weaknesses
in thesir Businass

tng

tis exactly what

the
well. In class they useay
3s the comparisan

The final sleps a

re to pl; i
based on what s e fn

learned. raduce changes

—Llauidity Benchmark _

The Curent Ratig:
Meas, v
ures cash flow ang ability to Pay bills on timeg

Current Ratig = Current Fa

Current Farm Liabilities ™ Assets divided by

Source of Information,
Balance Shaet

Benchmark
Greater than 1.5

—Selvency Benchmark _
zebl to Asset Ratio
BASUEs long-term
obligations ¥ ability to repay ajl financial

Debt to Asset Ratio = Total Fa,

®d by Total Farm Abzols m Liabilities divig-

urce of Information
lance Shest

nchmark:
LE85 than 0.30 or Less than 3p Percent

Protitability 8enchym ark
L _NChmark

i8le of Return on Assels

http://RightRisk.org > RM Profil
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d be subtracsed from the disasicr
5 converage level 1o establish tbe duct
o mltipliod by the price covcrage lov o gt the callated w‘i‘»‘.fl""“""" e e

it

ave: 2 kons x 60 percent x 100 acres » | 00
i 3 i percent = 120 1ons yield coverage. Produ, 2
B o et 130 100 = 20 o Tod NAP pvrcot woukd b 30 o« 313 3082207

producer purchased NAP insurance
NAP insurance withaut buy-sp coverage, he
fevel  without buy-sp coverage, he would have pasd only the $250 adminisrative fee. Since the

0 percent and the farmer's 1 o <
Rt g a per acre actual yield would cqual this disssier coverage level, there would b no
REMEMBER op
1 red Cr fnce ix just one (ool availsble 1o farmers for managing price risks when surance products an
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