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What is RISK?

• Certainty- lack of doubt
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What is RISK?

• Uncertainty- doubt about future events

• RISK- potential variation in 
the outcome of future events
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What is RISK?

• RISK- potential variation in 
the outcome of future 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
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HUMAN Dimension of Risk Management
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The HUMAN Dimension of Risk Management

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

– Being wrong, 

– Being laughed at 

– Being made fun of, 

– Loosing the farm, etc.
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HUMAN Dimension of Risk Management

• 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.
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Types of Risk Preference
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Personal Perspectives on Risk

• Generational differences

• Gender differences

• Life stage/family 
differences

• Life experiences
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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?
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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. Increase capacity to bare
a) Increase reserves

b) Maintain flexibility

5. Accept it
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How much risk is right for you?
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Strategy Impacts
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Key Point

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…
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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?
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Current Federal Insurance Options
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http://www.rma.usda.gov
/pubs/2015/stateprofiles/

california14.pdf
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http://www.rma.usda.gov
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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 
insurance policy

• WFRP is a combination of 
Adjusted Gross Revenue 
(AGR) and Adjusted Gross 
Revenue-Lite (AGR-Lite) 
policies
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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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Whole-Farm Revenue Protection cont.
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Whole-Farm Revenue Protection cont.
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www.fsa.usda.gov/nap

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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Noninsured Crop Disaster 
Assistance Program (NAP):  Coverage Summary

• NAP available 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
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Noninsured Crop Disaster 
Assistance Program (NAP):  Coverage Updates

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
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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

 NAP fees or buy-up premiums are reduced 
by 50 percent for:

– Beginning farmers (BF)
– Limited resource farmers (LR)
– Socially disadvantaged farmers (SDA)
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• Payment calculation:
Eligible acres
X  Producer share
X  Approved yield
X  Coverage level (50/55/60/65%)

= Disaster level
less Production to count

= Net production for payment

X  Applicable market price
X  Price coverage (100% or 55%)
X  Harvest factor (100% or 60%)
less Salvage value

= calculated NAP payment

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
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Farm Service Agency: 
Noninsured Crop Disaster Assistance Program (NAP)
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www.fsa.usda.gov/nap
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Evaluating Alternatives
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RightRisk Analytics:
~ tools to evaluate alternatives

• Risk Scenario Planner
relatively minor changes, risk analysis

• Machine Risk Calculator
machine costs, custom rates, risk analysis

• Forage Risk Analyzer
lease arrangements, forage supply, housing costs

• Enterprise Risk Analyzer
larger enterprise-level, enterprise mix changes

• RDFinancial
substantial changes, whole farm budgets,
financial analysis, credit scoring

• Risk Navigator
strategic risk planning and analysis
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http://RightRisk.org/tools
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Risk Scenario 
Planning
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Risk Scenario 
Planning
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Machine Risk Calculator
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Machine Risk Calculator

$28.63

$31.88

$29.83
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Enterprise Risk Analyzer
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Enterprise Risk Analyzer Net Return
Analysis
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Enterprise Risk Analyzer Breakeven
Analysis
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RD Financial

http://california.erightrisk.com

Risk Navigator Tool Box
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RR Analytics – CALIFORNIA
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Strategy Impacts
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http://RightRisk.org
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Risk Management Profiles

http://RightRisk.org > RM Profiles
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RightRisk Newsletter

http://RightRisk.org/News
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Contact info:

John Hewlett
jhewlett@eRightRisk.com

307-760-9515


