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SECTION 1: Definition of Risk Management
Review the definitions below, and then complete the two workbook prompts:

In your own words, define risk management as it applies to your farming operation.

Why is risk management important for your farm?

Merriam Webster: Risk is the possibility of loss or injury, Management is the judicious use of means to accomplish an end. 
Paraphrased from USDA: Risk management involves adopting strategies that can mitigate negative financial effects from
uncertainties such as prices, yields, weather, global markets, etc. 

SECTION 2: Importance of Risk Management in Agricultural Operations
The ability to manage risk varies based on an operation's financial position and resources. Regardless of size or current
market conditions, having a risk management plan will eventually prove beneficial, so it's wise not to be without one.

List three potential risks that could affect your farm in the next five years.
1.

2.

3.

How would each of these risks impact your farm financially?

Are you currently prepared for these risks? Explain why or why not.



What percentage of your farm’s *working capital is borrowed?

How would an interest rate increase affect your ability to operate?

Financial Risk Financial Risk Example: 
Interest rates and debt.

Have recent regulatory changes affected your farm? How?

Do you have a plan to comply with future legal changes?

Institutional Risk Institutional Risk
Examples: 

Government actions,
subsidies, regulations.

What are your contingency plans for personal or family health issues?

Does your farm have a legal framework for succession in case of death or disability?

Personal Risk Personal Risk Examples: 
Health issues, labor

shortages, "Three Ds"
(death, divorce, disability).

SECTION 3: Types and Sources of Risk
It is essential to understand the types of risk that may impact your farm business.

For each risk type, answer the questions as they relate to your farming operation.

What are the top three commodities your farm produces or uses?

How do price fluctuations affect your operation?

Price Risk Price Risk Example: 
Sudden drops in

commodity prices.

List three natural factors that affect your production.

Have you experienced production issues in the past? How did you address them?

Production Risk Production Risk
Examples: 

Drought, disease or
severe weather.

*Working capital = Short-term Assets - Short-term Liabilities



Step

SECTION 4: Assessing the Impacts of Risk

Before developing a risk management plan, it's crucial to evaluate the potential impacts of risks on your farm business.
Consider the likelihood of these risks occurring, their level of impact, which risks you can directly control or influence
and possible strategies for mitigation. 

Using the worksheet on the following page, complete the following steps for each risk type:

Define Your Risk 
For each risk type, list the risks that may impact your farm business.

Step

Assess Probability
For each risk you listed, assess the probability or likelihood of occurrence using the scale: low, medium or
high.

Step

Assess Impact
For each risk you listed, assess the likelihood of impact to your operation using the scale: low, medium or
high.

Step Rate Control
For each risk you listed, place a checkmark in the box next to the risk that can be directly controlled or
influenced.

Step Mitigation Strategy
For each risk you listed, write down a risk management tool that could help to mitigate the risk. Refer to
the Common Risk Management Tools reference list. If you are not sure, it is okay to leave it blank. 

See the chart on the following page:

Step Prioritize
For each risk you listed, place a star next to the risks you feel are a priority. The priority risks will be used
to complete your risk management plan.
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SECTION 6: Creating Your Risk Management Plan

After going through the thought processes on the previous pages, you can begin to build out your risk management plan
depending on the goals of your farm business and the priority risks you want to mitigate. 

To create a risk management plan for your farm, focus on your business goals and priority risks. Keep it simple; effective
strategies don't always require financial advisors or complex insurance. For example, cattle producers might stockpile hay
to prepare for droughts or increase hazard insurance on equipment to recover from a fire.

SECTION 5: Risk Tolerance

What is your overall financial position or risk tolerance?

Generally, a stronger financial profile offers the ability to accept more risk, as adversity can more easily be absorbed
without long-term impacts. The margin of error is different for each operation depending on its financial health and
resources. 

Rate your risk tolerance by placing an “X” on the chart below:

Low Medium High

Complete the Risk Management Plan by filling in the chart on the following page:
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