Risk Management Basics from University of Vermont Extension


	Production Risk: 

· Weather. 

· Drought. 

· Frost. 

· Excessive rainfall at planting or harvest time. 

· Insect or disease damage. 

· Mechanical issues.
	Managing Production Risk: 

· Diversification: grow a variety of crops; get off-farm employment to diversify income sources; look into on-farm renewable energy production. 

· Invest in technology such as irrigation equipment, tile drain-age, and frost protection. 

· Have strict maintenance protocol for all equipment and follow that protocol. 

· Purchase crop insurance to protect against loss of yield or income due to unavoidable events such as natural disasters, or market fluctuations. 

· Site Selection: consider renting acreage that is less susceptible to frost, etc.


	Marketing Risk: 

· Market price fluctuations. 

· Loss of market access due to the relocation or closing of a processing plant. 

· Loss of marketing power due to small number of producers relative to consumers.
	Managing Marketing Risk: 

· Develop a marketing plan and/or business plan. 

· Join a marketing cooperative to stabilize prices. 

· Direct market to stabilize prices. Forming a CSA, having a farm stand, or selling at Farmers Markets can bring good food to your neighbors, and a good source of income to your farm! 

· Market Contracts: agree on payment date and terms in advance. 



	Financial Risk: 

· Production and price risks. 

· Inflation: especially where it pertains to cost increases on key inputs. 

· Changes in interest or exchange rates.
	Managing Financial Risk: 

· Write up a detailed Budget. 

· Pay down debt in a good year. 

· Keep asset/liabilities ratio at 2.0 or above. 

· Find off-farm employment. Jobs with benefits are very helpful. 

· Use non-farm investments such as IRAs of mutual funds to diversify your asset portfolio. 

· Compare farm ratios and expenses to industry averages or benchmarks to see which, if any, are out of line. 

· Monitor your farm financial information to see that the numbers are moving in a direction that you want them to go.


	Legal Risk: 

· Tort Liability: being subject to a civil suit. 

· Environmental liability. 

· Business structure.
	Managing Legal Risk: 

· Carry sufficient farm or business liability insurance. 
· Develop employee procedures and management practices. 

· Develop good neighbor relations. 

· Use agricultural practices which will limit environmental risk such as run-off of farm fertilizers or pesticides into local waterways. 

· Choose the right business entity: don’t assume that sole proprietorship is the best business organization.


	Human Resource Risk: 

· The three D’s: Death, Divorce, or Disability. 

· Poor communication and employee management skills. 

· Farm transfer: who will take over the farm?
	Managing Human Resource Risk: 

· Develop employee procedures and management practices. This can improve business and safety performance and reduce legal risk. 

· Disability and/or Life Insurance. 
· Develop a farm transfer plan or estate plan to ensure business continuity.



