National FFA Risk M anagement L esson Plans
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Risk M anagement Planning

Precepts
Vision
C2. Conceptualize ideas
C3. Demonstrate courage to take risks
Decision Making
N1. Demonstrate the Decision-Making Processes
N2. Demonstrate Problem-solving Skills

National Standards

NSS-EC.9-12.1 — Productive Resources
NSS-EC.9-12.2 — Effective Decision Making
NL-ENG.K12.6 — Applying Knowledge
NL-ENG.K-12.7 — Evaluating Data

Student L ear ning Objectives
As a result of this lesson, the student will ...
1. Demonstrate the six types of risk
2. ldentify the five ways of handling risk
3. Articulate the need for Risk Management Planning

Time
Instruction time for this lesson: 45 minutes.

Resour ces

United States Department of Agriculture Risk Mamaget AgencyProduction Risks: Alive and
Well; by Dr. Laurence Crane, NCl8wuthor. Retrieved October 16, 2008, from Unitedt&ta



Department of Agriculture Web Site:
http://www.agrisk.umn.edu/Library/Display.aspx?Hes1128

Building a Comprehensive Risk Management Plan, ouise Waterman, adapted from
USDA/Risk Management Agency. Retrieved October2D08 from the Vermont Agency on
Agriculture, Food & Markets.
http://www.vermontagriculture.com/agdev/Risk%20Maaaent/article1.htm

National FFA Organization’s “Essential Learningsiterials, 2003

Tooals, Equipment, and Supplies

Public Writing Surface

Agriculture Risk Crop Cards

Five different colored items in varying quantitpl@red stones, different types of beans, etc.)
enough for each student to have several of oneocoe items

Containers to hold the various colored items

Three to five pair of dice

TM.A — one copy

AS.1 — one copy per student

Key Terms

The following terms are presented in this lessahappear in bold italics:
Production Risk Marketing Risk Financial Risk
Legal Risk Human Risk General Risk
Retain Shift Reduce

Sdf Insure Avoid



I nterest Approach

%AWelcome! Today we are going to play a game. Ladlkit”Agricultural Risk”. Much like
the game of Chance or Risk, there will be strategylved in the choices you make during the
game as well as things that are out of your control

The teacher will need to facilitate this activityickly and move on to the next stage. The teacher
will group students into teams of three to foudstots. The teacher will allow student teams to
select a crop from the Agricultural Crop Risk Cardehe Agricultural Crop Risk Cards will be
placed around the room so that students will be ablquickly choose the crop they wish to

plant. Above the stack the teacher will have emitthe type of crop on a sheet of flip chart
paper.

(%Aln this game the one thing that you have contrefawthe type of crop that you will be
planting for your farm. Let's create teams.

The teacher will ask the students to count of bgetlor four to create the teams. The teacher
will ask the teams to move to specific areas ofdloen before the game can begin.

Q%AWhen | say “Move” | want our teams to move to tlassigned locations. You will have
one minute to complete this task. Questions? Qkayge!

Announce the 30-second mark and inform the studleeyshave 30 more seconds to find their
team and take a seat.

Q%AThat was great, thank you. Now that you are irryeams, when | say, “Go,” you will
have one minute to brainstorm with your team tad#ewhat crop you wish to plant. Be
thoughtful about your selection; take into consadien the type of climate we live in. In this
game assume that this would be a real crop thatwaud actually consider planting. If asked,
you need to be able to explain or defend why yaselyour crop selection. Questions? Go!

(%AAnd stop! | hope you have made a wise choice. Neken | say “Plant” you will choose
one member from your team to go and retrieve yayncAlltural Crop Risk Card from its
location in the room and take it back to your sedte there any questions? Great. Plant!

Announce the 30-second mark and inform the studleeyshave 30 more seconds to find their
crop that they want to plant and find their seat.



@%AWeII done! Now that you have your crop, comesitheresting part. In agriculture,
producers or farmers spend time choosing the typeops they want to plant and they factor in
many reasons for choosing the crop. Much like jystidid. However, in life, like the games of
Chance or Risk, there are many things that a perdtennot control. Some things out of our
control have a very positive effect on our farmimgdustries; others do not.

The teacher will pass around one die to each teanval as five containers full of various
colored objects. Five of the colored objects rappresent a form gbroduction risk: adverse
weather, pests, disease, human error, and misusewtechnologies.

%AThe containers | have just passed around représese things in a farming industry that
you cannot control. As a team you are going to takes rolling the die that | have provided you.
Whatever number appears on the die that is howy wljects you have to take out of one
container. You must continue to roll the die, tgkiurns, until you have taken something out of
each container. Your choices of what containerpiock from may affect how well your crop
produces. When | say’ “Roll the die,” your teang@ng to have five minutes to roll the die five
times choosing which container to draw from. Whagsgions are there? Excellent. Roll the die!

As the students engage in this game of “Agricult®iak” the teacher should move around the
room monitoring conversations. If the game takegéo allow for the time expansion.

Qﬁ';AWow, that was interesting. There were many comtnss regarding what the different
colored objects may represent. All of the objebtd yyou had to choose represented the five types
of Production Risk - adverse weather, pests, disease, human erromiande of new

technologies. These are all things that affecettpected yields and have a major impact on
farmers. So let’'s see what the choices you madehahe crop you chose

The teacher will identify the colored objects ahd production risks they represent. The teacher
will facilitate a discussion among the studentglmdamage their crops sustained during this
game.

Discussion Questions:

QQ«AWhy did you choose that particular crop to raise?

Qs Do you think it was a wise choice — Why or Why not?

Qs \What production risk impacted your crop the most?

Q%AWhat could you have done to protect yourself?



Summary of Content and Teaching Strategies
Objective 1: Demonstrate the six types of risk.

QS’?;AGreat discussion! The game that we just playedanasans to demonstrate to you the
effects ofproduction risk. Production risk is just one of six (6) differégpes of risk that
producers/ farmers face every day.

Place TM. A on the overhead projector and reviesvittiormation with the students. Have the
students capture the information in their notese Types of risk for review afroduction Risk,
Marketing Risk, Financial Risk, Legal Risk, Human Risk and General Risk.

Q%ANOW that we have reviewed the six different typegsks a producers faces, let’s see if you
can demonstrate what you have learned so far!

Hieroglyphics e-Moment

Students will use the Hieroglyphics e-Moment teengthe six types of agricultural management
risks. Each student will need AS.1 to completathiwity. The Hieroglyphic e-Moment
challenges students to create an “icon” or symb@ttrepresents a concept — or a “picture that
is worth a thousand words!”

(ﬁ’«Aln just a moment, each of you will receive an aistisheet with bricks on it. In each of the
bricks first write the one management risk thatdiseussed. Be sure to leave plenty of room
because | you are also going to drawing an iconrd@esents that risk. You will have three
minutes to draw your icons. What questions aresth@&raw!

When students have finished, give them about 3hdedo share their icons with a neighbor.

Q%ATurn to your neighbor and show them the icons y@wdo help you remember the six
management risks. Nice work! If you look at ourcks, if you remove just one the structure is
not as sound. In the same way, if you do not adlygdlan for all of the risks that producers face
your agri-business will not be as sound or safe.



Objective 2: Identify the five ways of handling risk;

(%ANOW that we can identify the various types of tis&t producers face, we can now start
looking at ways of handling or managing those rigsk management means using strategies
that can greatly decrease the chances of beingdarat of business. It also means reducing the
odds that your profits and/or your financial pasitiwill drop below an unacceptable level.

You have to remember that utilizing risk managenstrategies does not mean that you eliminate
risk altogether. If you reduced all the risk inved in a profitable activity then everyone would

do that activity! And, if everyone did the samag¢hthere would be an imbalance of supply and
demand. Too many producers producing the samg wuld create an influx in supply.

QAIn order to create a sound risk management plannged to identify your potential risks,
like we did earlier with our bricks, and understavalys to handle those risks. Once we have
identified which risks need our attention we camagge the risk in one of five ways.

Place TM.B on the overhead projector and reviewitiiermation with the students. Have the
students capture the information in their notes.

%ALet’s capture some information about handling risksur notes:
To Retain means to hold onto something with no protectiomftbe negative aspects.

To Shift means that someone else takes on some of the cbieacegative impact in
exchange for a payment.

To Reduce means to put protections in place to secure youastment
To Self-insure means to have some emergency reserves in place.

To Avoid means to completely steer clear of something lsecthe risk is too high.

%AWhat guestions do you have?

Allow the students to ask questions and respondogppately. Be sure to allow other students
to provide input.

%AGreat guestions!

Use the Motion e-Moment to help students rementigeinformation by using their hands. The
Motion e-Moment can take place while students ranmatheir seats. It incorporates motions



associated with key words and phrases. Studeimsrettimic motions demonstrated by you or
create their own. The power of the Motion e-Monf&gpens when students make the
associations.

» Make the motion of trying to hold a large baskgiresentretain.
» Make the motion of pushing something aside to ssprshift.

» Make the motion of pushing something down to regmtesduce.
» Make the motion of hugging yourself to represetitinsure.

» Make the motion of pushing something away to remtes/oid.

Go through the motions with the students. Haveesits go through the motions and review
once on their own.



Review/Summary
Objective 3: Articulate the need for Risk Management Planning

QS%AYOU all were great today! Thank you so much fangpeso involved in this lesson on risk
management. Remember that in order for producenave strong, viable business ventures they
must first identify the risks associated with th@ioduction and then map out ways in which to
handle or manage the risk. In future lessons Wld®iearning about a SWOT Analysis which is
a valuable tool that producers may use to helgtiigeheir Strengths, Weaknesses, Opportunities
and Threats.



Application

Extended classroom activity: Use the Internet to research different methodsenftifying and
managing risk and evaluate the best strategieslififerent scenarios.

FFA activity: When creating a chapter project, apply the sameqgpies of risk analysis to the
project to assess the validity of completing thegmt.

SAE activity: Individual students could participate in a Comnuaiions SAE or Service-based
SAE in order to share with local farmers/productims methods of risk identification



Evaluation

Utilize the assessment to assess the student’sl&dgev



Answersto Test:
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T™.A

Production risk

Example: Weather, pests, disease, the availability of aliicputs and the
interaction of technology with other farm and masragnt characteristics.

Marketing risk

Example: Identify and quantify costs, set price goals, dabee potential price outlook,
examine production and price risk, and developatey for marketing your crop.

Financial risk

Example: The cost of debt capital; cash flow needs; andathiity to
maintain and grow equity.

Legal risk

Example: Establishing or reorganizing a business, rentiniga@sing issues,
tax issues, bankruptcy, environmental issues,aefarm, transfer of
management, estate planning

Human risk

Example: Children and safety on the farm, hazards on farampesent,
respiratory hazards from harvesting, pesticidessafety,

General risk

Example: Record keeping, business planning, diversifyingriass



AS.1




T™.B

Risks can be handled in one of five ways, or inater
combinations of the five:

1. Retain - With no protection from downside risk, as in
holding an un-priced commaodity.

2. Shift - A contractual arrangement where someone else
takes on some of the chance of a negative occugnenc
exchange for a premium. Buying crop insurance is an
example of shifting risk. The more risk you shifte higher
the cost.

3. Reduce - Keeping fences in good repair to keep livestock
off the highway and a marketing plan that locksame
level of guaranteed return are examples of reducskg

4. Sdf-insure - Emergency reserves funded from previous
years' profits.

5. Avoid - Not selecting a particular enterprise; not poghi
either end of the planting windows, not increasiogr
debt-to-asset ratio beyond your comfort level. Aoy
risk may be appropriate when the risky event casdvere
but cannot be effectively managed in other way® fhneat
of injury or death to children operation farm mansy
may be enough to avoid letting children near maayin
until they are old enough to safely operate thepqgent.



AS.2 — Agricultural Crop Risk Cards

Cotton corn
Soy Beans Rye
Sorghum Wheat
Alfalfa Barley
Timothy Buckwheat
Clover Tobacco




Assessment

Name:

Directions: Match the term with the correct example

8.

9.

Retain
Production Risk
Shift

Legal Risk

Self Insure
Marketing Risk
Avoid

Human Risk

Reduce

10. General Risk

11. Financial Risk

Holding an un-priced commaodity

Emergency reserves funded from previous years'
profits

A contractual arrangement where someone else
takes on some of the chance of a negative
occurrence in exchange for a premium

Not selecting a particular enterprise or not
increasing your debt-to-asset ratio beyond your
comfort level

Keeping fences in good repair to keep livestock off
the highway and a marketing plan that locks in
some level of guaranteed return

Establishing or reorganizing a business, renting or
leasing issues, tax issues, etc.

. Weather, pests, disease, the availability of elitic

inputs and the interaction of technology with other
farm and management characteristics

Record keeping, business planning, diversifying
business

Identify and quantify costs, set price goals,
determine potential price outlook, examine
production and price risk

Children and safety on the farm

The cost of debt capital; cash flow needs



