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Time1900 Today

Change is becoming the normal situation.
Stability is the anomaly.  It is wiser to focus 
on integrating processes and life-long learning than 
on particular “facts” or technologies.

What Does This Graph Represent?

Could Be “Just About Anything”!! 
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NEW 
THINKING NEEDED



Studying the environment through an 
intuitive, visual and creative process, which 
results in an understanding of the emerging 
themes, issues, patterns and opportunities.

Strategic 
Thinking Involves



“The best way to
predict the future  
is to create it.”

Peter Drucker





What is RISK?

RISK: The probability of an event 
occurring that can impact your:

Current profit level

Financial situation 
(equity position)

Satisfaction and well-being



Sources of Risk
• Production- yield/quality variability

• Marketing- changes in price/external conditions

• Financial- variability in debt/equity capital and ability to 
meet cash demands

• Legal- responsibilities 
for contracts, statutory 
compliance, tort liability, 
and business structure

• Human- managing 
people and estate 
transfers





Strategic Management

“…Choosing
where to go…”



Step 1: A Financial Health Checkup 
Step 2: Determine Your Risk Preferences 
Step 3: Establish Your Risk Goals 



Measures of Financial Health
Financial Performance Measures

Liquidity
Solvency
Profitability
Financial Efficiency
Repayment Capacity
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Sources of Financial Information
Financial Statements

Balance Sheet
Statement of Cash Flows
Income Statement
Statement of Owner Equity



Resource Inventory

Land/ Equipment
Improvements
Soil, Water, Range
Livestock
Finances
Wildlife
Human Potential

What do I have
to work with here? 
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Risk Preference
Measurable

Dynamic (changes over time)

Influenced by a number of factors
Financial health/wealth
Current risk portfolio
Value at risk (consequence)
Demographics:  gender, age

Measure CURRENT risk preference



Risk Trade-offs

Upside:  Greater risk taking leads to 
greater wealth over time

Downside:  Losses from risk taking can 
be potentially devastating 

How much inconvenience and stress 
are you willing to endure?



Three Types of Risk Preference

Risk Averse

Risk Neutral

Risk Loving



Risk Averse
Prefers investment with lower, but 
certain, expected payoff

Compare to an investment with 
higher, but uncertain, payoff



Risk Neutral
Only cares about the expected payoff of 
an investment and not the risk that must 
be taken to achieve the investment goal

Neither actively takes risks 
nor pays to avoid them

Example:  Self-insures 
against loss



Risk Loving  

Actively engages in 
risky investments



Risk Tolerance





Step 1: A Financial Health Checkup 
Step 2: Determine Your Risk Preferences
Step 3: Establish Your Risk Goals 



Establish Risk Goals

Mission Statement
Strategic Goals
Tactical Objectives
Operational Plans



Goal #1

Goal #2

Goal #3

Writing Goals



Strategic Management

Looks at the BIG picture
Tells:

Where you are heading
What it might look like once you 
arrive

Keeps the operation focused
Allows for proactive management



Strategic
GoalsTactical

Objectives

Operational
Plans



Tactical Management

“…Choosing the 
right things to do…”



Step 4 Prioritize Your Risks 
Step 5: Identify Risk Management Alternatives 
Step 6: Determine the Likelihood of Outcomes  
Step 7: Choose the “Best” Risk Management Alternative



Sources of Risk

Ranch/
Farm

Operations

Production
Risk



Risk Sources
• Magnitude
• Timing
• Impact
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Identify Management Alternatives
Assume the risk
Avoid the risk
Reduce the risk
Transfer the risk



Step 4 Prioritize Your Risks 
Step 5: Identify Risk Management Alternatives 
Step 6: Determine the Likelihood of Outcomes  
Step 7: Choose the “Best” Risk Management Alternative



Estimate Likelihoods
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Rank Management Alternatives



Choose the Alternative

$

$

$

$$$

$



Operational Management

“…Doing Things
Right…”



Step 8 Implement Plans
Step 9: Monitor and Adjust
Step 10: Replan



Operational Management
Putting the strategic plan into action on the 
day-to-day basis necessary. . . 

Following the tactics outlined in the tactical 
level describing how to go about the 
process of. . .

Achieving the strategic goals within the 
constraints of the financial health and risk 
preferences  outlined at the strategic level



Step 8 Implement Plans
Step 9: Monitor and Adjust
Step 10: Replan



Monitor and Adjust

Concerned with providing control for 
the implementation process

Informational control: 
doing the right things

Behavioral control: 
doing things right



Communication is Essential



Step 8 Implement Plans
Step 9: Monitor and Adjust
Step 10: Replan



Replan

As we move toward our goals, we 
should review our chosen route
Make sure we are still “on course”



WHERE DO YOU WANT TO GO?
STRATEGIC GOALS

WHERE ARE YOU NOW?
Determine FINANCIAL HEALTH,

RISK PREFERENCES and RISK SOURCES

HOW ARE YOU GOING TO 
GET THERE?

TACTICAL and OPERATIONAL PLANS

Summary



http://RightRisk.org
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Sponsored by the Risk Management Agency (RMA)

For more information about RMA go to 
www.rma.usda.gov

For RMA Fact sheets go to 
http://www.rma.usda.gov/pubs/rme/fctsht.html

For RMA Farm Risk Planning information go to
http://farm‐risk‐plans.usda.gov/




