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Cow-calf profitability drivers...

* Analysis of Kansas Farm Management Association

(KFMA) cow-calf enterprise analysis returns

- —_—_—
— 1979-2008 all operations Souimis

(examine time effect)

— 2004-2008 operations with

at least three years of data
(examine producer effect)

» Paper available on web
(www.agmanager.info)

Differences Between High, Medium, and Low
Profit Cow-Calf Producers
An Analysis of 2004-2008 Kansas Farm
Management Association Cow-Calf Enterprise
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| Avg returns are highly variable over time

Avg returns are highly variable over time

Return over Variable Costs
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Returns are more variable across producers

e

Cow-calf profitability drivers...

Eant]

Beef Cow-calf Enterprise, 2004-2008 (min of 3 years)* .
* Returns are more variable across producers at a
Profit Category Difference between . . . .
Al High 1/3 Mid 173 Low 1/3 High 1/3 and Low 1/3 pOInt in time than they are on average over time
Farms Head / $ Head / $ Head / $ Absolute % H H “ H ” H
e = > = > (i.e., even in “hard times” some producers are profitable)
Labor allocated to livestock, % 38.1 48.0 35.4 30.7
Number of Cows in Herd 124 170 137 65 105 161% H H H H
L]
e oo oo " o ot o P Cost differences explain a much bigger portion of
Weight of Calves Sold 583 s01 584 573 B profitability differences across producers than does
Calf Sales Price / Cwt $109.12 $108.73 $109.99 $108.68 $0.05 0% . .
Gross Income $539.29 $573.90 $555.38 $489.33 |—[ $84.56 ] 17% iIncome d Ifferen Cces
T

Feed $312.02 $274.36 $316.05 $345.83 22.8% -$71.47 21% Profitability vs. total cost Profitability vs. gross income
Interest $117.00 $94.09 $117.00 $139.90 -$45.81 -33% 200 200
Vet Medicine / Drugs $15.70 $15.85 $15.73 $15.54 $0.30 2% S P T s, o . PN
Livestock Marketing / Breeding $10.08 $8.15 $11.44 $10.72 -$2.56 -24% 8 00ty § . L O
Depreciation $37.23 $26.36 $25.28 $59.51 $33.16  -56% A ‘:.;.’_ I § aa L W rastaan
Machinery $66.73 $47.71 $63.34 $88.99 -$41.28 -46% § A, AA S r'eN N

- w A
Labor $92.87 $69.48 $84.90 $12388 __ , 85441 -44% T 0 A4 add g -0 } R N
Other $39.85 $22.85 $35.10 $61.38 | -$38.53 -63% - N 5 i

g a 2 600 A @ Top 1/3 ($15/$574)
Total Cost $691.49 $558.84 $668.84 $845.75  —] -$286.91 -34% ; 600 o 1A TS T5559) c u Middle 1/3 ($-113 / $555)
Net Return to Management -$152.20 $15.05 -$113.46 -$356.42 $371.47 2 800 = Middle 1/3 ($-113 / $669) 5 -800 A Bottom 1/3 ($-356) / $489)
* Sorted by Net Return to Management (Returns over Total Costs) per Cow © A Bottom 1/3 ($-356) / $846)

Compared to $170-$190 between 1,000 —~ 1,000
d b hi d 400 500 600 700 800 900 1,000 1,100 1,200 1,300 1,400 300 400 450 X 500 550 600 650
top an ottom third years. Total cost, $/cow Gross income, $/cow

Wﬁ* So, what does this mean? i

Daily price volatility has increased...

Daily Price Range (High - Low) DEC Live Cattle Futures Price
(Jan - Nov each year)

* In order to increase returns (relative to average),
producers should focus their management efforts on 140
being a low-cost producer.

1.20

* Managing price risk should be viewed as something
to do to reduce variability in income NOT as a way of
getting higher prices.

1.00

Price range, $/cwt

* Most price risk-management tools available allow us
to manage short-term price fluctuations, but not 0.40 |
multi-year price risk.

* What price risk are we most concerned about in cow-
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£ Within year price volatility has increased... .~ =l Daily price volatility has increased...
| i |
Daily DEC Live Cattle Futures Price (Jan 1 - Nov 30 each year) Daily Price Range (High minus Low) DEC Corn Futures Price
(Jan 1 - Oct 31 each year)
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Within year price volatility has increased... Daily price volatility has increased...
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Daily DEC Corn Futures Price (Jan 1 - Oct 31 each year) Daily Price Range (High - Low) OCT Feeder Cattle Futures Price
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Within year price volatility has increased...
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Daily OCT Feeder Cattle Futures Price (Jan 1 - Oct 15 each year)
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W Marketlng iIssues to think about...

* Production issues related to marketing
* Marketing alternatives available

* Pricing tools available

W

Selling:

* Quality or grade that is easiest to produce
* Most convenient time and place

» Whatever price is offered

Marketing:

» Identifying most profitable quality/grade e S e e
* Most profitable time and place (—
» Retain some control over price and profitability

Pricing:
» Use of specific tool(s) to set price and/or basis
* Method of managing short-term price risk

M Methods of pricing feeder calves...

» Cash sales

» Forward contract

» Hedge with futures contract (i.e., sell futures)
* Buy put option

» Livestock Risk Protection (LRP)

» Other option market strategies




M Cash sales...

Characteristics —

easy to understand

retain price and basis* risk

no quantity or quality obligations (within reason)
no futures broker or margin calls

financial risk (i.e., risk of not getting paid) depends on
financial strength/integrity of buyer

* basis = cash price — futures price

M Forward contract...

* Characteristics —

locks in a “fixed” price

basis risk is eliminated

pay a premium for transferring basis risk

no margin account or maintenance required

may or may not involve broker / brokerage commission
contract specifications and size flexible (within reason)
obligated to deliver

low quality cattle might be excluded/refused

weight price slide risk

risk of other party not honoring contract

not always available

prices are not very transparent

Hedge with futures contract...

Characteristics —

locks in a “fixed” price (CME futures price)

subject to basis risk

fixed contract specifications and size

deal with broker / brokerage commission

margin account and maintenance required

easy to enter and liquidate

transparent price quotes

no risk of other party “backing out”

no risk of low quality cattle being “refused”

cash settled contract (no delivery ability / obligation)

M Buy put option contract...

* Characteristics —

locks in a “floor” price (CME strike price)

subject to basis risk

fixed contract specifications and size

deal with broker / brokerage commission

pay premium for option

easy to enter and liquidate

transparent price quotes

no risk of other party “backing out”

no risk of low quality cattle being “refused”

cash settled contract (no delivery ability / obligation)




(= Livestock Reports - Windows Internet Explorer

Bu y LRP insurance p0| icy... G )+ [ rtt s s covappsiivestocs_raportsmain a5 LRP — Weight 1 (11/25/09) |-
Ve e (9o [+ | g new exico Cattie Gro. . | 2 Beefiasis.com -Foreca... | " Livestock Reports d [7 time periods, 12 policies] |~
‘ LRP Coverage Prices, Rates, and Actual Ending Values - Report for 11/25/2009 ‘ e
* Characteristics —
. . I . USDA subsidizes 13 percent of total LRP premium
— locks in a “floor” price (CME cash index) - Se6 notes at bottom of page
— Subject to basis risk se | couny | TUETEM lcommoaity | Type | prectiee | SR | LI OGRS CNTEE) mate | SR | Enanate |MUL
“pe . . . S NEW, 0801 897 NO
— contract specifications somewhat flexible (e.g., weight) wxco | cowmes | 12| FEDER LS| mmACTCE |z | deaéts | st | 09970 |0gsiser| 227 | 02242010
- contraCt Slze erXIble (l head Up to 1'000 —max Of 21000 hd/year) ;;’:EUUV C?SN;LELS 13 Fggg;R S&QEﬁST:TEI}S P:’:C"I"IEE 2010 103415 | $100.810 | 0.975800 (0.022856 2316 02/24/2010
CATTLE SPECIFED
— deal with crop insurance agent
p g SolhEw) AL 17 FgEalg;R SP,BSTEERS P:irtl!:lgE 2010 103.702 | $102.400 | 0.997100 |0.032670 3378 03/24/2010
. . MEXICO COUNTES CATTLE WEIGHT 1 SPECFED
B pay premlum for LRP pOIICy EEy LEIEL 17 Fg‘:géﬂ EESIEEES) P:?:C"I"IEE 2010 103.703 | $101.200 | 0.875800 (0.025011 251 03/24/2010
— have to buy in “off hours” (i.e., ~ 4:00 pm to 9:00 am) ieico | counTes camne | "M | specrep
H H H H HH 35 NEW 998 ALL en 809 STEERS EELIND - -
— tied to options market (determines availability) woweo | couwres | % | DR |Nypgey | PRACTCE | 010 | f0S1 | S720 | 0S1500 001479 14 | 4mT2010
- prlce qUOteS avallable On RMA WEbSIte :FB’:‘ECUOV C?L?N;IELS 26 EES];:E_E S‘E;‘SE‘SG'I'HE.?IjS Z:{\ELII:':E; 2010 10€.011 | $102.400 | 0.975400 |0.024021 3518 05/26/2010
H “ H ”
- no rISk Of Other party baCkIng OUt ENEY oLl 30 nggéﬂ SP,QSTEERS P:iz#lgE 2010 107.027 | $104610 | 0.977400 |0.038370 4014 06/23/2010
. . . « » MEXICO COUNTES CATTLE WEIGHT 1 SPECIFED
— no risk of low quality cattle being “refused S I, G —
. - . . MEXICO COUNTES 30 FEEDER WEIGHT 1 PRACTICE 2010 107.027 | $100.210 | 0.938300 (0.025423 2.548 06/23/2010
— cash settled contract (no delivery ability / obligation) cATILE SPECFED
5 NEW 0801 887 NO
e | A 3 DR il PRACTCE | 2010 | 107704 | 105260 | 0377500 (0040302 4251 | 07212010 1
< bd

= Livestock Reports - Windows Internet Explorer = Livestock Reports - Windows Internet Explorer

Q ) = | hittp:/fwwn3.rma.usda. gov/apps livestock_reports/main.aspx LRP — Weight 1 (11/27/09) @ \ v | ™ hittp:fuew3.rma.usda. gov/apps livestock_reports/main, aspx LRP — Weight 1 (11/30/09)
N = . . . o N . . . o
Ve gt (22 [+ | @ New Mexico Cattie Gro... |2 BesfBzsis.com -Foreca... | " Livestock Reports 4 [3time periods, 3 policies] % e [ LvestockReports g [4time periods, 8 policies]
o’ " "
Select Criteria  Main Menu  Print 1112712009 10:31:47 U e e e 11/3012008 S:05:10 Pl
LRP Coverage Prices, Rates, and Actual Ending Values - Report for 11/27/2009 LRP Coverage Prices, Rates, and Actual Ending Values - Report for 11/30/2009
USDA subsidizes 13 percent of total LRP premium USDA subsidizes 13 percent of total LRP premium
B * See notes at bottom of page
Endorsement Crop | Exp.End |Coverage |Coverage Cost Per Actual
G County Endfrsemenl Commodity|  Type Practice | C'oP |Exp.End |Coverage|Coverage| .. - [CostPer | . ... |Actual state County Length | |Commedity | Type Practice | o0 e Fr= — Rate owr | EndDate ("€
ength Year Value | Price Level cwT Valt
0s01 997 NO
e 0801 57 NO 35 NEW 998 ALL 809 STEERS
i};gg CfSGILELS 2% FEEDER BESEEE.E'}S PRACTICE | 2010 | 105.041 | s96.960 | 0.923100 |0.019617| 1.902 | 0s/zarot0 MEXICO | COUNTES = EEE-rDrELE WEIGHT 1 ;E’é‘él:g; ERY || TERE || ol ‘ R ‘U (EERE| ZEE | iz
i CATTLE i SPECIFIED
0801 997 NO 35 NEW 998 ALL oeot 809 STEERS | oo7 MO ‘
35 NEW 998 ALL 20 FEEDER 809 STEERS PRACTICE 2010 106115 | ssa030 | 0923800 |oo0z2857 | 2241 0612572010 MEXICO COUNTES 12 FEEDER WEIGHT 1 PRACTICE 2010 102963 | $98.840 ' 0.960000 /0.016483| 1.629 03/01/2010
MEXICO COUNTES WEIGHT 1 CATTLE SPECFIED
CATTLE SPECIFED
35 NEW 998 ALL ea) 80a sTEERS | 997 HO SalbE) e % Fg?géﬂ BUEISIEERS P:i?C$IgE 2010 | 105722 | sssato f{ 0.930400 Y0 023058 | 2280 | 0s3tzt0
MEXIED COUNTES 34 FEEDER | "o | PRACTICE 2010 | 106792 | S98.710 | 0.924300 (0.025308| 2498 | 07/23/2010 MEXICO COUNTES caTie | WERHTT | Solened - , . -
i CATTLE i SPECIFIED
0801 97 NO
:‘Q‘Eﬁg C?SN?HLELS 25 FEEDER K&QE‘SGT:TE?S PRACTICE | 2010 | 105722 59711u\ 0.918500 JO.018677 | 1.814 | 0S/31/2010
Motes: CATTLE SPECFIED \_/
- Some endorsement lengths may not be available due to insufficient pricing or rating information. < NEW 0801 997 NO
: Y - e g. ) ) f“a’:g‘é CFDQSG'%LS 30 FEEDER s&fﬁsg:ﬁ.s PRACTICE 2010 | 106.741 | $100.330 | 0.935900 |0.026236| 2632 | 06/28/2010
- For LRP Fed Cattle, Feeder Cattle and Swine, sales open from the time sales data is available (approximately 3:30 P.M. central time) until 9 A.M. central tin . CATTLE v SPECIFED
the
0801 997 NO
next day. :‘SB':H;I C?SN?H%S 30 FEEDER S&QE“SGT:TE':S PRACTICE | 2010 [ 108741 | $98.130 | 0.919300 |0.021802| 2139 | 06/28/2010
- For Lamb, sales available MONDAY ONLY. Sales open from the time of official release of coverage prices and rates on Monday mormning {approximately 10 2 CATTLE SPECIFIED
central time) until 7 P_M_ central time Monday_ 0801 997 NO
SENEW ) SSSAL N reeDer | P00SIEERS | poacmice | 2010 [ 107368 | S100.860 | 0.940300 0028402 | 2877 | 07282010
- For Lamb, preliminary coverage prices and rates may be available for viewing Friday evening and over the weekend but are subject to change at the official MEXICO COUNTES T WEIGHT 1 srroaar - - .
release time on Monday. Coverage prices and rates may also be available for viewing following sales during the week.
. 0801 997 NO
- Purchase of LRP must be made through an authorized livestock insurance agent. :g:guv c?l?anLELS 2 FEEDER 3&9E“SGT:T535 PRACTICE 2010 107.368 | 598760 | 0.91s800 |0.024182| 2389 | 0726010
- For LRP Fed Cattle, Feeder Cattle, and Swine, coverage levels and rates shown are available only on the selected effective date until 9 am. the following day CATTLE SPECIFED a
< > < >




= Livestock Reports - Windows Internet Explorer

@ (o) v ™ ntt:wn3.rma.usda. gov/apps flivestock_reports/main.aspx LRP — Weight 2 (11/30/09) |-
N . . - "
W | LvestockReports I [3 time periods, 3 policies]
Select Criteria Main Menu  Print 11/30/2009 9:13:39 PM i
‘ LRP Coverage Prices, Rates, and Actual Ending Values - Report for 11/30/2009 ‘
USDA subsidizes 13 percent of total LRP premium
+ See notes at bottom of page
Endorsement Crop | Exp.End |Coverage|Coverage Cost Per Actual
State County Longtn | |Commodity | Type practice | Lo | EiP-End | Colera F Rate e | Endnate €08
0801 997 o
ey e 13 FEEDER BRISIEEES) PRACTICE 2010 93603 $91.850 0.981300 |0.023146 2128 03/01/2010
MEXICO | COUNTES PR | weehTa | PRACTEE
0801 997 NO
e | A 3 Feeen | S0STERS | pmacmice | 2010 | 9303 | ssasso | 09s9e00 |notséss| 1481 | 03012010
CATTLE SPECIFIED
0801 997 NO
B FEDhL 26 FEEDER HTEES PRACTICE 2010 96111 $50.290 0.939400 |0.023059 2.082 05/31/2010
MEXICO COUNTIES CATTLE WEIGHT 2 SPECIFED
0601 997 N0
:|SE;\ECVOV C?SN?ELS 26 FEEDER SwES)GT:igS PRACTICE 2010 96.111 $88.290 | 0.918500 |0.0188677 1.649 05/31/2010
CATTLE SPECIFIED
0801 997 NO
ZEEXN‘E;;I CQUQSG:_ELS 30 FEEDER B;‘?E‘SG]:]E,ES PRACTICE 2010 97.037 581210 0.940000 |0.026236 2393 06/28/2010
CATTLE SPECIFIED
0801 997 NO
;SEXNEVUV C?SN%LS 30 FEEDER SxES’GT:‘EES PRACTICE 2010 97.037 $89.210 | 0.919300 |0.021302 1.945 06/28/2010
CATTLE SPECIFIED
0801 997 NO
e | A 3% Feeen  |SOSTERS | pmacmice | 2010 | o7e07 | se1730 | 0940300 |no2sssn| 2615 | omms0i0
CATTLE SPECIFIED
0801 997 NO
ZSEXNEUUV C?SN’-ATLELS M4 FEEDER SxES)GT:‘EZS PRACTICE 2010 97607 $89.780 | 0.919800 |0.024192 2172 07/26/2010
CATTLE SPECIFED
2
< >

Other options strategies...

* Characteristics —

anything goes...

buy / sell put(s), calls(s), sell futures, forward contract...
selling options requires margin account and maintenance
make sure you understand what you are doing!

Several of the more common options strategies

— Synthetic put —hedge (sell futures) or forward contract
and buy call option (works similar to buying put option)

— Window / fence — establish minimum (floor) and
maximum (ceiling) prices by buying a put option and
selling a call option(s)

Comparing pricing alternatives...

Cash vs. Hedging vs. Options...

Because the various risk management tools have different
characteristics (e.g., flat price vs. minimum price), it is
useful to compare them under alternative price outcomes.

FeederCattleRiskMgmtTool.xls is a tool that allows users
to compare various feeder cattle pricing strategies,
specifically focusing on LRP versus options.

KSU-Option Strategies.xls is a tool that allows users to
compare various pricing strategies, specifically focusing
on using put and call options.

Both tools are available on www.agmanager.info.

Eiigi2izieloi~ ol

FeederCattleRiskMgmt.xls |

Pt Pegelmout  Formulss  Dea Review  View  Acrobat

8 c D E F G H I J K ! M H (] P [*]

M=)~

FeederCattleRiskMgmtTool.xls — A decision making tool that can be used to compare
Expectsd Net Selling Pricas using altsrnative risk managsmant tools available for pricing

feeder cattle. The authors gratefully acknowledge funding provided by USDA's Risk
Management Agency (RMA) for development of this feeder cattle risk management tool

INPUTS v& CALCULATED VALUES

In the Comparisan shest all blus numbars are input by the user. All black numbers are calculated using data provided by
the usee The speeadshest automatically recalculates every time an additional input 15 ertersd Thus. it 15 imponant 10
wildt Unbd il OBLE RIVE BeEN EnMered Bnd reewed Defore IMEpeELng Bny of the calculated results {1 . bisck numbers)

DESCRIPTION OF INPUTS
Kot of the input cells {i 8 . bius numbar) have 3 red diamand in the uppar fight hand comed of the cell By moving yous
mouse cursor over this diamond, a bed descrpbon of the input wil be displayed on the screen

COMPANION PUBLICATIONS

This spreadsheel was developed 3s a cecision-aid tood for producers interested in managing feeder cattie price
risk You can keam more about managing price risk and using LRP insurance at www.AgManager.info by
clicking on the olicwing links

LBP [nsurance Price Risk M,

Developed by:

Kevin €. Dhuyvetter, Ph.0,
Deparunent of Agricubtural Economics

wolce: (185) 5323527
email: ked@ksu.odu
website: www.agmanager.info

Kansas Stata University

Mote: Macros in this spreadshest are simply
used for printing and do not contain viruses.
Varsion: 8.06.08
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remy Lt i LI ampleds. (¢ ity Modt] - Micd =
) :
> Wome et Pwgelmout  Fomum D Aeiew  View  Awonat FeederCattleRiskMgmt.xls | = .
e — . Inputs for FeederCattleRiskMgmtTool.xls
‘“ |
A -] 4 Q £ | 3 [} M F L3 L L] M L] P Q R £ T
1
z Comparison of Alternative Risk Management Strategies for Pricing Feeder Cattle Pt intosmatson | . . . . .
- e wheE W yEr g dEr Comparison of Alternative Risk Management Strategies for Pricing Feeder Cattle
Tumber of head (number of head 1o match futures contract i Burmber of contracts T o T T T T
0 Expacled weight at Eime of s.aie, Bk Tuead - [uss weight 1 1 - a0 Strikm price{s), Sew sl geaed  gwoaed  gemed  swesd
T Pounds of eattie supscied 1o sell in cash market, b : 48,840 Premium. Lewt 1063 51600 S0.000  S4500  $0.600 Current date 11/30/2009
| Epwciesesecete Ve o :
- (St s i Number of head (number of head to match futures contract = 74) 74
" CME tutures contract Tor Recging (Jas. Mar. Ap. May. Aey. Sep. 0|Lﬁ‘ tar piice Cash _ Hesdge LEP
B Commiasin sy or st ystrm s T Y i e AR Expected weight at time of sale, Ibs/head -- (use weight 2 for LRP) 675
14 Futures price — Mar CME feedar cattle contract, Sewt* P $96.375 $972.00 59138 $9557 LIR T
B I et ancing it o o e T s e RN MR Pounds of cattle expected to sell in cash market, Ibs 49,950
End dato for LAP contract " WEI00 410400 90228 29548 LR
CML Teeder cattie ¢ L 0 and premiums’ ::::ﬁ m:: ::::: ::::: EXPECtEd sale date 3/10/2010
Strike price Pul Call Coverage Lovel LAP cant 14600 S94528 28538 EILIETY A0
m $ewl Fowt ‘:-::;0 ’;. — ;&:‘ FAH0 <= fatures price Increment Bigrdies mesmnum prive o o Feeder cattle type Steers
a: :;:: ;;fﬂ :;m e Comparison of Alternative Expacted Net Selling Prices
Wioo  mars rme st s = = runm e
$9400 2650 0540 enar ! LT T P CME futures contract for hedging (Jan, Mar, Apr, May, Aug, Sep, Oct, Nov) Mar
9600 $16000 2860 ELEES L LA g 110 Hedgr & Call (1100 o Pul b Call (15051061
ooy S oo ol Pane " gem £ //‘?‘ Commission for roundtrip (sell and buy) futures trade, $/contract $60.00
$L00 14000 11830 Lt sl 2 X ) .
ool oo i i) i'“ T Commission to buy or sell options contract, $/contract $30.00
$100.00 Soo JAEM L] v
_— i Futures price -- Mar CME feeder cattle contract, $/cwt* $93.750
bitpibenn heafhinia sumi E e B Expected basis (cash - Mar CME futures), $/cwt# $2.49 /1
*Vielimitn with fistures peices arel aption premicm quates "
e i L S R LRP expected ending value for relevant time period” $93.603
FesdrCatR AN GmIT ool a End date for LRP contract 3/1/2010

Developeay:  Wewin C. Dhusyverier, P
Professnr, Onpartment af Agredtural Feanoenics mﬁ W

Hanses State University

/1 basis for futures and options can vary from LRP basis

THA533.3527 [wosce] — [armail]

45 ( S —
M4 r B el @ Futurey-optons— - LRP - Shestl - ¥ ol
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£~ HeelBasis.com - Farecasting Tools - Windows Interne! Explarer =13

(< ISIAC | http://Iwww.beefbasis.com | o) x
£

Eie Yew P

= Beef Basis > Home - Windows Internet Explos

& - 2] http:/iwww .beefbasis.com

Fle Edit View Favorites Took Help

% windows Lve [B] -| | WhatsNew Frofie Mal Photos  Coendw  MSN  Share
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BEEFBASIS.com¥

Decision Support for America’s Beef Producers

wr Fovites 58 - @8 agManager Cort... | (8 Department of A... | M Googe o Desfastco.., % [ Faccbook | Kmd...

BEEFBASIS.com

Decsion Support for Amenca's Beel Producers

Clayton
ng Touls= Marke t BeelBasis- Clovis

Home Forecasting Tools~ Market Data Contact About BeefBasis~ Roswell

‘attle Basis Forecast

BeefBasis.Com - Decision Support for America’s Beef Producers November 2009: We have Sex: Stee - Frame: Lg & MedlLg »
extended the forecasting abilities . ]

The Cattle Basis Risk Analysis Tools at BeefBasis.com give producers the information and of BeefBasis so0 a feader basis Weight: Head: alllal2lsl2)4
analytics they need to improve marketing decisions influenced by cattle basis risk. This may be calculated out to 18 575 | Ihs/head T4 FA . o L oun
site is completely free of charge to producers. ool M4 4L |8

Feeder Cattle Futures Price: Live Cattle Futures Price: Corn Futures Price: R AL R
Basis, defined simply as the difference between the local cash markets and futures November 2009: Market datais 9375 | Slewt 8812 | Slewt 418 Siha :' @& B L 3
contract prices, can be complex and can vary dramatically between weight classes and R — N N A
market locations from year to year. Understanding the risk related to basis uncertainty, currentup to Uetober 002 Reference Comiract: Mar 2010 Reference Coniract: Apr 2010 Reference Contract: Mar 2010
or "basis risk,” is essential to making effective use of price risk management tools such as Transaction Date: Nov 30, 2009 | Transaction Date: Neov 30, 2009 | Transaction Date: Nov 30, 2009

Chicago Mercantile Exchange (CME) futures and options and forward contracts.

The BeefBasis website was developed by Custom Ag Solutions, Inc. (CAS) and Kansas Credits
State University (K-State) in partnership with the USDA’s Risk Management Agency (RMA).
. ) ) : Data for BeefBasis.com provided
BeefBasis gives you relevant information and analytics you 1y UsDA's Agricultural
need to evaluate marketing decisions and manage your Marketing Service {AMS).

price risk.

\nstructions:

1) Select values from cach af the pulldowns, enter values in each of the texe baxes.
2} Hover cursor over entry Labels for explanation of value to be entered,

J) When all values have been entered, click the run button.

A) Resulrs are displayed here.
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BE E F BAS I S A Comparison of Alternative Risk Management Strategies for Pricing Feeder Cattle
.COM |
Deasion Support for Amenca's Beel Producers b - | CME feeder cattle option premiums LRP coverage levels and premiums
" Strike price Put Call Coverage Level LRP cost
$lcwt $lcwt $lcwt $/cwt -%- $lcwt
$82.00 $91.850 98.13% $2.126
$84.00 $89.850 95.99% $1.481
$86.00 $0.8000 $87.850 93.85%
o [CT— R vl . $88.00 $1.0500 $85.850 91.72%
Sex: Stoe - Frame: Lg & Medlg ¥ AR O S WSC— $90.00 $1.4500 $83.850 89.58%
Weight L : (R $92.00 $1.9750 $3.7250 $81.850 87.44%
575 Ihshead N
= = = = - - $94.00 $2.7000 $2.4500 $79.850 85.31%
Feeder Cattle Futures Price: Live Cattle Futures Price: Corn Futures Price: a 4
9375 | Slewt 8812 | Slewt 418 | Sma - $96.00 $3.9500 $1.7000 $77.850 83.17%
Reference Contract: Mar 2000 | Reference Contract: Apr 2010 | Reference Contract: Mar 2010 $98.00 $5.4250 $1.1750 $75.850 81.03%
Transaction Date: Nov 30, 2009 | Transaction Date: Nov 30, 2009 | Transaction Date: Nev 30, 2009 |
Display Verticol $100.00 $7.0250 $0.8000 $73.850 78.90%
- $102.00 $0.5500 $71.850 76.76%
et e ed cal e i e “:‘;“ ¢ $104.00 $0.3500 $69.850 74.62%
Maodel-estimated feeder cattle basis, $cot = . —
c e RS Rad $106.00 $67.850 72.49%
Expected cash price, S/cwt 96.24
Confidence interval for expected cash price, Sicwt’ 91.40 o 101.08 -
Done & @ Internes A *100% -

Output for FeederCattleRiskMgmtTool.xls Output for FeederCattleRiskMgmtTool.xls

Comparison of Alternative Risk Management Strategies for Pricing Feeder Cattle

Comparison of Alternative Risk Management Strategies for Pricing Feeder Cattle Futures LRP Put Call Put Call

Number of contracts 1 74 1 1 1 1
Futures LRP Put Call Put call Strike price(s), $/cwt $91.85 $92.00 $102.00 $94.00 $104.00

Premium, $/cwt $2.126 $1.975 $0.550 $2.700 $0.350

Number of contracts 1 74 1 1 1 1

Strike price(s), $/cwt $91.85 $92.00 $102.00 $94.00 $104.00 Comparison of Alternative Expected Net Selling Prices

Premium, $/cwt $2.126 $1.975 $0.550 $2.700 $0.350 115

——Cash —&—Futures Hedge
Expected Net Selling Prices 110 +— A

—+—LRP, ($92) —Put, ($92) //
Futures Hedge —¥—Hedge & Call, (§102)  —®—Put & Call, (§94/$104)
price Cash Hedge LRP Put &Call Put&Call //%07
$78.00 $80.49 $96.14 $92.21 $92.41 $95.53 $93.97
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$82.00 $84.49 $96.13 $92.21 $92.40 $95.52 $93.97 2 !é 9 /
$86.00 $88.49 $96.13 $92.21 $92.40 $95.52 $93.97 g ™ FE—
$90.00 $92.49 $96.12 $92.21 $92.39 $95.51 $93.96 2w
$94.00 $96.49 $96.12 $94.36 $94.45 $95.51 $94.02 & /
$98.00  $100.49 $96.12 $98.36 $98.45 $95.51 $98.02 z 8
$102.00  $104.49 $96.11  $102.36  $102.45 $9550  $102.02 § " /
$106.00  $108.49 $96.11  $106.36  $106.45 $99.44  $103.96 i
$11000  $112.49 $96.10  $110.36  $11045  $10344  $103.95 7
78 82 86 920 94 98 102 106 110
$4.00 <= futures price increment Signifies maximum price in row

Ending Futures Price, $/cwt




Impact of number of head “hedged” ... Impact of number of head “hedged” ...

Comparison of Alternative Expected Net Selling Prices Comparison of Alternative Expected Net Selling Prices
115 115
—e—Cash —s—Futures Hedge / —e—Cash —s—Futures Hedge /
110 +— A 110 H > > A
—a—LRP, ($92) ——Put, ($92) —&—LRP, ($92) ——Put, ($92)
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78 82 86 20 94 98 102 106 110 78 82 86 90 94 98 102 106 110
Ending Futures Price, $/cwt Ending Futures Price, $/cwt

Cash and LRP don’t change from base because they are not “fixed quantity” contracts.

Impact of number of head “hedged” ...

Comparison of Alternative Expected Net Selling Prices ) . .
- * More variability in returns across producers at a
B = e ——— P point in time than on average over time
—4—LRP, ($92) ——Put, ($92) i A
105 || e tedge & Call (5102)  —e— Put & Call, (894/5104) « Cost management has historically been much more
< 100 important than income management
®
8 o « “Marketing” is different than selling or pricing —the
o . - . -
2 o) value of marketing likely will increase as we move
o 90 head (60,750 Ibs) — under hedged away from commodity beef
5 81 (122% of one contract)
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Ending Futures Price, $/cwt

Cash and LRP don’t change from base because they are not “fixed quantity” contracts.
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* Price risk management tools available generally aAG _—
only help manage short-term risk. Cow-calf o AgManager.info Recent Updates
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* Numerous pricing methods/strategies that can be - W o QU estions? Do Estimats 114506)
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used and they all have their advantages and * cmai Updats
disadvantages — make sure you know and - it Euipmen Cont S I
understand what you are doing S
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* Tools available to help analyze pricing methods -
In the Cattle Markets” and Radio Interview:

Wieekly cattle market update and sadio mbersew with LMIC. This week




