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4. Factorsto consider

(&) Use of own resources—available facilities,
labor supplies, feed supplies, management
experience

(b) Use of custom providers—distance, climate,

reputation and management practices, cost
charges, marketing arrangements

(c) Tax liabilities

(d) Profitability-revenues minus expenses (cash and
noncash costs)

(e) Net casn flow-cash inflows minus cash outflows

(f) Budgeting—calculating expected revenues and
expected costs of each alternative






5. Economic




5. Economic Principles (con't)

Risk must be dealt with. Can be handled through
futures or options hedging. Requires basis
Information. If open ended (no hedge), need to
add a cost or risk premium (such as one standard
deviation of cattle price).

e Basisinformation-NCBA, Livestock Information
Marketing Center (LMIC), commodity brokers

e Means and standard deviation of cattle prices (Table 1)



Table 1. Means and Standard Deviations of Cattle
Prices, Months of January 2000-June 2001,

Dollars/cwit.
Markets
Weights Mont. | Colorado | Kansas | Oklahoma | Nebraska | Wash.
1. Feeders
500-600 Ibs 100.82 | 103.54 | 99.54 |100.46 96.95
(3.44) | (5.26) (4.39) | (4.82 (3.20)
600-700 lbs 93.33 [9153 92.23 |94.09 (NA) |89.62
(2.61) |(3.25) (2.81) | (2.76) (1.98)
700-800 lbs 86.02 |87.20 87.43 |88.22 83.51
(2.19) | (1.65) (2.28) | (2.56) (1.65)
2. Fed
1100-1400lbs (NA) | 71.46 72.17 (NA) 71.79 70.90
(4.95) (4.92) (4.93) (5.12)

Note: Mean or average prices are the top numbers and the standard deviations
are in parentheses below each mean.




6. Planning

* Projection stageiscritical in the holding decision.
For example, if weaned calves can be contracted
for sale with information about prices, projected
returns and costs beyond weaning may determine
the contract decision.

« Consider locking In prices at this time to cover
risk

* Inprinciple: expected value of weaned calf
(opportunity cost), feed cost of gain, and expected
value of yearlings will influence the retained
ownership decision.

e Corn price movements are critical in selecting
weight gain aternatives.



l1. Retained Ownership

| nformation

Represent atypical producer, but difficult to
match individual producers.

Producer situations differ: location, forage quality,
feed and labor constraints, breeding genetics,
custom providers, financial status, experience, etc.

Producer expectations differ: risk assessment,
anticipated prices and costs, utilizing information,
relationship with custom providers, etc.

Fow diagram of alternatives for cow-calf
producers, shown as 3 options.



Calves Weaned (
I

Option A
Custom Finish, 575 |bs.
(Oct 15-une 10)

0
235 days, 3 Ibs/o




Assumptions Made;

o Cavesweaned in fall 2001, retained into year
2002. Prices reflect futures markets and costs
reflects those of 2001.

* Option A-Producer owns calves, custom finish in
Greeley, Colorado, distance of 600 miles.

e Option B-Producer owns calves, background on
ranch at light rate of gain, summer graze on ranch,
custom finisn in Greeley, Colorado, distance of
600 miles.



Assumptions Made (con't)

Option C-Producer owns calves, custom
background and custom finish in Greeley,
Colorado, distance of 600 miles. (Other aternative
could be background calves on wheat pasture in
Kansas/Oklahoma, custom finish in that region,
distance 1,100 miles).

nterest charges in budgets are implicit costs since
producer uses own funds (money not borrowed).
nterest charges are for calf/yearling, ¥2feed, and
medical.
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I11. Budgeted Alternatives

» Expected or forecasted prices of feeders and fed
cattle are based on futures markets adjusted for
basis.

» Costs of custom backgrounding and finishing
based on information of Western Kansas,
Montana, and Colorado feedlotsin year 2001.

 |n dealing with feedlots about custom services,
how costs are itemized are important.

— Expected costs should be based on individual feedlot
Information.



I11. Budgeted Alternatives
(con't)

* |Individual producers may treat some costs
differently than in the following budgets. There
are variable and fixed (out of pocket) cash costs as
well asimplicit (not out of pocket) costs. For
example, feed cost and yardage charges are cash
costs while interest charge on an owned calf isan
Implicit cost.

 |f individual producers utilize own facilities,
rather than custom lots, cost estimates may differ.
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Option A. Finishing







Option B. Ranch Bac
lbsto 9071bs




Option B. Ranch Back
|bs to 907 1bs), October




Option B. Ranch Background Calves and Graze (525
lbs to 907 |bs) October 15-August 15(con’t)

Costs Revenue
Price |$/head |Price |$/head

7. Marketing (net shrink, 1.5%) 10.88
(0.015 x $725.60)
8. Total costs (add lines 1-7) $777.98
9. Total revenue (line 1) $725.60
10. Return over costs (line 9-line -$52.38
8)

Lessinterest -$21.29
11. Breakeven cost $85.78/cwt
(line 8 + 907 lbs.)

Lessinterest $82.35/cwt
12. Total cost of gain $59.35/cwit
(line8 —line1) +~ 382 |bs. gain

Lessinterest $51.21/cwt




Option B. Custom Finish Y earlingsin Greeley (907
Ibsto 1297 |bs), August 15-December 15 (con't)

Costs Revenue
Price |$/head |Price |$/head
13. Value yearling (907 1bs) $80/cwt $725.60 75/cwt 972.75
Transportation (600 miles) $2/mile 21.77 (finished (1297 Ibs.)
($2 x 600 miles + 500 cwt x steer in
9.07 cwt) December)
14. Feed cost of gain $34/cwit 132.60
(120 days x 3.25 Ibs x $.34)
15. Yardage $0.28/hd/day | 33.60
($0.28 x 120 days)
16. Interest yearling + Y2 feed 8.5% 22.43
(0.085 x $725.60 x 4/12) +
(0.085 x $132.60 x .5 x 4/12)
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Option C. Custom Bac
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Option C. Custom Bac

575 lbsto 851 |
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Option C. Custom

Finish Yearlingsin Greeley (851

Ibsto 1331 |bs), Feb 15-July 15 (con’t)
Costs Revenue
Price |$/head | Price |$/head
13. Vaue yearling (851 Ibs) $86/cwit 731.86 $74/cwt 984.94
(no transportation-same lot) (finished | (1331 1bs))
Steer in
July)
14. Feed cost of gain $34/cwit 163.20
(150 days x 3.2 |bs. x $.34)
15. Yardage $0.28/hd/day | 42.00
($0.28 x 150 days)
16. Interest yearling + ¥z feed 8.5% 28.83
(0.085 x $731.86 x 5/12) +
(0.085 x $163.20 x .5 x 5/12)
17. Medical and processing (extra) 2.00
(interest on medical) .07




Option C. Custom Fini







V. Conclusions

1.

Partial budgets, breakeven analysis, and profit potential
are based on market prices, costs, and assumptions
made. Producers can use budget format for estimating
retained ownership returns based on personal projections
of prices, costs, rates of gain, €tc.

High opportunity costs of calves limit profit potential of
retained ownership, even with low costs of gain.

Some economists are forecasting higher fed cattle prices
In 2002 than indicated by current futures markets ($2-
$4/cwt higher). This difference changes profit potential
of finisning alternatives. Options trading may play a
role here.



V. Conclusions (con't)

4. Recommendations by economists and feedyards for
retained ownership (particularly finishing) are to take a
long-term view as it fits in with value-based marketing.
Jumping in and out of retained ownership year-over-year
(because of anticipated prices) is costly. This may yield
less returns than if a consistent marketing program of
either selling calves or retained ownership was pursued.

5. Locking in corn prices with futures/options to keep down
cost of gain should be considered.



