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Sources of Risk in Agriculture

1. Price risk

2. Production risk

3. Input cost risk

4. Casualty loss risk

5. Legal, regulatory, and policy risk

6. Personal well-being/health risk

7. Risk of dependent/partner business changes

Source: Modified from Miller et al., “Risk Management for Farmers”, Purdue University, Sept 2004.
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Market Price Risk
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Two Manager Attributes Affect Risk
Management Strategy Employed

1. RISK Perception

2. RISK Attitude or Aversion Level

-- Together determine how manager deals with risk

2008 K-State Stocker Field Day Manhattan, KS
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Daily corn price moves have increased s

Daily Price Range (High minus Low) DEC Corn Futures Price

2008 through September)

(Jan 1 - Oct 31 each year

Innnnmin

T T
N o ®
4 9 9

o o o

0.20
0.18
0.16
0.14
0.06
0.04
0.02
0.00

ng/$ ‘abues aolid

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Year

1998

Manhattan, KS

State Stocker Field Day

2008 K.

Daily fed cattle price fluctuations are high, but nothing we

haven’'t seen them before ...

Daily Price Range (High - Low) DEC Live Cattle Futures Price

2008 through September)

(Jan - Nov each year
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o

e
-
.
i
-
.
-

.
.
e
S
i
.
.
.
”;z
S
.

.

L) < -
el i
e
e
an

.
.

.
.
-
.

-

o

.
-
-
.
-
-
-
.
-
-
-
e
-
L
=
-
-

.
-
-
e

.
.
s
.
-
*gﬁg&
i

L
.
e

-
-
.
s
-
-
-
.
-
-

L
.
.
.

=
S
=
-
=

o
-

.

Y
S
e e o

s
i
o
sl
=

=

-

-

.
.
-
S

=
-
-
-
-
.
o
.
-
=
=
P
-

-

2000 2001 2002 2003 2004 2005 2006 2007
Futures Contract Year

1999

1998

S
e
e e e

i
-
-
-
.

N
e
- N
LN

S

.

B
-
.

0.35
0.30
0.25 A
2
1
0.10

ng/$ ‘abues adllg

Daily wheat price moves have increased s

State Stocker Field Day

0.00 -

0.05 A
State Stocker Field Day
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Little more price variability in feeder cattle market than
fed cattle market ...

—
Daily Price Range (High - Low) OCT Feeder Cattle Futures Price
(Jan 1 - Oct 15 each year; 2008 through September)
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CME feeder cattle futures prices (9-30-08) ...

{2 Futures Detail - Windows Internet Explorer;

£ aboutiblank v
Futures Detail
DAY FEEDER CATTLE (FC) [10 minute delay] Future Symbol Search | Symbol Lookup

More Info Month Last Chg Open High Low ‘Volume Open int Trade Time:

chart options  Oct08  104.000s 1200 103700 104900 103550 1058 6824 . .

chart options _Jjouda—td 1150 103300 104600 103150 1249 11704 Jan-09 IS tradlng at $10365
chart options 0850 103700 104400 103600 461 5707

chart options 1300 103200 104650 103200 63 778

A s
chart options : 1550 104500 105025 104500 30 426 This is the market’s forecast
chart options  May-09 105500 1150 105500 106000 105500 47 513 @S tO what prices will be, but
chat opfions  Aug-09 107.4005 1450 106000 107500 106000 29 65

chart opfions  Sep-08  107.1008  0.100 —  107.100 = 0 » how confident are we in this
e ot o " forecast?

Tue, Sep 30, 2008 332 FMCOT  “Qustes are in market tme.

Done & mternet 100% -~

What is the probability price will be between $101 and $106 (+/- ~$2.5) in Jan?
What is the probability price will be between $96 and $111 (+/- ~$7.5) in Jan?
What is the probability price will be less than $91 (down ~$12.5) in Jan?

What is the probability price will be greater than $116 (up ~$12.5) in Jan?

2008 K-State Stocker Field Day Manhattan, KS

Distribution of market’'s expectation of prices in Jan...

JAN'09 FC Futures Price Distribution Implied by Options Market,
September 30, 2008 (current price = $103.65)
24

22 A
20 f o
18 -
16 |
14 f---- R

12 4 - 7.6% - - - 11.5%

10

Probability, %

Price Range, $/bu

<8l 81-86 86-91 91-96 96-101 101-106 106-111 111-116 116-121 121-126 126-131 >131

2008 K-State Stocker Field Day

Manhattan, KS
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STOCKER

While $103.65 might be our best guess, we don’t have much
confidence that prices will actually end up being $103.65

JAN'09 FC Futures Price Distribution Implied by Options Market,
September 30, 2008
24

22 ] 20.6%

20 1

18

16 A

14 |

Probability, %

<8l 8186 86-91 91-96 96-101 101-106 106-111 111-116 116-121 121-126 126-131 >131

Price Range, $/bu
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At historical volatility levels, variability still exists, but
we would have more confidence in price forecast...

BEEF
STOCKER
&

— JAN '09 FC Futures Price Distribution Implied by Options Market,
September 30, 2008 (current price = $103.65)
35
30 oo Z 7777777777777777 ‘ Volati‘lityzll‘ 777777777777
| | % m Volatility = 16
SO R S R I A
| | 7 | | |
e i B | R
Sl 11
1 | | EEEEEE .
& T A A
7
7
7
.
.
%
<81 81-86 8691 91-96 96-101 101-106 106-111 111-116 116-121 121-126 126-131 >131
Price Range, $/bu
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Things are even worse (better?) in the corn market...
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DEC '08 Corn Futures Price Distribution Implied by Options Market,
September 30, 2008 (current price = $4.875)
25 i i i
. @ Volatility = 38
Probability of
201 b : : :
price < $4.30 = 19% o ' '
(comparable % to $12.50 PrObablllty of
. decrease in feeder cattle) price > $5.45 = 229%
°>: 151 (comparable % to $12.50
= increase in feeder cattle)
] i i
o
o
oo L B 1 B B R
5 ]
o
3.200r 3.20- 3.60- 4.00- 4.40- 4.80- 5.20- 5.60- 6.00- 6.40- 6.80- 7.20up
less 3.60 4.00 4.40 4.80 5.20 5.60 6.00 6.40 6.80 7.20
Price Range, $/bu
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SEEE
Risk management very far out is tough in this environment!
— p——
JUL '09 Corn Futures Price Distribution Implied by Options Market,
September 30, 2008 (current price = $5.295)
14 T T T T
Y Probability of Probability of
] : — 270 —— -
price < $4.65=33% L ‘ ‘ price > $5.95 = 35%
(comparable % to $12.50 1 1 1 o
decrease in feeder cattle) _(compara_ble % to $12.50
10 . increase in feeder cattle)
8
2 8]
=
©
S 6
o
jEE EH BN BN HEN HN HE BN BN BN
2
o

Price Range, $/bu

3500r 350- 390- 430- 4.70- 510- 550- 590- 6.30- 6.70- 7.10- 7.50up
less 3.90 4.30 4.70 5.10 5.50 5.90 6.30 6.70 7.10 7.50
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Managing price risk...

BEEF

STOCKER

* Forward contracting locks in futures price and

basis, but we need a forecast of basis to evaluate

validity of forward contract bids.

» Futures and options can be used to hedge feeder

cattle price risk, but basis risk still exists with

these tools (is this good or bad?).

 What do we expect basis to be, and how does

corn price variability impact basis risk?

2008 K-State Stocker Field Day

Manhattan, KS




£~ RgManager.info: Fed Callle Basis - Windows Infernet Explorer

QQ— ] hetp s sgmamages s e £
Be E® Yew Fawrts ook e
W o [l . x [ g 3 BewlBai o Fovncstivg - | G B @ a e B
G : . SPE e | Scarch AgManages
m‘ﬂ Home | Livestock & Meat / Marketing / Livestock Charts [ Fed Cattle Basis
ST
* Agriluesiness . .
- Crops Livestock & Meat: Marketing
~ Energy
TR A Western Kansas Fed Cattle Basis
Sl Fed and feeder cattle
v 1100 - 1300 Ib. Fed Steer Basis . .
.. Policy (ncing P basis charts available
i P W Ko on www.agmanager.info
 Contributors « August
* Programs « Oclober
= Spansors + December
= Upcoming Events
SIGR-UP for Workly Dodge City, KS Feeder Cattle Basis
~ Email Updates
500 - 00 Ib, Feader Steer Basis
= January
« March
« Apnl
« May
» Aurpest
» Seplemnber
« Oiclober
« November

700 - 800 Ib. Feeder Steer Basis

o Jamary
= Mareh

« Ma -

EE

STOCKER

What's driving year-to-year variability?
(corn price, data sample problems, etc...)

January CME Feeder Cattle Basis
Dodge City 500-600 Lb. Steers

30
—=—'06-'08 Avg —=— '06-"08 Min —=—"06-"08 Max = 2008 I
25 o
- No Observations
s
ES
<
W
i
o
Iy
T
o
5
0
11/21 11/28 12/5 12/12 12/19 12/26 1/2 1/9 1/16 1/23
Date
Source: USDA-AMS, CME, & James Mintert, K-State Ag. Economics KSU Dept. of Ag Econ
Basis =Cash Price- Nearbv Futures Price www.agmanager.info
2008 K-State Stocker Field Day Manhattan, KS
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Less variability for heavier weight feeders...

January CME Feeder Cattle Basis
Dodge City 700-800 Lb. Steers

Basis ($'s/cwt.)

-2 —=— '06-'08 Avg —=—'06-'08 Min
—o— '06-'08 Max = 2008
-3
11/21 11/28 12/5 12/12 12/19 12/26 1/2 1/9 1/16 1/23
Date

KSU Dept. of Ag Econ

Source: USDA-AMS, CME, & James Mintert, K-State Ag, Economics
www.agmanager.info

Basis =Cash Price- Nearby Futures Price

2008 K-State Stocker Field Day Manhattan, KS

~ Heel Hasiz » Home - Windows Infernel Explorer

He E® Yew Fgertes [oos  beo
s ) Customiee Unks 8 Free Hotmad 8| Windows: B3 Wirvdows Morkntpiacs 8| Windiowrs Medla

wH |- (&

BEEFBASIS.com

Decision Support for America’s Beel Prodiucers

Market Data

BeelBasis.Com - Decision Support for America’s Beel Producers Dara far BeefBariscom provided

: b USDA's Agricaliaral
The Cattle Basie Risk Analysis Tools at ting S A5
analytics they need to mmmmmbrmmmmm
nmmamumwm

o
“basis risk,” is essential ko
Chicaga Mercantile E

The BeelBasis webste was developed by mm;g)iolwml. Inc. ICAS! and Kansas
v (K-State) in s Risk ent Agency

BeefBasis gives you relevant information and analytics you  seesun -
needg:u&mte marketing decisions and manage your mm

BeefBasis.com — web-based tool for forecasting basis
and examining historical prices and basis.

- Paper on BeefBasis presented at the 2008 armial meeting of the Western Agriculnaral
| Economscs Association in Big Skv. MT oa Junc 27, 2008. Download




i~ Beel Hasiz » Forecasting Took » Hasis and Price Forecast - Windows Internel Explorer

G - [ rotimmbents Impact of corn price on predicted STOCKER
Lo B2 Lo Bt T8 basis for 750 Ib steer sold 1/21/09
G || o et Basis >
BEEFBAS lS Sensitivity of Basis to Corn Prices
.COM
Decision Support for Amenca’s Beel Producers 2.00
| ——————
1.00 = + ¢
—
0.00 —8—Tennessee ~#—Montana -
—4—Kansas —&—Texas
-1.00 |
Location: Famers & Ranchers Lhestock Comm + i Sale Date: 11132009 £
Sex: Steer Frame: Lg & Medlg ~ Grade: 1 g&;
Weight: Head: 5 -2.00 N N 4 & A
B0 Ibs/head 50 'g
Feeder Cattle Futures Price: Live Cattle Futures Price: o \ Slope is essentially equal to zero
10365 | Slewt 10085 | Slewt -3.00 1 (i.e., corn has no impact on basis)
Reference Contract: Jan 2009 Reference Contract: Apr 2009 — _
Transaceion Date: Sep 30, 2008 | Transaction Date: Sep 30, 2008 -
-4.00
. [ —
————
BeefBasis.com 500 4 —— —— o
Explicitly considers corn price e
Can consider any weight for steers and heifers between 300-900 Ibs -6.00
Accounts for lot size 3.75 4.25 475 5.25 5.75 6.25
. . . c ice, $/b
15 states with multiple locations per state orn price, $/bu
2008 K-State Stocker Field Day Manhattan, KS
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Impact of corn price on predicted
basis for 650 Ib steer sold 1/21/09

Impact of corn price on predicted
basis for 550 Ib steer sold 1/21/09

Sensitivity of Basis to Corn Prices Sensitivity of Basis to Corn Prices
5.00 I I I I 16.00 I I I
. — —e—Tennessee  —#—Montana | l\ —e—Tennessee  —l—Montana
00 ‘-\-\ —A—Kansas —4—Texas 14.00 ‘l\ ——Kansas —e—Texas i
3.00 — "\\ ~—
\ \-\ \\ 12.00 {
\ \ B
2.00 \
‘.\7\ ‘\\ 10.00 1 \\-\\-\
H . . . B
S 1001 Slope equals -$1.17 (change in basis 7 ~—_ 5 %\\'\
5 with $1 increase in corn price) ~A & 8.00 1 \\\.\
5 @
2 000 2 \\ ~—
[aa] [2a]
6.00 1 S
-1.00 \ ~
2.00 —_ 4.00 1 ~e—_
\* Slope equals -$1.34 (change in ~—__
3.00 2.00 1~ basis with $1 increase in corn -
price)
-4.00 ; 0.00 ; | ;
3.75 425 475 5.25 5.75 6.25 3.75 4.25 475 5.25 5.75 6.25
Corn price, $/bu Corn price, $/bu

2008 K-State Stocker Field Day Manhattan, KS 2008 K-State Stocker Field Day Manhattan, KS




SEEE
Managing price risk... @

» Corn price variability will impact prices of all
weights of feeder cattle, but it has a larger impact
on lighter weight cattle

» Ability to manage price risk associated with corn
price variability varies depending on calf weight

2008 K-State Stocker Field Day Manhattan, KS

BEEF
STOCKER

Production Costs

2008 K-State Stocker Field Day

Manhattan, KS

BEEF
Fuel costs/head and price/gal are highly correlated...

Gas, Fuel, and Oil Costs, Backgrounding enterprise
(Correlation from 1994 to 2007 = 0.979)

10 4.00
3.60
[ Fuel cost —@— Diesel price

8 3.20
c
o 280 2
g Lo E
< 6 -2.40 &
@ s >
@ H -2.00 ©
] ; a
= 4 A - - 160 5
z 3
H 120 7

2 Lo M > H H H - 0.80

H H H H H H - 0.40

0 1 1 1 1 1 1 1 1 1 OOO

1994 1996 1998 2000 2002 2004 2006
Source: Kansas Farm Management Enterprise Analysis Report (1994-2007)
2008 K-State Stocker Field Day Manhattan, KS

Oil and diesel fuel prices are softening, but will still be

high in 2009 by historical standards...

BEEF
STOCKER

Monthly Crude Oil and Diesel Prices, Jan 1998 - Dec 2009
(Oct 2008 - Dec 2009 forecasted -- 09/30/2008 futures prices)
150 4.80
—— NYMEX crude oil = SWKS diesel |
125 4.00
2008 avg: $110 (+53.6%) / $3.55 (+41.6%) 1

@ . - 0, - 0,
£ 100 - 2009 avg: $102 (-6.8%) / $3.47 (-2.3%) h ,27 320 §
S 3
& =
: 1A f p
2 @
S 75 240 o
3 =
% W g
2 50 Ag v 160 5
8} v fa)

25 — 0.80

0 UL, 0.00
1998 2000 2002 2004 2006 2008
1999 2001 2003 2005 2007 2009

2008 K-State Stocker Field Day

Manhattan, KS




High f

uel prices increase backgrounding costs...

(Oct 2008 — Dec 2008 diesel price forecasts based on 0/30/08 crude oil futures prices)

Grain prices have softened considerably, but still remain
high by historical standards...

10

Fuel cost, $/head

Gas, Fuel, and Oil Costs, Backgrounding enterprise
(Correlation from 1994 to 2007 = 0.979)

4.00

3.60
[ Fuel cost —@— Diesel price

3.20

2.80

2.40
4

7— H 2.00
/

- o

i i 0o 0.40

0.00

T T T T T T T T T T T T T T
1994 1996 1998 2000 2002 2004 2006 2008

Source: Kansas Farm Management Enterprise Analysis Report (1994-2007)

Diesel price, $/gallon

2008 K-State Stocker Field Day

Manhattan, KS

Kansas Monthly Grain Prices
Source: Kansas Agricultural Statistics

16
—e—Wheat (2003-07 avg = $4.02)
14 1 —s—corn (2003-07 avg = $2.60)
12 1 —— Milo (2003-07 avg = $2.36)
—e— Soybeans (2003-07 avg = $6.49)
5 10 1
feo)
A
g 81
L
[
4
2
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
2008 K-State Stocker Field Day Manhattan, KS

Strength in crop markets impacts hay prices...

Price, $/ton

140

130 4

120 ﬁ
10 A,

5

o

}

n 59

>
Bt
s

Kansas Monthly Hay Prices
Source: Kansas Agricultural Statistics

—e— Alfalfa (2003-07 avg = $87.26) 2
—a— Other hay (2003-07 avg = $62.13)

90 4

80

70 A3

60

50

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

2008 K-State Stocker Field Day

Manhattan, KS

Markets look to remain high in the near future...

Harvest (CBT-Z) futures for corn, 1982-2010
harvest in October; 08-10 based on futures prices 09/30/2008
07-11 average is 104% above 82-06 average
6.00
5.00
4.00 82-06 average
2
o 3.00
>3
o)
&
2.00
1.00
o.00 HEEEE e e e e
AN ONODOTANNILONONODNO NN LDON OO
0000000 VNN HPD DD HONO OO0 00 OO HH
year
2008 K-State Stocker Field Day Manhattan, KS




Markets look to remain high in the near future...

BEEF
STOCKER
|E~

Harvest (CBT-X) futures for soybeans, 1982-2010
harvest in October; 08-11 based on futures prices 09/30/2008
07-11 average is 79% above 82-06 average

$/bushel

2008 K-State Stocker Field Day
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Markets look to remain high in the near future... ll

Harvest (KBT-N) futures for hard red winter wheat, 1982-2010
harvest in June; 09-10 based on futures prices 09/30/2008
07-10 average is 117% above 82-06 average

82-06 average

$/bushel
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Pasture rental rates
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Pasture Land Average Value per Acre
January 1, 2008 <

Change from 2007
National average = +6.0%
KS = 16.2%; NE = 23.3%

OK =11.1%; MO = 5.5%

Source: USDA NASS Land Values and Cash Rents 2008 Summary and Dhuyvetter and Kastens, August 2008

* Corresponding changes in crop land values were US=10.4%; KS=15.7%; NE=20.1%; OK=13.4%; and MO=8.6%.
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Pasture Land Average Annual Growth Rate
Jan 1, 2003 to Jan 1, 2008, percent (geo mean)

BEEF

STOCKER

National average = 15.2%

-

Source: USDA NASS Land Values and Cash Rents 2008 Summary and Dhuyvetter and Kastens, August 2008
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BEEF
Pasture Land Average Rent per Acre

2008

Change from 2007
National average = +8.3%
KS = 6.9%; NE = 1.4%

OK =5.3%; MO = 11.5%

Source: USDA NASS Land Values and Cash Rents 2008 Summary and Dhuyvetter and Kastens, August 2008

* Corresponding changes in crop land rents were US=12.9%; KS=9.8%; NE=20.3%; OK=7.4%; and MO=7.6%.

2008 K-State Stocker Field Day Manhattan, KS

Pasture Rent Average Annual Growth Rate
Jan 1, 2003 to Jan 1, 2008, percent (geo mean)

BEEF

STOCKER

National average = 7.6%

Source: USDA NASS Land Values and Cash Rents 2008 Summary and Dhuyvetter and Kastens, August 2008
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BEEF

STOCKER

Pasture values versus rents...

» Pasture land values have been increasing at
faster rates than pasture rents

* Buying pasture ties up a lot of equity that is not
generating a cash return unless some other
income stream exists (e.g., lease hunting)

» Is this about to change --- are rents going to start
increasing at faster rates?

2008 K-State Stocker Field Day Manhattan, KS




Kansas Agricultural Statistics surveyed market rental rates
(available at http://www.nass.usda.gov/Statistics_by_State/Kansas/index.asp)
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Pasture rents per acre generally trend up over time
(they decrease 20-30% of the time)...

20

Average Kansas Pasture Rents over Time
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Comparing pasture rents on a per acre basis is
often not appropriate...
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Average Kansas Pasture Rents over Time
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Increase in rents from 2007 to 2008 was considerably
higher than the 10-year average...

15

Average Kansas Pasture Rents over Time

@ Bluestem Report, stockers (99-08 avg = 1.5%)

@ Bluestem Report, cow/calf (99-08 avg = 2.5%)

B Ag Land Values & Rents (99-08 avg = 1.8%)

Percent change from previous year

1999

2000 2001 2002 2003 2004

Year

2005 2006

2007

2008
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Historical relationship between rent and corn price has

been weak, this will likely will change going forward... Beef budgets used to estimate feed costs...
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Budget feed price assumptions... Budget feed price assumptions...

2003-07 2008 chg from 2003-07 2008 chg from chg from

Feed prices Unit FM guides FMguides 03-07, % Feed prices Unit FM guides FMguides 03-07, % Current 2008, %
Corn $/bu $2.67 $3.85 44.2% Corn $/bu $2.67 $3.85 44.2% $5.04 30.9%
Grain sorghum $/bu $2.34 $3.55 51.5% Grain sorghum $/bu $2.34 $3.55 51.5% $4.85 36.5%
Supplement $/ton $211.62 $281.42 33.0% Supplement $/ton $211.62 $281.42 33.0% $329.31 17.0%
Sorghum silage $/ton $17.09 $24.64 44.2% Sorghum silage $/ton $17.09 $24.64 44.2% $32.26 30.9%
Alfalfa $/ton $83.47 $111.33 33.4% Alfalfa $/ton $83.47 $111.33 33.4% $116.59 4.7%
Crop residue $/ton $10.00 $16.00 60.0% Crop residue $/ton $10.00 $16.00 60.0% $20.00 25.0%
Prairie hay $/ton $58.10 $80.33 38.3% Prairie hay $/ton $58.10 $80.33 38.3% $82.64 2.9%
Cane hay $/ton $45.57 $65.71 44.2% Cane hay $/ton $45.57 $65.71 44.2% $86.02 30.9%
Pasture charges Pasture charges Kevin's guess \

AUM $/AUM $13.26 $16.13 21.6% AUM $/AUM $13.26 $16.13 21.6% $18.55 15.0%
Western KS -- SL $/head $52.22 $65.69 25.8% Western KS -- SL $/head $52.22 $65.69 25.8% $75.54 15.0%
Western KS -- IES $/head $41.53 $49.67 19.6% Western KS -- IES $/head $41.53 $49.67 19.6% $57.13 15.0%
Eastern KS -- SL $/head $61.44 $77.28 25.8% Eastern KS -- SL $/head $61.44 $77.28 25.8% $88.87 15.0%
Eastern KS -- IES $/head $48.86 $58.44 19.6% Eastern KS -- IES $/head $48.86 $58.44 19.6% $67.21 15.0%
Wheat grazing $/cwt/mo $1.80 $3.00 66.7% Wheat grazing $/lcwt/mo $1.80 $3.00 66.7% $3.45 15.0%
Wheat graze-out $/lcwt/mo $2.03 $3.00 47.8% Wheat graze-out $/cwt/mo $2.03 $3.00 47.8% $3.45 15A0%/

Current prices are based on futures prices as much as possible along with historical =

relationships between different feedstuffs
2008 K-State Stocker Field Day Manhattan, KS 2008 K-State Stocker Field Day Manhattan, KS




Wheat grazing enterprises...

Wheat grazing feed cost of gain versus feed prices

£l

Feed cost of gain, $/cwt

@2003-07 @2008 M Current “ .

Wigrain--2.2 Wigrain--1.8 Graze-out--2.2 Graze-out--1.8

Increases (Current vs. 2008): Wi/grain = 15.4% and Graze-out = 16.0%
(Current vs. 2003-07): W/grain = 76.5% and Graze-out = 65.4%

2008 K-State Stocker Field Day
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Increases (Current vs. 2008): SLS =14.1% and IES = 14.4%
(Current vs. 2003-07): SLS =41.3% and IES =35.7%

Summer grazing enterprises...
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Feeding enterprises...

Feeding programs feed cost of gain versus feed prices

90

ol

J @2003-07 @2008 M Current
80

Feed cost of gain, $/cwt

Bkgrd--2.22 Bkgrd--1.80 Finish--3.35 Finish--3.04 B&F-291 B &F-253

Increases (Current vs. 2008): Bkgrd = 29.4%, Finish = 29.2%, and B&F = 29.3%
(Current vs. 2003-07): Bkgrd = 85.8%, Finish = 86.7%, and B&F = 86.5%

2008 K-State Stocker Field Day
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What does all this mean?

» Feed COG in feeding programs currently over 85%
compared to historical time period

* This compares to ~36-41% for grass grazing

programs and ~70-80% for wheat grazing (based on
+115% assumption)

* What do you do about this?
» Pay less for cattle (i.e., increase value of gain)

2008 K-State Stocker Field Day Manhattan, KS




Historical value of gain (VOG) levels don’t support much of
an increase in winter backgrounding COG...

Value of gain (VOG) for winter backgrounding programs
140 7
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Historical summer value of gain (VOG) levels suggest
pasture rents might increase...
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Value of gain (VOG) for summer grass programs
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What does all this mean?

Market appears to be signaling producers to feed hay

rather than silage...

* Feed COG in feeding programs currently over 85%
compared to historical time period

* This compares to ~36-41% for grass grazing

programs and ~70-80% for wheat grazing (based on
+115% assumption)

* What do you do about this?
» Pay less for cattle (i.e., increase value of gain)

» Find ways of putting on gain at lower cost
e Find alternative feedstuffs
e Leave cattle on grass longer
e Background to heavier weights

2008 K-State Stocker Field Day Manhattan, KS

Monthly Corn-to-Hay Ratio
Source: Kansas Agricultural Statistics
3.0

—e— Corn/alfalfa (2003-07 avg = 1.06)
25 1

—a— Corn/other hay (2003-07 avg = 1.48)

Ratio (corn, $/Ib / hay, $/Ib)
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Find ways of putting on gain at lower cost...

BEEF
STOCKER
2

* How high might grazing rates (summer grass and

wheat programs) increase?

» Calculated pasture rates such that relationship
between future drylot backgrounding cog and
grazing programs are similar to historical values

* Increases to 2008 budgeted rates that result in cog
for grazing programs, relative to drylot
backgrounding, that are proportional to what they
were with 2003-07 prices -- summer grass +57%
and wheat pasture +30%

* Rents will increase, question is —how much?

2008 K-State Stocker Field Day

Manhattan, KS

Summary...

Market price risk (as well as other risks) has increased
significantly in recent years

No easy answers as to how to best manage that

risk (being “better than average” with regard to costs and
production/health will be critical)

High price for corn ripples through to other crops,
including hay (currently hay hasn’t quite kept up though)

Historically, little relationship between corn price
and pasture rents. This will likely change...

Pasture land values have been increasing rapidly in
recent years, but rents have not increased at same
rate. Things could be different going forward...

2008 K-State Stocker Field Day Manhattan, KS
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