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Why Economic Analysis? 
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What Tools Do You Use? 



Ranch Budgeting Tools 
• No matter what budgeting decision tool you 

decide to use start with a partial budget 
approach 

 
▫ Partial Budgeting 
▫ Sensitivity analysis 
▫ Break-even 

 



Partial Budgeting 
• Systematically organizes the answers to four 

questions 
▫ What new or additional costs will be incurred? 
▫ What current income will be lost or reduced? 
▫ What new or additional income will be received? 
▫ What current costs will be reduced or eliminated? 







Partial Budget Example 
• Current 
▫ Sell 100 steer calves in the fall 
 500 pounds 
 Auction Barn 

• Proposed Change 
▫ Overwinter steer calves, put on grass and sell in 

the fall 
 900 pounds 
 Auction Barn 

• Worksheet 



What new or additional costs will be 
incurred? 
• Feed 
• Grass 
• Vet & Medicine 
• Fuel 
• Repairs 
• Transportation 
• Miscellaneous 



What current income will be lost or 
reduced? 
• Selling 500 pound calves 
• Interest 



What new or additional income will be 
received? 
• Summer grass 900 pound steers 



What current costs will be reduced or 
eliminated? 
• Transportation on 5 weight calves 









When is the best time to market steers? 



How about heifers? 



When is the best time to Market Cull Cows? 







Feuz Ranch Example 





Price Risk is a real risk to producers 

• Nebraska Auctions 600-650 Steer Calf Price 
▫ September 4, 2015  $240.60 per cwt 
▫ October 9, 2015  $205.05 per cwt 
▫ A difference of $225 per calf sold 
▫ The prior 5 years the average difference was less than 

$10 per head  between Sept. and Oct. 
 



Comparison of Pricing Strategies
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Using LRP to Reduce Price Risk 
• Livestock Risk Protection Insurance 
▫ Establishes a floor selling price 
▫ Pays producer if National cash price index falls 

below insured level 
 Does not insure your cash price 

▫ Very similar to purchasing a put option 
 Options are fixed in size (50,000 lbs) 
 LRP is flexible (1-1,000 hd) 
 LRP purchased through Crop Insurance Rep. 

▫ www.rma.usda.gov/pubs/rme/lrp-feedercattle.pdf 
 



Use LRP to increase Market Power 



Feeder Cattle LRP Example 
• Aug 4, 2010, Expect to sell 100 head of 550 lb 

steer calves in 13 weeks 
• Expect to Sell Nov 2, 2010 
• Expected Ending Value = $126.42/cwt 
▫ (Nov FC 114.93 X 1.10) 

• Coverage Price = $120.94/cwt 
▫ EEV X Coverage Level = $126.42/cwt X 95.67% 

• Rate = 0.01712 
• Cost/Cwt = $2.07/cwt 
▫ Coverage Price X Rate = $120.94/cwt X 0.01712  



Feeder Cattle LRP Actual Result 
• Coverage Price $120.94 
• Actual Ending Value $122.67 
▫ CME FC Index $111.52 X 1.10 = $122.67 

• Actual Ending Value is higher than Coverage 
Price 
▫ No indemnity paid 

• Net Price is $118.91 - $2.07 = $116.84 



Feeder Cattle LRP (Lower Scenario) 

• Coverage Price $120.94 
• Actual Ending Value $115.50 
▫ CME FC Index $105 X 1.10 = $115.50 

• Actual Ending Value is lower than Coverage 
Price 
▫ Indemnity paid of $5.44   
 ($120.94-$115.50) 

• Net Price is $112 + $5.44 = $117.44 
 





Cow Value = Market Price ? 



Cow Value 
• Sum of the returns 
▫ Calf sales 
▫ Cull cow sale 

• Less the sum of the costs 
▫ Annual cow costs 

• Time Value of Money 



Cow Valuation Tool 
• John Ritten 
• Steve Paisley 
• Brian Lee 
• Bridger Feuz 



Before we get to the tool 
• Annual cow cost 
• Expected weaning weights 
• Expected calf prices 
▫ Use 5 year averages 

• Expected cull cow weights 
• Expected cull cow prices 
▫ Use 5 year averages 
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ESTIMATED AVERAGE COW CALF COSTS 
Total Cash Cost Plus Pasture Rent, Annual 

Data Source:  USDA & LMIC, Compiled by LMIC 
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