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Feedlot Profitability ...

Last week Dr. Brooks broke down the most recent USDA Cattle on Feed report noting how
estimates overall were in line with pre-release expectations. Given the lack of surprises in this
report, it is useful to re-examine the most recent estimates of closeouts offered in K-State’s
Kansas Feedlot Net Return series to extend understanding of the current situation faced by
feedlots. This report, which provides both historical and projected return information,
released on November 11" indicates steers sold in September at a loss of $357/hd'.

This is the largest estimated loss in the K-State series history (Figure 1). It is further
important to note that just one year ago this same series was presenting record profits (in $/hd
levels). This extreme shift clearly conveys the highly volatile nature of feedlot returns. It is
further critical to appreciate the K-State series mimics a cash market situation without price
risk management strategies being implemented. Those operation regularly implementing
price risk mitigation tools likely experienced moderated positive returns in 2014 and losses to-
date in 2015 would likewise have been diluted in most cases. While many feedlots indeed
engage in price risk management, few can fully offset price risks as it is rare that attractive
margins can be “fully locked in” at placement leaving most feedlots at least partially exposed
to price risks upon placement.

Table 1. Projected Values for Finishing Steers in Kansas Feedyards*

Closeout . . Breakeven Breakeven Breakeven
Mo-Yr Net Return FCOG** Fed Price  Feeder Price FCOGH* Fed Price |Feeder Price
Oct-15 -462.51 84.73 133.20 215.75 5.65 165.25 161.85
Nov-15 -499.65 84.43 132.36 219.15 -2.22 167.33 160.52
Dec-15 -461.06 85.74 134.13 212.71 3.73 165.97 160.67
Jan-16 -435,38 86.51 135.29 208.73 4,76 165.76 160.17
Feb-16 -334.95 86.82 135.92 203.72 27.90 159.52 164.34
Mar-16 -224.79 86.40 137.01 190.58 44,41 153.10 164.49
Apr-16 -222.92 85.19 128.58 181.71 46.40 144.47 154.80
May-16 -45,52 85.16 131.21 163.29 77.02 134.45 157.92
Jun-16 -131.70 85.43 124.43 162.02 62.14 133.70 146.62
Jul-16 -111.29 86.01 125.38 158.17 65.77 133.05 145.81

Projections for closeouts over the next 9 months remain negative reflecting stable cost of gain
estimates in the presence of feeder cattle priced “too high” relative to projected fed cattle sales
prices (Table 1). The best month projected is May 2016 steer closeouts (-$46/hd) where
feeder cattle purchases are estimated at $163/cwt which is substantially lower than the
$219/cwt estimated for placements scheduled for November 2015 closeouts. The extreme
losses projected for November (-$499/steer) would by far be the worst experienced. The main
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implication of this situation is that feedlot operators, lenders, and analysts would be well-
served to monitor profitability even closer than normal. Given the well documented long-
term concerns with excess capacity (too much feedlot bunk space relative to calf crop size)
and more recent situation of elevated sale weights, the level of these adverse margins is likely
to pressure additional feedlots to adjust practice and in some cases cease operations entirely.
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Figure 1. Historical & Projected Average Net Returns for
Finishing Steers in Kansas Feedyards
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Jan 2002-Sep-2015: Avg=5-29.21; Min=5-357.39; Max=5321.13
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The 5-area live fed cattle price for the week was up at $126.34/cwt. Feeder cattle reporting
was limited due to Thanksgiving. Corn prices were up trading at $3.60/bu in Omaha.
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Week of Week of  Week of
Data Source: USDA-AMS Market News 11/27/15 11/20/15 11/28/14
5-Area Fed all grades, live weight, $/cwt $126.34 $124.83 $171.38
Steer all grades, dressed weight, $/cwt $196.39 $194.71 $266.72
Boxed Beef Cho!ce Price, 600-900 Ib., $/cwt $203.77 $206.41 $256.77
Choice-Select Spread, $/cwt $10.63 $11.23 $12.83
Montana 3-market, $/cwt $156.02 $160.78 -
700-8001b. |\ o1 ook 7-market $lowt $171.78  $259.78
Feeder Steer ebraska 7-market, $/c -- . .
Oklahoma 8-market, $/cwt - $174.94 -
Montana 3-market, $/cwt $194.70 $194.76 -
500-600 Ib.
Feeder Steer Nebraska 7-market, $/cwt -- $203.67 $305.82
Oklahoma 8-market, $/cwt - $199.32 --
Feed Grains Corn, Omaha, NE, $/bu (Thursday) $3.60 $3.54 $3.64
DDGS, Nebraska, $/ton $129.38 $127.55 $129.75

" This monthly K-State series is available online at:
http://www.agmanager.info/livestock/marketing/outlook/newsletters/FinishingReturns/default.asp
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