Profit Points in
Cattle Feeding
by Tom Brink

Five Rivers Ranch
Cattle Feeding, LLC

» ContiBeef plus Monfort Feedyards

« 50-50 owned by ContiGroup & Smithfield
« Ten feedyards in Five States

« 811,000 head of feeding capacity

« Market cattle to 4 of the 5 major packers
« Majority sold on grids/formulas

ContiBeef: Locations

Legend:
4 = Feedlot
© = Swift Plant
© = National Plant

Smithfield: Locations

4= Feedlot
o= Processing Plant

Five Rivers Ranch
Cattle Feeding, LLC

« Commodity principles are foundational

« Must be efficient in all aspects of our business
« Specification production and marketing

¢ Sorting and segmenting our cattle inventory

¢ Feeding for branded beef programs

» C&P efficiency plus Value-added marketing

What is the biggest difference
between 465,000 head and 811,000
head of capacity?




What is the biggest difference
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Size of MARGIN CALLS!

$$5$93

Six Profit Points to Discuss...

» Always start with a reasonable breakeven
¢ Think ROI (remember how big the “I" has become)

* Risk management matters...MOST!

e Health is still #1 production challenge

» Tell producers what genetics you want

» Extreme Technology: Tool or Trap?

\ (1) Start with a reasonable breakeven

Sep-Oct Closeout Steers Correlation with
Place weighing 750-850 Ibs. Profitability
Breakeven -0.73

Feeder Purchase Price -0.42

Cost of Gain -0.37

Death Loss -0.2

Nothing affects your P/L more than breakevens.

Very Important Balancing Act...

Keeping the Maintaining low
feedyard full breakevens

Which would you rather have, 5% more occupancy or $0.30 per
cwt. lower breakevens across the feedyard?

‘(2) It's all about Return on Investment

NOT dollars per head




Total Investment per Fed Steer
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Up 35% in six years.

ROI Comparison

2001 2007

* $914 invested per head » $1,230 invested per head
* $20 per head profit * $20 per head profit

» $20 per head yard margin » $20 per head yard margin
* $40 total profit * $40 total profit

e 2.2 turns per year e 2.0 turns per year

e $40 x 2.2 = $88 e $40x2.0 = $80

* ROI=$88/%$914 = 9.6% * ROI=$80/%$1,230= 6.5%

‘(3) Risk Management ...more important than ever

Risk Management Considerations

¢ Too much risk to always run open

* Hedge at placement = low return

« Selective hedging is where most people end up
* No single approach is right for everyone

* No single approach is right all the time

« Discipline pays off in the long term

Develop a program right for you and stay with it ov er
time, bringing in changes/adaptations gradually

Five Rivers Cattle Feeding

Huge priority placed on risk management
Selectively hedge corn and cattle

Cash trading success is emphasized
Much time spent in market analysis
Usually between 25% and 75% hedged

Hedge position at a given point reflects a balance of profit
opportunity and perceived market risk

Not right all the time...but good long-term batting average

‘ (4) Health is still #1 production challenge




Impact of Health & Death Loss*

Death Loss ADG
<1.0% 3.49
1.0 to 2.0% 3.34
>2.0% 3.22

DMC
5.93
6.07
6.18

Profit per head
$28.80
$24.16
$5.35

*700-800-Ib. yearling-fed steers sold Sep-Oct 2007

2.05% difference between best and worst groups (0.53% vs. 2.58%). ‘

Are continued problems with health in the
feedyard technological or social-relational?

Are continued problems with health in the
feedyard technological or social-relational?

% Social-Relational

So how do we improve health?

‘ (5) Tell producers what genetics you want

We are partly responsible
for this ugly steer!




Breed Composition

---Large numbers of the industry’s cattle are designed
wrong genetically...wrong breed composition to succeed in
the feedlot and satisfy the consumer.

We skirt the issue and remain politically correct.
“More difference within breeds than between breeds.

---And it costs the industry millions of dollars and reduces
our worldwide competitiveness.

---The feeding industry is also guilty of not consistently
communicating what they need to producers.

Here is what Five Rivers wants...

Ouir first choice: AN x Continental

* 50% to 75% Angus and 25% to 50% Continental

* Good feeding, Good grading, Good yielding animal that
is usually the right size

« Higher percentage British cattle lack often muscle, yield
and produce too many YG 4s.

« Higher percentage Continental cattle lack often grade,
and often get too big before they finish.

Balanced combination of Angus and
Continental breeding is tough to beat.

Heat tolerant genetics?

“Eared” genetics are necessary in the South

No more than 25% eared genetic influence in
Southern feeder cattle.

Cow herd can still be up to 50% Bos Indicus influenced

Breed Composition Pyramid: Ideal Feeder Animal

Chronically low quality grades in
Southern U.S. plants

Week ending 10/13/2007

Choice+ Quality Grade

Nebraska 62.6%
Kansas 51.5%
Texas 42.9%

Choice-Select spread was $9.60/cwit.
$77 per head difference (800-Ib. carcass)

This problem is visible...




They'll feed OK, but won't grade

Balanced breed composition...

(6) Extreme Technology: Tool or Trap

We now have technology available that can dramatically
improve production efficiency late in the feeding period.
But what is the impact on beef demand?




U.S. Consumer Beef Expenditures
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Be exceedingly cautious in

N applying ANY technology that
can negatively affect our end
product, or we could hurt beef
demand and jeopardize our
livelihood and our future.

Technology into feeder cattle
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