RISK SCENARIO PLANNING

Evaluating Grass-Finished Beef
for Hawaii Beef Production
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Case 3: Convert to Grass-Finished Beef

» The X Bar Ranch runs 500 mother cows on Guinea grass
pasture near Koloa, Kauai. The ranch calves in April — May
and has an average calf crop of 90 percent or about 450 calves
each year.

» After accounting for replacement heifers (75 head), the X Bar
is left with 375 head (225-steers and 150-heifers) available for
sale. The ranch traditionally markets their weaned calves at the
farm gate, at an average weight of 400 pounds each year in
October.
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Case 3: Convert to Grass-Finished Beef

» The X Bar is considering retaining animals for a Grass Finish
Program to help spread the risk from volatile mainland
markets and diversify their operation:

— Over the past 15 years beef cattle price at the farm gate for Hawaii
cattle has averaged 394.40/cwt, but varied from a low of 858/cwt to a
high of $171/cwt.

— Average local price for grass-finish beef animals (under 30 months) is
$1.90/Ib-carcass price, and has varied up or down less than $0.30/1b in
recent years.
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Case 3: Convert to Grass-Finished Beef

* The X Bar has determined that if they reduce the cow herd to 300
head they can run approximately 200 grass-finish animals in two
cohorts (100 per calf crop) each year.

* To make the program work, they would select the top 100 animals
from each calf crop for their grass-finish beef program leaving 125
head to be marketed at the farm gate as weaned calves, bound to the
mainland as usual.

* From UH research they know their grass-finish beef animals should
reach a finish weight of 1,200 Ibs. live-weight, with an average
carcass-weight of 648 Ibs. at around 24 months of age.

» After the first year, the ranch would be running two, 100-head
cohorts each year and would market the two-year-old beef animals
beginning in April for local slaughter.

UNIVERSITY
3 o WYOMING

RicurRisk .




Case 3: Convert to Grass-Finished Beef

* Carrying 300 head of cows, the calf crop would be reduced to about
270 head each year (90 percent of 300), comprised of approximately
135 steers and 135 heifers.

» Heifer retention would remain the same at 15 percent of the cow
herd (45 replacement heifers) leaving 225 head (135-steers and 90-
heifers) for marketing.

*  With fewer cows, fewer bulls will be needed. The X Bar estimates
that they can reduce their bull battery by about 10 head. Currently
they are paying about $1,500/bull and expect bulls to last about 6
years under their management. Opportunity interest rates are
expected to remain at around 7 percent.
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Case 3: Convert to Grass-Finished Beef

» Given recent information on grass-fed beef carcass prices, they
anticipate prices to range between $1.60/1b and $2.20/1b.

» Further, based on past experience, they expect that the farm-
gate price for calves to vary between $58/cwt and $171/cwt.
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Enter description of action/concern here

Partial Budget For:
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Case 3: Convert to Grass-Finished Beef, TOTAL/year
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CONVERT to Cow/Calf with Grass-Finish Beef (TOTAL/year)

Partial Budget For:
‘Added Returns Quantity Value Total ‘Added Costs Quantity Vale
rass-finish weaned calf sales 64300 1.90 123,120.00 fVeterinary costs: Ist conort 100 10.00 1,000.00
—_[Mineral costs: 1st cohort 100 34.66 3/466.00
- Water costs: 1st cohort 100 7.01 701.00
- [Veterinary costs: 2nd cohort 100 10.00 1,000.00
—_[Mineral costs: 2nd conort 100 34.66 3466.00
- [Water costs: 2nd cohort 100 7.0 701.00
- [Management costs 10 50.00 500.00
Total Added Returns 123,120.00 Total Added Costs 10,834.00
Reduced Costs Vale Reduced Returns Quantity Valie
Veterinary costs: 200 cows+ 10 buils 210 10.00 2,100.00 JFarm -gate weaned caif sates 1000 S 94.40 94,400.00
inerat costs: 200 cows +10 bulls 210 34.66 7,278.60 -
[Water costs: 200 cows +10 buils 210 7.01 147210 -
if costs: 10 bulls 10 250.00 2,500.00 -
pportunity interest on buils 0 17.50 175.00 -
Total Reduced Costs 13,525.70 Total Reduced Returns 94,400.00
Total Positive Effects Total Negative Effects
{Added Returns + Reduced Costs) $ 136,645.70 (Added Costs + Reduced Returns) $ 105,234.00
Net Benefit of: CONVERT to Cow/Calf with Grass-Finish Beef (TOTAL/year) $ 31,411.70 |
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Case 3: Convert to Grass-Finished Beef, per COW/year

R,‘"Rlsk CONVERT to Cow/Calf with Grass-Finish Beef (per cow/year)
od Partial Budget For:
Added Returns Quantity Value Total Added Costs Quantity Value
rass-finish weaned calf sales 216 s 1.90 410.40 fVeterinary costs: Ist cohort 1 3.33 333
- Wineral costs: 1st cohort 1 11.55 1155
1 2.34 2.34
—_|Veterinary costs: 2nd cohor 1 3.33 333
- inerat costs: 2nd conort 1 11.55 1155
- |Water costs: 2nd conort 1 2.34 2.34
- Management costs 1 167 167
Total Added Returns 410.40 Total Added Costs 36.11
Reduced Costs Quantity Vahie Reduced Returns Quantity Value
eterinary costs: 200 cows+ 10 bulis 1 7.00 7.00 frarm-gate weaned caif saies 433 S 94.40 408.75
ineral costs: 200 cows+10 buils 1 24.26 24.26 -
Water costs: 200 cows+10 bulls 1 4.91 4.91
1 costs: 10 butls 1 833 833
pportunity interest on bulls 1 0.58 0.58
Total Reduced Costs 45.08 Total Reduced Returns 20875
— -
Total Positive Effects Total Negative Effects
{Added Returns + Reduced Costs) S 455.48 (Added Costs + Reduced Returns) $ 444,86
LI N l v E R g l ‘[ Net Benefit of: CONVERT to Cow/Calf with Grass-Finish Beef (per cow/year) S 1062 |
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Case 3: Convert to Grass-Finished Beef

|Risk Scenarios
Uncertain Value 1 o P |
Description Cell
Grass-finish weaned caif sales SAb. | D6 ||
Current Value (Most Likely)
Minimum Value
[Maximum value 2.20

The X Bar first sets the grass-finished weaned calf sales as uncertain.

* The grass-finished calf price in $/Ib-carcass-weight is contained in cell D6,
so we enter “Grass-finished weaned calf sales” as the description and “D6”
as the cell under Uncertain Value 1.

 Weuse $1.90/Ib. as the current value,
*  $1.60/1b. as a possible minimum value, and
* $2.20/Ib. as a possible maximum value
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Case 3: Convert to Grass-Finished Beef

|Risk Scenarios
Uncertain Value 1 [ 1nchude. Uncertain Value 2 & 1nclude
Description Cell D Cell
rass-finish weaned calf sales SAb | D6 1 [Farm-gate weaned calf sales (S/cwi) | H28
Current Value {Most Likely) Current Value {Most Likely)
Minimum Value Minimum Value
Maximum Value 2.20 Maximum Value 171.00

The X Bar also sets farm-gate weaned calf sale prices as uncertain.

» The farm-gate calf price in $/cwt is contained in cell H28, so we enter
“Farm-gate weaned calf sales™ as the description and “H28” as the cell under
Uncertain Value 2.

*  We use $94.40/cwt as the current value,
* $58/cwt as a possible minimum value, and

* $171/cwt as a possible maximum value
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Case 3: Convert to Grass-Finished Beef

Net Benefit Cumulative Probability Distribution For: CONVERT to Cow/Calf with Grass-Finish Beef (TOTAL/year)

Probability
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o 0% $71,975]

NN pd
~

i

/
—

—
v \l————/ o . ' .
(540,000) {$20,000) 50 $20,000 $40,000 $60,000 $80,000

Cumulative Probability

0%, -$30,970
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Net Benefit

Uncertain Value 1: Grass-finish weaned calf sales $/1b
Uncertain Value 2: Farm-gate weaned calf sales {5/cwt} Return
12%, $0

* A cumulative distribution graph gives the probability of
earning a net return at or below any certain value.
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Summary

The Risk Scenario
Planning tool:

* Can be a useful tool for analyzing
management strategies and decisions
involving risk

* Represents a better way to handle the
presence of uncertainty by thinking in
terms of distributions of possible
outcomes over time

e Results in more informed
decision-making

* GUIDE offers 15-page description of
the tool and working examples

»  Website offers examples for download
and a place to get started

UNIVERSITY
B or WYOMING

By:
John P. Hewlett, University of Wyoming
Or. Jay Parsons, University of Nebraska-Lincoln
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RightRisk Analytics:

~ tools to evaluate alternatives

Risk Scenario Planner
relatively minor changes, risk analysis

Risk Scenario Planning

Machine Risk Calculator

machine costs, custom rates, risk analysis

Forage Risk Analyzer

lease arrangements, forage supply, housing costs | i ma govs.

Machine Risk Calculator
PN (e —

Forage
Risk Analyzer

Click Here to Begin
P Mot Unmrity f Wyenty

Enterprise Risk Analyzer

larger enterprise-level, enterprise mix changes

Enterprise @e =
Risk Analyzer e

T . ewtar, Uiversy of Wremoy
or. Joy Partrs] Uik of N Lncen

RDFinancial

substantial changes, whole farm budgets,
financial analysis, credit scoring

Multi-Temporal Risk Analysis _

partial budgets incorporating time, risk analysis

Risk Navigator

strategic risk planning and analysis
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Getting on Track
Understanding
Financial Performance

Paul told his ga

d that th,
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aul was home from college on

break and was talking to his par-

ents about a class he had just
completed. He told his parents that he
leamed about a powerful management
tool called benchmarking that is becom-
ing popular for agricultural producers to
use.

He pointed out how benchmarks allow
producers to measure both their financial
and production performance compared to
previous years and/or other producers and
agricultural businesses.

Jack, Paul's dad, said that he had just
read about benchmarks in a recent
farm magazine. The magazine article
compared benchmarks in agriculture
to going to & doctor’s office for a check-
up. When you go to the doctor, they
RMP-201412001

R. Sharp-RIghtRIsk, J. Parsons-Universiy of Nebraska-Lincoln,

J. Tranel-Colorado State Universty, a

Benchmarking in Agriculture

J. Heviett-Universiy of Wyoming

gather information; such as your blood
pressure, your pulse, your temperature,
andother y
for determining your medical health. Each

ad Benchmark:

measurement has some general guide- Soh
line of what the measure should be. %
Debt to Asset Ratio

Forexample, the temperature for a healthy Measures lon,

adult should be between 97.8 and 99.1 obligati
degrees F Anything outside this range gations
might indicate a potential health problem

Being outside the range does not specify Debt to Asset

what the problem is, but it gives the doctor
and patient an indicator that some action
may be necessary.

Balance Sheet

Jack said the magazine article identified
several financial benchmarks or industry
guidelines that have been established
for agricultural businesses to use 1o help
them identify strengths and weaknesses
in their business.
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