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Decisions 
to be Made

Establish the context

Internal Context

External Context

Objective(s) Involved

Assessment

Risk Identification

Risk Analysis

Evaluate Tradeoffs

Implementation
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Generate Alternatives

Evaluate Consequences

Make the Decision
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• What do you want to 
accomplish?

• What is your situation?
• What is the situation 

around you?
• What are the major 

uncertainties?
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Market Trends & Conditions
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Backgrounding – Futures Response
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Wintering – Futures Response
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• 10/15/2021 situation: 
– Local Auction Prices: Steers $180.75/cwt.

• Sell or Retain 580 lb. steer on 10/15/2021 
• Sell 725 lb. steer on 04/14/2022 (Projected price: $168/cwt.)

• 145 lbs., 181 days, 0.8 lb. ADG
• COG = Total Cost/Weight Gained
•  COG = $153/1.45 = $105.52/cwt.

• Good? Depends on VOG & “attitude towards risk”
• Assuming VOG > COG, assess Feeder Cattle Risk Management Strategies

Value of Gain (VOG) versus Cost of Gain (COG)
Wintering Situation
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• 10/15/2021 situation: 
– Retain 580 lb. steer (Local Auction Price: $180.75/cwt.)

• Sell 725 lb. steer on 04/14/2022 (Projected price: $168/cwt.)
• COG = Total Cost/Weight Gained = $105.52/cwt.
• VOG = (Ending Value – Beginning Value)/Weight Gained
• Example
•  VOG = ($168 * 7.25 - $180.75 * 5.8)/1.45 = $169.65/1.45 = $117
• ACTUAL

VOG = ($166.71 * 7.25 - $180.75*5.8)/1.45 = $160.30/1.45 = $110.55

Value of Gain (VOG) versus Cost of Gain (COG)
Wintering Situation
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• 10/14/2022 situation: 
– Retain 580 lb. steer (Local Auction Price: $208/cwt.)

• Sell 725 lb. steer on 04/15/2023 (Projected price: $193/cwt.)
• COG = Total Cost/Weight Gained = $121.35/cwt.
• VOG = (Ending Value – Beginning Value)/Weight Gained
• Example
•  VOG = ($193 * 7.25 - $208 * 5.8)/1.45 = $192.85/1.45 = $133/cwt.
• ACTUAL

VOG = ($230.47 * 7.25 - $208*5.8)/1.45 = $268.76/1.45 = $185.35

Value of Gain (VOG) versus Cost of Gain (COG)
Wintering Situation
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• 10/14/2022 situation: 
– Retain 580 lb. steer (Local Auction Price: $208/cwt.)

• Sell 800 lb. steer on 01/31/2023 (Projected price: $186/cwt.)
• COG = Total Cost/Weight Gained = 233/2.20 = $106.11/cwt.
• VOG = (Ending Value – Beginning Value)/Weight Gained
• Example
•  VOG = ($186 * 8 - $208 * 5.8)/2.2 = $281.60/2.2 = $128/cwt.
• ACTUAL

VOG = ($183.90 * 8 - $208*5.8)/1.45 = $264.80/2.2 = $120.36

Value of Gain (VOG) versus Cost of Gain (COG)
Backgrounding Situation
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• 10/14/2022 situation: 
– Retain 580 lb. steer (Local Auction Price: $208/cwt.)

• Sell 800 lb. steer on 01/31/2023 (Projected price: $186/cwt.)
• COG = Total Cost/Weight Gained = 233/2.20 = $106.11/cwt.
• VOG = (Ending Value – Beginning Value)/Weight Gained
• Example
•  VOG = ($186 * 8 - $208 * 5.8)/2.2 = $281.60/2.2 = $128/cwt.
• ACTUAL

VOG = ($183.90 * 8 - $208*5.8)/1.45 = $264.80/2.2 = $120.36

Value of Gain (VOG) versus Cost of Gain (COG)
Backgrounding Situation
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- Attitude toward risk
- How risk loving are you?

- Financial situation
- What is your margin for error?

Risk Tolerance
A combination of risk attitude and financial situation
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• P(Price March 15 – Price October 15)
• 60.6% of the time price expectations are higher in October
• Largest price difference (-$32.43 in 2019 (-23%), +19.48 in 2017 (+18%))
• 2020 was +$5.52 (+4.2%)
• 2021 was -$5.97 (-3.7%)
• 2022 was $11.55 (+6.5%)
• Minimum differences (-$1.23, -1.5% in 1993) and (+$2.00, +1.9% in 2004)
• Average Difference (-$1.45, -0.9%)

How “Unusual/Rare” are major changes in price expectations? 
CME March Feeder Futures Prices from 1990 to 2021
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• Ending Value – Beginning Value – Cost – Death Loss = PROFIT
– Known – Beginning Value
– Unknown 

• Ending Value = Ending Weight * Ending Price
• Cost = Feed Cost + Other Operating Cost + Interest + Overhead
• Death Loss

– Adjustment
• Ending Value = (Ending Weight * Ending Price)*(1 – Death Loss %)

Profit Equation
What don’t you know?
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• 10/14/2022 situation: 
– Retain 580 lb. steer (Local Auction Price: $208/cwt.)

• Sell 800 lb. steer on 01/31/2023 (Projected price: $186/cwt.)
• COG = Total Cost/Weight Gained = 233/2.20 = $106.11/cwt.
• VOG = (Ending Value – Beginning Value)/Weight Gained
• Breakeven = ($208*5.8 + $233)/8 = $1,439.40/8 = $179.93/cwt.
• (est.) VOG = ($186 * 8 - $208 * 5.8)/2.2 = $281.60/2.2 = $128/cwt.
• ACTUAL

VOG = ($183.90 * 8 - $208*5.8)/1.45 = $264.80/2.2 = $120.36

Backgrounding Situation

Add a 1% death loss to these calculations
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• Breakeven = ($208*5.8 + $233)/8 = $1,439.40/8 = $179.93/cwt.
• Breakeven w/ 1% death loss

= ($208*5.8 + $233)/(8*0.99) = $1,439.40/7.92 = $181.74/cwt.
• (est.) VOG = ($186 * 8 - $208 * 5.8)/2.2 = $281.60/2.2 = $128/cwt.
• (est.) VOG w/ 1% death loss

= ($186 * 8 * 0.99 - $208 * 5.8)/2.2 = $266.72/2.2 = $121.24/cwt.
• ACTUAL

VOG = ($183.90 * 8 * 0.99 - $208*5.8)/1.45 = $250.09/2.2 = $113.68

Backgrounding Situation w/ 1% Death Loss
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Fast
ADG = 2.0 lbs

Cost = $203/hd

Klopfenstein et al. (2020 Nebraska Beef Report); Merical, et al. (2021 Nebraska Beef Report)

Slow
ADG = 0.8 lbs

Cost = $153/hd

Beginning Value
527 lbs. x Oct Price

Retain

No Sell Weaned 
Calves

Yes

Feed/Grow

Ending Value
627 lbs. x Feb Price

Ending Value
785 lbs. x Feb Price

Profitable 6/18 years
Avg Profit = -$24.10/hd

Max Profit = $126.63/hd
Min Profit = -$195.43/hd

Profitable 10/18 years
Avg Profit = $45.02/hd

Max Profit = $211.53/hd
Min Profit = -$80.57/hd

Oct Price = $170/cwt.

Feb BE Price = $139.99/cwt.

Feb BE Price = $167.29/cwt.

Expected 
Price 

$160/cwt.

COG = $78.68/cwt.

COG = $153/cwt.

What is the 
expected 
VOG?
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• VOG = (Ending Value – Beginning Value)/Weight Gained

• Example
•  VOG = ($160 * 7.85 - $170 * 5.27)/2.58 = $360.1/2.58 = $139.57

• COG = Total Cost/Weight Gained
•  COG = $203/2.58 = $78.68

Value of Gain (VOG) versus Cost of Gain (COG)
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- LRP is a single peril price protection insurance for livestock producers

- Does not cover sickness, death, feed cost, or performance.

- Cattle
- Feeder Cattle (CME Feeder Cattle Price Index)

- Weight 1 < 600 lbs. & 600 lbs. < Weight 2 < 900 lbs.
- Steers & Heifers

- Fed Cattle (> 900 lbs.)

Livestock Risk Protection (LRP) Insurance
http://rma.usda.gov 

http://rma.usda.gov/


Center for Agricultural Profitability

- LRP is purchased through RMA-approved livestock insurance agents
- Application followed by Specific Coverage Endorsement
- Premium due at the end of the endorsement period 
- Premium subsidized

Livestock Risk Protection (LRP) Insurance
http://rma.usda.gov 

Coverage Level Subsidy
> 95% 35%

90-95% 40%
85-90% 45%
80-85% 50%
70-80% 55%

http://rma.usda.gov/
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Livestock Risk Protection (LRP) Insurance
LRP – Feeder Cattle Use in Nebraska 2011 – 2019  

Policies Earning 
Premium

Head Covered 
per Policy

Policies 
Indemnified

Producer Loss 
Ratio

Premium 
Subsidy

Average 158 119 38% 0.81 13%
Range 69 - 313 1% - 89% 0.00 – 2.18

LRP – Feeder Cattle Use in Nebraska 2020 – 2023*  
Policies Earning 

Premium
Head Covered 

per Policy
Policies 

Indemnified
Producer Loss 

Ratio
Premium 
Subsidy

Average 578 331 40% 0.60 35%
Range 46 - 1376 16% - 79% 0.28 – 1.53

*2023 still in progress  
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Livestock Risk Protection (LRP) Insurance
LRP – Feeder Cattle Example: Retention from Late Oct. to Late Jan. 2015-2022 (Steers Weight 2)
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Livestock Risk Protection (LRP) Insurance
LRP – Feeder Cattle Example: Retention from Late Oct. to Late Jan. 2015-2022 (Steers Weight 2)
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LRP In 
2023???
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Summary
• Retention decisions involve multiple linked decisions

– What are you trying to accomplish?
– Consider resources (feed, people, capital, etc.)
– Consider sales trigger dates Jan/Feb/Mar/Apr or longer
– Cattle prices can trend up or down but don’t forget about the slide
– Compare cost of gain to value of gain
– How much risk are you willing to accept?

• In general, taking on risk with retention of calves gains more 
profit but returns are not guaranteed.
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THANK YOU!

Jay Parsons, Professor
Farm and Ranch Management Specialist

Center for Agricultural Profitability

Department of Agricultural Economics
jparsons4@unl.edu

402-472-1911
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