March 2018 Monthly Commentary

Cash cattle prices started the month at $128 and fell to $120 by Week Ending Week Ending
month end. The desired effects of limiting harvest rates pres- 1-Apr 1-Mar
sured trade as did a strengthening basis. Control shifted from |Kansas Cash Trade 121.00 -7.00 128.00
the feedyards to the packer. Harvest rates have been running |Blended Beef Price 214.87 -4.50 219.37
close to par with a year ago for weeks on end but are expected June Futures 102.57 113.03 115.60

to be +5% in the month of April and +9% in May now that mar-
gins have exploded and demand is around the corner. Cattle On Feed sits today at 8% more than a year ago.

Basis strengthened with cash running roughly $6 over futures to April at month end. Forward basis, despite printing close to
$20 on paper, was trading at $10 to $12 late in the month for early May delivery. It’s estimated that roughly 70,000 hd were
sold ahead around $126 in March for all of April using a $6 basis and around $120 for early May at $11 basis. Feeders will
continue to market cattle as basis remains strong. This will be the first step in fixing the summer bulge we have been talking
about for months. The second step is raising kills and big margins. The third step is increasing forward demand. The last step
will be declining placements patterns into the spring and summer.

Beef prices topped and are moving lower. Price may uptick seasonally into |, |Spot Margin, Indexed July
May but prices are under pressure for now. | expect we will find support
around $200 on the blended cutout or another $10 lower, especially if kills |7 “
are not increased to anything more than 620,000 hd a week in late April or | %, = ‘ ‘ 3
early May. We will not see a rally like in 2017 this summer but a pattern | [} A Y
much like in 2016 (green line) is expected. Exports will be the key discus- | s
sion with trade wars “rolling” with China and the US. B7s

Packer margins are exploding to just over $250/hd this week and expected
to continue to surge towards $400/hd later this summer. Risk in pricing is | ®
that they are only $250/hd. 100

|
MP
-150
Exports have remained stronger than expected but are likely to fade as we - e e T B e IR 2 RN
enter into spring and early summer as political trade tensions hang in the 'mg § 3 3
balance. Domestic forward sales have been VERY slow since December and -
are just staring to pick up this week and should continue through early | #° ———1{Blended Cutout, Indexed July————————,

June seasonally. Australian supplies have idled as weather has shifted a bit | = M
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USDA posted the March 1% Total Cattle On Feed during late March at +9% \‘v” { { |
compared to a year ago, once again showing larger than expected place- = ;‘.‘ ”\ a"{"‘i
ment patterns for February. On feed supplies are peaking now and will |5} % \93 ‘v’\\
begin a 4 month effort of increasing marketings and decreasing place- %210 \ \,_‘;"' A=t \\ ;:
ments through April and July. As a result, you will see in the upcoming mh""?‘% e
April 1% On Feed report that this trend of more placements after place- ™ -
ments, which stemmed from the dry weather throughout the southern| | s E
plains, has stopped. March placement will be -10% or more with April like- N 'MP o
ly down even further. If this continues, come July 1* we may only have 4% | ™ k i
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more total cattle on feed vs the 9% we have today. What can change o | e — ————— " %
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Trading futures contracts and commodity options involves substantial risk of loss, and thus is not appropriate for all investors. Investors should care-
fully consider the inherent risks of such an investment in light of their financial condition.
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things on top of the placements and marketings, however, are future spreads. When we are at a positive basis (like today) it
tells feeders to sell cattle. When we are at a carry (or negative basis) it tells feeders to hold cattle. You have heard us talk
about this over the past few months. However, the futures spreads were mispriced telling feeders to put cattle into the sum-
mer where we don’t need them. Now in one short month all that is changing. Today the spreads have shifted to levels
that are telling feeders to push August out into the fall—if they can or even want to is the question. With the spread at
$10, it is enough money to move some of them or shift placement weights.
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We are starting to do a few things to overcome the supply that is currently in the feedyards. It’s a long road but recent
changes in market patterns are giving us some things to take notice of. Plant capacity issues are still in question as well as
political trade tensions. We need to start actively and consistently harvesting more supplies before we decide to get bullish
and pull the potential for $90 to trade in cash this summer up to $100. Until then we will still be looking for rallies to sell.
After an $18 break in prices, that opportunity won’t come until we retest the $106-$110 area in the June or August. Support
levels are $96, $90 and then $85.

You have heard us talk about a $40 high to low in cash trade this year. At our highs at $118, futures were pricing in only a
$10 break in cash but today they are pricing in a S30 break and all this in just a few weeks time. The motion of the ocean says
this is too much too fast let alone 75% of that expected trend. While our S&D says we can keep moving lower prudent mon-
ey management is forcing us to step aside from the increased risk positions we were once taking at the $115-S120 area in
the June as well as the spreads (at even money) which are now $9. We still look for an early summer low in cash trade this
year.

Trading futures contracts and commodity options involves substantial risk of loss, and thus is not appropriate for all investors. Investors should care-
fully consider the inherent risks of such an investment in light of their financial condition.
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Based on current demand thoughts and the prospect for the known supplies in April, May, June, and July combined with the
packers limited slaughter rates we forecasted that the beginning of year rally would be short lived and that held true. We are
now down to levels that we decided to reduce our positions and shift to rolling down long puts so in case things keep moving
lower. We will participate in that wash-out but if we rally back for a mean reversion or experience a demand led rally we can
have the ability to re-position into that shift. We are looking for reasons to be long the August and October contracts but
waiting for more data to clarify our risk parameters. We are still comfortable being long volatility and will continue to use
options to hedge or enhance our strategies.

Index funds continue to view the market as an inflationary play using CPl and GDP long term correlations to forecast a 15%
increase in prices into this spring. They are in the middle of recovering from March’s break after watching this 12-14% drop
in prices come in short order as well as a $6 collapse in spreads from summer to fall. Some have given up while most others
have merely decided to roll back and fight another day. Trend followers are shifting out of longs and into new and ever larger
shorts.

On Feed supplies are peaking and will begin to fall from now and throughout the summer. However, with record large sup-
plies in the north will find feeders struggling at times with marketings if they do not stay in front of things.
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The information contained herein has been taken from trade and statistical services and other sources we believe are reliable. Opinions expressed
reflect judgments at this date and are subject to change without notice. M & R Capital, LLC does not guarantee that such information is accurate or
complete and it should not be relied upon as such. There is risk of loss in trading futures and options and it is not suitable for all investors. PAST RE-
SULTS ARE NOT NECESSARILY INDICATIVE OF FUTURE RETURNS. This document contains only commentary on economic, political, or market condi-
tions and is not intended to be the basis for a decision to enter into any derivatives transaction. The contents of this commentary are for information-
al purposes only and under no circumstances should they be construed as an offer to sell or a solicitation to buy or sell any futures or options con-
tract. This material cannot be copied, reproduced, modified, or redistributed without the written consent of M & R Capital, LLC. No one has been au-
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