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Key Marketing Concepts for Margin

Operations

Overview of Discussion

= The power of lot size
= Shrink — actual and pencil
= Price slides

= Importance of know the
market and cattle weights

Lot size

= Feeder cattle move in 50,000 Ib lots
= This is what a semi holds

= Buyers put cattle into load lots to be
shipped west
= Smaller groups must be grouped together

= Lots closest to 50,000 Ibs usually bring
the most

Lot size example

=LotA
= 65 steers, average weight 750 Ibs
= 48,750 Ibs total

=LotB
= 15 steers, average weight 750 Ibs
= 11,250 Ibs total

= What does a buyer have to do if he
/ she buys lot B?

Lot Size Impacts
(Halich and Burdine, 2015)

= $21 per cwt - load o
vs single

= Nearly 75% of price
benefit at 10 head

Price Improvement per cwt
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Use Lot Size to Your Advantage

= Smaller groups can be a
good buy

= Value is added through
grouping

= Commission savings can
exceed 50%

e

Price Discovery — Market Valuation

= Easy to take for granted

= Auction markets / internet sales

= Private treaty sales — less common
= Price discovery more of a challenge

= Futures market, AMS reports, KY Livestock and Grain Market
Report

= Price can be based on negotiation or formula
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Farmers Regional Livestock Dairy Auction _ Smith Grove, KY

Receipts: _ Holsteins unless otherwise stated

Springer Heifers: Supreme NA. Approved NA Medium NA. Common NA.

Fresh Milking Cows: Supreme A Approved NA. Medium NA. Common NA

Brod Heifors: Supreme NA. Approved NA. Medium NA. Common NA.

Open Helfers: Supreme NA. Approved NA. Medium NA. Common NA

Bull Calvos: (por head) Modium and Large NA, Bosf Cross NA, Crossbred NA

Heifer Calves: (per head) Medium and Large NA, Beef Cross NA, Crossbr

A
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Blue Grass South
Stanford, KY
Mar. 10, 2022
FeedarStar:Ndum & Large 12
74 hd. 703# 153,00 cf

b 048 14000 b

59 hd. 269# 144.25 bl

Feeder Heifers: liedium & Large 12
27 hd. 5103 149.00 bk

20 hd. 755# 118.25 bl

25hd 7774123 25 bk

Blue Grass of Campbellsvi
Campleote K
022

Fandor Stoars: Nediom & Largo 12

Faader ot N & Large 1.2
21hd. 5904 145.25 bik
28 hd. £21# 128,50 bk

Blus Grass East
i Siring K7

Posar Stoars: Medium & Large 12
32 hd. 610# 170 50 blk-charx

Foodor Hoifors: Medium & Large 12
85 hd. 636¢ 15025 blk.chark

Bl Grss Stk
Lexw n, KY' v

s 320
Fesdor etors: Medium & Large 12
74 7208 144 00 bcchare
S0ha 7560 142 00 chanco

United Producers Owenton

Foedor Helfers: Medium & Large 12
22 hd. 913# 12175 bk

YT Livestock Aucion

Fondor Bule: Medum & Large 12
21hd 4528 17175 bbwf-

23 hd. 540 162 50 bbwl

Foodor Hoifrs: Modium & Large 12
64 hd. 688# 147.00 bl

Blue
Albany, KY

Mar 82022
Feeder Steers: Medium & Large 12
40 ha. 8147 143.00 bk

Feeder Bulls: Madium & Large 1-2

59 hd. 433# 172.00 blk-red

57 hd. 5507 158 50 bk

Feeder Heifers: Medium & Larga 12

22hd. 537# 131,00 mixad
Bhd B0k tarranh
31 hd. 705# 13150 bk
47 hd 769% 13125 bk

Paris Stockyards
Paris, KY

M 22
Feader Stears: Medium & Large 1-2

o 753 14200 mic
eeder Heifers: Medium & Large 12
36 hd 5938 147 75 bl charx

847# 140,00 bi

29hd. 777413225 mixed

Bloe rass of Richmond

Feeder Heifers: Medium & Large 12
25 hd. 602# 142.00 blk buf

Washington Co. Livestock
ald, kY

Farmors Lvostock
Glasgon Y

e 3023

Fasder Buls: dium & Large 12
SR Se38 100

WK Livestock Market
Upton K

W S22

Feeder Steers: Madium & Large 1-2
27 hd. 848# 140.00 bk

Bluo Grass Maysville
Maysvills, KY

Mar 8, 2022

Feedor Stoors: Modium & Large 1:2
2 hd 6934 148 25 bk-char

14 hd. 643# 15275 bkcchank

RussallCounty Stockyards
Russgl prng.

Fendor Soars: Hedium & Large 12
61 hd 3644 14175 blk-char
Feeder Heifers: Medium 8 Large 12
63 ha. 7667 132.00 bl but

Unied Producers Iningion
Invington,

Mar.

Feedsr Stoers: Modium & Large 1:2
66 hd 7704 143,00 mixed

30 hd. 727# 136 00 bk

AMS Livestock Market Reports

Ranacty  Buec e i~ Bkhmand. o)
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What is shrink?

= Shrink = weight loss during
transport

= Cattle will weigh less after
transport to sale / weigh location

= Farm to stockyards, farm to certified
scales

= This refers to “actual” shrink

hat is a “pencil shrink”?

= Artificial weight reduction to account for transit weight loss

= Common when cattle are weighed on farm

= 2% is common, more in unique situations
= Not typical if cattle are hauled and weighed on ground
= Commonly used in internet and private treaty sales

= Will specify shrink and weighing process

= Much of this will be reflected in price

65 Head - 750 Ib steers

= Buyer 1 — bids you $140 on farm weight (no shrink) and picks up
=750 @ $1.40 = $1,050 per head / $68,250 for load

= Buyer 2 — bids you $142 with 2% pencil shrink and picks up
=735 @ $1.42 = $1,043.70 per head / $67,840.50 for load

= Buyer 3 — bids you $146 — you haul 100 miles to weigh station
= Ex: Cattle shrink 4% and it costs $4.50 per loaded mile for haul

= 720 @ $1.46 = $1,051.00 per head / $68,328 for load, minus $450 for
transportation = $67,878 net for load

= Weight often not known until sale
= Private treaty, internet sales, forward
contracts
= Price per Ib heavily impacted by
sale weight
= Price per Ib decreases as cattle get
heavier
= Process needed to adjust price
based on sale weight

What is a price slide?

= Price adjustment for weight
differences

= Base weight and price established

=750 Ib base weight @ $146 per cwt

= Price reduced for cattle delivered
above base weight

Common Specifications

= Slide per cwt.
= Adjustment to price per 100 Ibs, ie: $4 per cwt or $0.04 cents per Ib
= Up only

= Price is only adjusted downward for heavier weights

= Slide increases after so many Ibs
= $.04 per Ib on first 50 Ibs, $.06 for over 50 Ibs. as an example
= retroactive

* College of Agriculture, Cooperative
e bt it Aot Ecnancs o UK | apn cayac

Extension Service]
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Videoflnternet Sales What if these cattle weigh 810 Ibs?
ample Description

= 65 Mixed Heifers - 40% Black / 60% Charx- (4 tip horns) = Assume sale for $140 per cwt with 780 Ib base weight
= Base Weight 780 +/-100 Ibs (slide up only .04 Cents) =780 Ibs @ $140 per cwt = $1,092
= Bought Dec 2010 — Lutalyse 30 days later = However, their weight ends up being 810#

= SelectVac Progam- dewormed Dec-Mar-June = 30 Ibs above the base weight

= Hand fed 2 Ibs of distillers with minerals every other day. Medium & large

12. Flesh is medium = Price is adjusted downward by $0.04 for every Ib over

= Gathered early 70 mile haul weighed on ground straight after all cattle =30 * $0.04 = $1.20 per cwt
arrive = New price = $140 - $1.20 = $138.80
= Delivery dates August 9th, 10th, or 12th =810 Ibs @ $138.80 per cwt = $1,124.28

Do you want to avoid price slide discounts? Pricing slide vs market slide

= Seldom large enough to see per head values drop

= Pricing slide = market slide — no incentive either w.
= Often means cattle gained better than expected alrg sl sl & e IME hInET Tz

= Pricing slide < market slide — incentive to underestimate weight

= Usually slide is less severe than market discount . .
and deliver heavier cattle

= “Fairest” slide matches markets discount for weight

= Example: 700 Ib steers @ $142, 750 Ib steers @ $139, market discount is
$6 per cwt for 100 Ibs

= No incentive to under (or over) estimate weight

= Pricing slide > market slide — incentive for weight to match base
weight
= Or overestimate weight if slide works in both directions

* College of Agriculture, Cooperative * College of Agriculture. Cooperative
Food and Environment S Food and Environment e "

Extension Service] Extension Service]

A Quick Example

= Cattle priced at $130 per cwt
= 800 Ib base weight and $4 per cwt slide

¢ Seller offers 550 Ib steer
calves $1.35/Ib

*  $1.35 firm but Ibs over 575
“free to buyer”

= Market discount is $6 per cwt
= Cattle arrive at 850 Ibs

= 850 Ibs @ $128 = $1,088 * Price is set at $1.35, but max

weight is 575
= Same cattle on market H ° Id thi ki
=850 Ibs @ $127 = $1,079.50 pr(;:’(\:lti\’(‘:lgg s werkin

= Seller did better with the slide
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Let’s look at some actual weig .

=550 Ib x $1.35 = $743

=5751b x $1.35 = $776.25

=600 Ib, cost is still $776.25
= About $1.29 per Ib

= What is optimal weight for
seller?

Importance of Knowing Weight

= When selling direct, know
weight of cattle

= Estimating weights visually
is challenging

= Pay weight and base
weight - two different things

Over-guess Example

= Seller expects steers to weigh around 775
= Buyer looks and estimates steers to weigh 825 Ibs
=825 Ib steers are selling for around $135
= Buyer and seller agree on $135 with no price slide
= Steers end up weighing 750 Ibs
= Who got the better deal?

Steer / heifer example - think calves

= Seller prices steer calves that weigh 550 Ibs on average
= Buyer and seller agree to price of $150 per cwt

= The buyer offers $135 for the heifers in the same cohort

=550 Ib steer / heifer differential is $15, so seller agrees

= |s this a good deal?

Final Thoughts...

= Use lot size to your advantage
= Buying and selling

= Fully consider shrink
= Transportation costs

= Understand price slides
= Market and pricing

= Study the markets

Contact Information

Kenny Burdine
UK Ag Economics
(859) 257-7273
kburdine@uky.edu
@KYCattleEcon
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