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Dillon Feuz successful marketing cattle on a grid not
- only requires that managers match cattle
to the appropriate grid, but may also
Cattle producers should remen require a change in feeding and other
ber, even with value-based pricing, management practices.
l.| they are still selling pounds of beef. Some managers, targeting grids with
Ifthe market price exceedsthe cosis, large premiums for lean cattle, have
selling more is better than selling reduced the number of days cattle are
less. fed, while others have increased the
number days cattle are fed and have
Summary marketed on grids with higher pre-
miums for higher grading cattle. How-
Profit can be increased by feeding ever, due to the biological antagonisms
some pens of cattle additional days onbetween marbling and leanness and due
efeed and selling on a pricing grid that to the grid pricing structure, altering
drewards quality. Discounts for Yield days on feed does not always achieve a
Grade 4 and heavy weight carcasses forhigher price. Furthermore, when the
~as many as 10% to 15% of a pen may notnumber of days fed is altered the effect
1exceed the premiums for higher grad- on carcass weight and feed costs also
I ing carcasses and the benefit of selling must be considered. The purpose of this
eadditional weight on all cattle sold. reportis to evaluate the economic con-
2While the grid price can be increased by sequences of altering the number of
feeding some pens of cattle fewer daysdays cattle are fed. The evaluation will
and marketing on ayield grade reward- consider different types of cattle and
- ing grid, net returns are often decreased different pricing grids.
gbecause of selling fewer total pounds.
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Procedure
Introduction
if Eight actual pens of cattle were used
Some cattle producers have beento illustrate difference in value for dif-
selling fed cattle on various value-basedferent types of cattle marketed on differ-
5 pricing systems, frequently referred to ent pricing grids. The pens varied
oas pricing grids, for several years. While considerably in the percentage cattle
sthere are many different pricing grids, grading Choice or higher and in the
nthe majority tend to pay premiums for percentage of cattle that were Yield
USDA Choice or higher grading and Grade 1 and 2. The average of the eight
Yield Grade 1 and 2 cattle. Discounts are pens of cattle is fairly representative of
applied to Select or lower grade and the average fed cattle slaughter mix in
Yield Grade 4 and 5 cattle. Too heavy or the United States. The cattle averaged
;too light carcasses, as well as other non-61% Choice or higher grade, and 54% of
conforming carcasses (dark cutter, stagsthe cattle were Yield Grade 1 or 2. The
hard bones) also are discounted. To be (Continued on next page)

Page 39 —2002 Nebraska Beef Report



percentage of the eight pens of cattleTable 1. Percentage of the cattle in each of the Quality and Yield Grade Categories.

with various quality and yield grades is Yield Grades
displayed in Table 1.

Quality Grade 1 2 3 4 5 Total
Table 2 presents three generalp, 5.00 500 0,60 035 0.00 Los
. ] : rme . . . . . .
value-based grid pricing systems. While Upper 2/3 Choice 0.52 5.70 8.29 0.69 0.00 15.20
these were not the exact premiums andchoice 0.86 20.03 23.14 0.69 0.00 44.73
discounts for any actual grids, they are gﬂegt g g-gg 23-23 13-561 8-88 8-88 317-2812
. . tandar . . . . . .
very representative of the varying pre- Total 6.39 4801 43.87 173 0.00 100.00

miums and discounts available on alter-
native grids. The commodity grid is
typical of a number of different packer
grids. The yield grade rewarding grid is Table 2. Premiums and discounts for three alternative grids.

typical of those grids that are more con- Commodity Yield Rewarding  Quality Rewarding
cerned With rewarding Iegne_rcattlg,while Prime $6.00 $3.00 $10.00
the quality rewarding grid is typical of upper 2/3 Choice $1.50 $0.00 $3.50
many of the grids rewarding the higher Choice $0.00 $0.00 $0.00
grading type cattle. The base price for ggﬁgtard _?$$i77'%% 'i%%% _;B$283'9055
each grid is a formula tied to the averageyvield Grade 1 $2.00 $3.00 $1.00
dressed price, the USDA Choice-Select Yield Grade 2 $1.00 $2.00 $1.00
Spread, and the percentage catle grac S0 2o omm o sw
ing Choice. Yield Grade 5 -$20.00 -$25.00 -$17.00
Prices were compared for the eight Lt. & Hy. Carcass -$15.00 -$15.00 -$15.00

individual pens on the three grids and
againstthe average dressed market price.

The followmg assumptions were made Table 3. Carcass characteristics on eight individual pens of cattle and the net grid prices on

forthe pricing example: average dressed three alternative grids based on a $100/cwt. Dressed weight price.
market price was $100/cwt., the USDA oo ™o choice  o6vGl2 % ouws  HCW  Comm. Yield Quality
Choice-Select spread was $7.00/cwt. and Grid Grid Grid
the plant average for the base price was, 80 62 4 658 $103.57 $103.37 $103.90
60% Choice or higher grade. These val- 2 81 37 0 749 $103.10 $102.80 $103.17
ues are based on averages from Januar)ﬁ gg % g 322 ﬁgi-?é ﬁg%-i; 218?-%2
1994 through December 2000. 5 60 37 0 776 $101.63  $101.55  $101.39
A simulation analysis was performed ¢ 31 74 0 709 $99.88 $101.80 $98.54
to evaluate the economic consequences? 30 92 14 842 $97.52 $99.20 $95.84
of feeding two of the pens an additional 16 & 36 875 $93.69 $95.72 $91.85
two weeks and of feeding one ofthe pens Average $100.81 $101.07 $100.37

two fewer weeks. The following assump-

tions were used for the simulation:

1) ADG was 2.7 Ib. for the two addi- $19.74 ($.47/Ib. gain X 42 Ib.), these have received the average dressed mar-
tional weeks and dressing percentagecosts were based on $2.50/bu. corn priceket price). On the other hand, the poorer
increase 0.5 percentage points whichand $0.30/head/day yardage charge; andjuality cattle were discounted more than

equated to 30 Ib. additional carcass6) a stable market price was assumed. $40 per head. The average price pre-

weight; 2) ADG was 3.0 Ib. for the last mium from selling all eight pens on each
two actual weeks of feeding and market- Results of the grids varied from $0.37 to $1.07
ing two weeks early would have reduced per cwt. of carcass, or $2.85 to $8.24 per

dressing percentage by 0.3 percentage The net prices received for the eight head based on the 770-pound average
points which equated to 30 Ib. less car-pens of cattle on the three different grids carcass weight.

cass weight; 3) marbling scores changedare displayed in Table 3. Clearly, the  Table 4 contains the results of the
30/100 in two weeks and the quality pens of cattle with a higher percentage ofeconomic simulation of feeding two pens
grade on individual carcasses wascattle grading Choice were rewarded of cattle two additional weeks to
adjusted accordingly; 4) approximately with a higher price. Likewise, for cattle improve the quality grade. Pen 6 had an
one-third of the carcasses changed onef an equal quality grade, leaner cattleimprovement in the percentage cattle
yield grade; this was adjusted based on(lower yield grades) also received a grading Choice from 31% to 48%, a
fatthickness and carcass weight; 5) totalhigher price. The top pens received adecrease inthe percentage of Yield Grade
cost of gain for the two additional weeks premium of more than $20 per head 1 and 2 carcasses from 74% to 50%, an
was $21 ($.55/Ib. gain X 38 Ib.) and the ($3.00 premium * 7 cwt.) over the aver- increase in the percentage of Yield
cost savings for the two fewer weeks wasage cash market (this assumes they wouldsrade 4's from 0% to 5%, and average
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Table 4. Economic simulation results of feeding two additional weeks. in yield grade. These results may not

Commodity  Yield Quality hold for all pens and certainly as feed
Grid Grid Grid costs increase this alternative will be

Pen 6 more favorable. However, it is critical
O.rigirllal l;rice_ ($/Cvlvt) $99.88 $101.08 $98.54 that cattle producers recognize that while
Simulated Price ($/cwt) $100.43  $100.64 $99.91 the market price increased on two out of
Original Revenue ($/head) $709.14  $717.68  $699.65 three grids, net returns decreased on
Simulated Revenue ($/head) $743.22  $744.74  $739.37 those two grids because of the reduction
2 weeks Feeding costs ($/head) $21.00 $21.00 $21.00 in carcass weight sold. Selling for the
Additional Return from Feeding $13.08 $6.07  $18.72 highest price does not always result in
longer ($/head) the largest profit.

Pen 5 These results are based on three spe-
O‘riginal Price_ ($/cwt) $101.63 $101.55 $101.39 cific pens of cattle and on one average
Simulated Price ($/cwt) $100.50 $98.75 $101.44 market scenario. In general, asthe USDA
O_riginal Revenue ($/head) $788.65 $788.05 $786.81 Choice-Select Spread increases, itwould
Simulated Revenue ($/head) $810.06 $795.93 $817.58 be even more profitable to feed cattle
2 weeks Feeding costs ($/head) $21.00 $21.00 $21.00 additional days. Likewise, the higher the
Additional Return from Feeding $0.41  -$13.12 $9.76 overall market price, the more profitable
longer ($/head) it is to feed cattle longer because each

successive pound is worth more in a
higher market. Conversely, asthe Choice-
Select spread decreases and as feeding
costs increase, the profit potential from
feeding additional days would decrease

Table 5. Economic simulation results of feeding two fewer weeks.

Commodity  Yield Quality

Grid Grid Grid . . .
and it would be more likely that feeding
Pen 3 fewer days could be profitable on a yield
Original price ($/cwt) $101.40  $101.27  $102.16 ys col D y
Simulated price ($/cwt) $101.78  $102.00  $101.42 grade rewarding grid.
Original Revenue ($/head) $815.28  $810.15  $817.32 Cattle that are generally grading on
Simulated Revenue ($/head) $783.71  $785.38  $780.95  the border of Select and low Choice
Feeding costs Savings ($/head) $19.74 $19.74 $19.74 would be impacted more by altering
o days on feed than cattle that are pre-
Additional return from reduced -$11.83 -$5.03 -$16.63

dominantly Select or predominantly
Choice. The uniformity of the pen with
regard to carcass weight, yield grades
and quality grades also will have a major
carcass weight increased from 710 tofeed were negative with the yield grid impact on the success of feeding fewer
740 Ib. Pen 5 had a larger increase inand were only marginally increased on or additional days. The less uniform the
the percent grading Choice from 60% to the commaodity grade grid. This was pri- pen, the more likely that significant dis-
86%, the percentage of Yield Grade 1 marily due to the fact that now 18% of counts will be applied to “Out” cattle.
and 2's declined from 37% to 12%, the the pen was heavy weight and/or Yield If a manager is considering altering
number of heavy weight carcassesGrade 4 carcasses. the number of days on feed to fit a
(> 950 Ibs.) increased from 0% to 12%, The opposite situation is presented in particular pricing grid, carcass weight
the number of Yield Grade 4’'s increased Table 5, which is a pen of cattle that was and feeding costs must be considered in
from 0% to 6%, and average carcasssimulated to have two weeks fewer daysaddition to the grid priced received to
weight increased from 776 to 806 on feed to decrease fat and enhance théetermine the overall profitability of the
pounds. yield grade of the cattle. The percentagestrategy.

In general, increasing the number of grading Choice declined from 78% to  Lastly, this analysis assumed a stable
days on feed was profitable. For pen 6 65%, the percentage of Yield Grade 1 market price. If the market price
on all three grids and for pen 5 on the and 2’s did increase from 37% to 58%, increases or decreases in the time
quality grid, the improvement in quality the number of Yield Grade 4's declined period considered, results would be
grade and the additional weight that is from 7% to 4%, and averaged carcassaltered from those presented.
being sold more than off set the decline weight decreased from 800 to 770 Ibs.
in price from an increase in yield grade Returns are negative for this scenario
and more than off set the added costsunder all three grids. The reductions in  Dillon Feuz, associate professor, Agricultural
under all three grids. However, with pen carcass weight and in quality grade haveEcenomics, Panhandle Research and Extension

" . . Center, Scottsbluff, Neb.
5, net returns from additional days on a greater impact than the improvement

feeding ($/head)
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