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Cattle Price Slides

» Price slides are useful in marketing feeder cattle through forward contracts.
The price slide worksheet and cattle price slide tool show how different price
slide values affect operations in various scenarios.

The price per pound for feeder cattle generally
decreases as weight increases, which is known as
the price slide. Understanding how price slides work
is important for marketing feeder cattle. Price slides
are commonly added to forward contracts as a risk-
management tool. Forward contracting is a marketing
tactic in which cattle are sold well in advance of being
delivered, hence before their actual delivery weight is
determined. The price slide allows the contracted sale
price to adjust by a value (such as $5/cwt) previously
agreed upon by both the buyer and seller if the actual
weight of feeder cattle differs from the predicted weight.

There are three types of price slides to consider: up,
down, and two-way. An up slide is used when the
delivery weight is lighter than expected; a down slide
is used when the actual delivery weight is heavier
than expected. A two-way slide covers both cases and
provides protection to the seller if the delivery weight is
lighter than expected while protecting the buyer if the
delivery is heavier than expected.

Parties can also include a weight allowance, which
allows some margin of error before the price slide
occurs. For example, a forward contract for 600-pound
steers with a weight allowance of 10 pounds would pay
the contracted sale price if the average weight were 590
to 610 pounds per head.

This price slide worksheet (table 1) and cattle price

slide tool will help you calculate the value of cattle in a
forward contract that includes a price slide. The following
information is required to use the price slide worksheet
and cattle price slide tool:

m Contracted weight, which is the average weight per
head agreed upon in the forward contract

m Contracted sale price, which is the price agreed upon
in the forward contract

ul |
1 e
H—

m Actual live weight, which is the average weight of the
cattle before delivery

m Pencil shrink, which is the contracted percentage of
weight deducted from the scale weight to account for
weight lost during transport

m Price slide
= Weight allowance

The worksheet shows how to calculate the price
received for feeder cattle with a price slide (with or
without a weight allowance). In the first six rows (A
through F), users can input their relevant information.
The remaining rows include the calculations used to
determine the adjusted sale price and value of the cattle
if the price slide is exercised.
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Table 1. Price Slide Worksheet
Needed Information

A. Contracted weight Ib
B. Contracted sale price $/cwt
C. Pencil shrink %
D. Price slide $/cwt
E. Weight allowance (= 0 if there is none) Ib
F. Actual live weight Ib
Expected Value
Expected contracted value = ’% = $/head
Actual Value
] .. _Fx(100-C) _
G. Actual delivery weight=——— 2/ =
S 10,000 owt
Is (A - G) > E? (If not, there is no price adjustment: use the sale price)
A-E Gita>F
H. Weight subject to slide =4 100 = owt
GIARIE Y
100
I.  Slide adjustment=H x D = $/cwt
B+[if A<F
J. Adjusted sale price = = $lowt
B-lif A>F
K. Actual value = G x J = $/head

An example using the worksheet

A consigner forward contracted 700-pound feeder
steers at a price of $110 per hundredweight, with

a $5 per hundredweight two-way price slide and no
weight allowance. The cattle are weighed at the ranch
with 2 percent shrink, and the weight at the ranch is
715 pounds.

The downslide is used in this case because the delivery
weight is greater than the estimated pay weight. The
adjusted sale price will be $109.97 per hundredweight,
with a total value received of $770.52 per head.



Table 2. Example Price Slide Worksheet
Needed Information

A. Contracted weight 700 | Ib

B. Contracted sale price 110 | $/cwt
C. Pencil shrink 2%

D. Price slide 5| $/cwt
E. Weight allowance (= 0 if there is none) 0|lb

F. Actual live weight 715 | Ib
Expected Value

Expected contracted value = % = 770 | $/head

Actual Value

3 .. _Fx(100-C) _
G. Actual delivery weight =——— =/ =
ry weig 10,000 7.007 | cwt
Is (A - G) > E? (If not, there is no price adjustment: use the sale price) yes
A-E_Gifa>F
H. Weight subject to slide =1 100 = 0.007 | cwt
G-A-Eifack
100
I. Slide adjustment=H x D = 0.035 | $/cwt
B+Iif A<F
J. Adjusted sale price = = 109.97 | $/cwt
B-Ilif A>F
K. Actual value=G x J = 770.52 | $/head

Conclusion

Price slides are a useful tool in marketing feeder cattle through forward contracts. The tool and worksheet can help
show how different price slide values would affect operations in various scenarios.
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