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the live beef futures contract
normally will offset a futures
position by buying a futures
contract and selling the cattle
on the cash market. However,
there is a time when it is
advantageous to actually de-
liver on the contract. In fact, the
potential or alternative for deliv-
ery is an important necessary
contract feature.

A producer holding more than
one contract can use delivery
of some contracts to narrow the
basis (the price difference be-
tween the futures contract price
and the cash price) and make
it possible to lift the other
contracts by repurchasing them
and selling the steers on the
cash market.

When to Deliver
Delivery should be considered
only if the basis, at the time the
contract is to be lifted, is
greater than delivery costs. Ac-
cording to theory, basis during
the delivery period should
never be greater than delivery
costs. In reality, however, the
theory does not always hold
true.
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A producér who hédge:s' Wifﬁﬁf’?fs\Basis is determined by sub-

tracting the current cash price
from the appropriate futures
contract price. If, for example,
the local cash price for a group
of cattle is $65 per cwt. and
the futures contract price is $67
per cwt., the basis is $2 per
cwt. ($67 — $65 = $2). In this
case, if delivery costs were less
than $2 per cwt., delivery
would be the best alternative
for lifting the hedge. If delivery
costs were greater than the $2
per cwt. basis, delivery should
not take place.

Before making delivery, a
hedger should carefully calcu-
late all the delivery costs and, if
possible, contact a livestock
commission firm or a market
representative at the delivery
point to obtain assistance in
selecting the steers to be in-
cluded in the delivery unit. The
brokerage or firm representative
also can give information on
contract specification changes
or any other details about
delivery.

An alternative to delivery of the
producer’s own cattle would be
for the producer to buy cattle
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on the market and make deliv-
ery of those cattle. The
producer should check with a
livestock commission firm or
representative at the market
before making this transaction.

Size of Delivery Unit
The delivery unit on the
Chicago Mercantile Exchange
must weigh 40,000 pounds
(approximately 36 steers). The
actual number of steers de-
pends on the weight of the
steers.

The delivery unit on the Mid-
America exchange must weigh
20,000 pounds (about 18
steers). Again, the number of
steers to be delivered depends
on their market weight. The
delivery unit cannot exceed
pounds specified by more than
5 percent.

Delivery Period

Cattle can be delivered from
the first of the contract month
to the last business day of the
month. Deliveries are not al-
lowed on Fridays, holidays, or
days preceding a holiday. De-
liveries are optional for the
short hedger from the first of
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the contract month until the
close of trading of the contract,
normally the 20th of the con-
tract month. Delivery after the
20th is mandatory for all con-
tracts that have not been offset.

Delivery Costs

Delivery costs for cattle involve
seven major factors: marketing
fee, transportation (added),
shrink (added), quality grade
discount, yield grade discount,
dressing percent discount, and
weight discount.

Marketing Fee

Cattle delivered on a futures
contract normally are assigned
to a livestock commission firm.
It is this firm's responsibility to
weigh, sort, and pen the cattle;
notify the grader; and collect
the money due on the cattle.
The livestock commission firms
charge a fee for this service.

The delivery point public mar-
ket charges a fee for feeding,
watering, and weighing, and for
use of the pens.

The USDA Market News Ser-
vice charges a fee for grading
the livestock.

These three factors make up
the marketing fee and should
total approximately 50 cents
per cwt. for delivering a live
cattle contract.

Transportation Costs
A producer estimating transpor-
tation costs for delivery should
estimate only the added trans-
portation cost to the delivery
point. To do this, the producer
should subtract the cost of
hauling to the local market from
the cost of hauling to the
delivery point.

If, for example, it costs the
producer 35 cents per cwt. to
transport cattle to the local
market and 50 cents per cwt.
to transport to the delivery

point, only the 15 cents per
cwt. additional cost (50 cents
— 35 cents = 15 cents) should
be used for delivery decision
purposes.

Shrink Costs

Shrink loss on delivering a
contract is estimated in a man-
ner similar to that used to
estimate transportation costs.
Assume that a producer’s
shrink to the local market is

3 percent, whereas the shrink
loss to the delivery point is

4 percent. Subtract the local
shrink loss from the delivery
shrink loss to obtain the added
shrink loss—in this case 1 per
cent (4 percent — 3 percent =
1 percent).

The 1 percent shrink loss is
multiplied by the price level per
cwt. to estimate the shrink cost
of delivery. If, for example, the
price level is $65 per cwt. and
it is multiplied by a 1 percent
shrink loss, the producer’s
shrink cost of delivery would be
65 cents per cwt. ($65 x .01

= 65 cents).

Quality Grade
Discounts

The futures contract calls for
delivery of USDA Choice or
better steers. USDA Good
steers in the delivery unit are
discounted and only a limited
number of Good steers are
allowed in the delivery unit. No
heifers are allowed in the deliv-
ery unit.

Yield Grade

Discounts

The futures contract requires
that only USDA Yield Grade 1,
2, or 3 steers be allowed in the
delivery unit. A limited number
of USDA Yield Grade 4 steers
are allowed, but excess USDA
Yield Grade 4 steers are dis-
counted at 15 percent of the
contract price.

Dressing Percent

Discounts

Steers in the delivery unit must
meet minimum hot dressing
percent standards. Any deliv-
ery not meeting the minimum
standards will be discounted
50 cents per cwt. for each

Y percent below the minimum.

An Example Delivery Cost Worksheet

Futures price (appropriate contract)

Delivery costs

$67.00 per cwt.

Marketing fee $ .50 per cwt.

Transportation (added) .25 per cwt.

Shrink (added) .65 per cwt,

Quality discount .33 per cwt.

Yield Grade discount 0 per cwt.

Dressing percent

discount 0 per cwit.

Weight discount 0 per cwt.

Total delivery costs $1.73 per cwt. — 1.73 per cwt.

Net futures price (futures price
minus total delivery costs)

$65.27 per cwt.

Rules to Remember

Rule 1. If the net futures price is
the same as or lower than the
current cash price for Choice
steers, the hedger should buy
back futures and sell cattle on
the cash market.

Rule 2. If the net futures price
is higher than the current cash
price for Choice steers, the
hedger should either deliver on
the futures or delay lifting the
hedge.



A delivery unit that has a
dressing percent of less than
60 percent will not be ac-
cepted. The minimum dressing
percent for 1,050- to 1,125.5-
pound steers is 62 percent. For
1,125.6- t0 1,200-pound steers,
the minimum is 63 percent.

Weight Discounts
Steers weighing from 100 to
200 pounds over or under the
average weight of the shipment
are discounted $3 per cwt. No
steer weighing less than 950
pounds or more than 1,300
pounds will be accepted. The
judgment of the grader on
individual cattle weights is final.

Delivery Points

The delivery points for the
Choice steer futures contracts
are at public markets at the
cities below. All delivery points
for Choice steers are par, that
is, no delivery point requires a
discount,

Peoria, lilinois
Joliet, lllinois
Omaha, Nebraska
Sioux City, lowa
Greeley, Colorado
Dodge City, Kansas
Amarillo, Texas

Since the designated delivery
points may change, a producer
considering delivery should ob-
tain the current delivery points
from a broker.

Delivery Procedure
All Choice steer futures con-
tracts must follow the
Certificate of Delivery
procedure.

Under the procedure, the pro-
ducer making delivery must
notify the broker, three days
before the intended delivery
date, of the date and place
delivery will be made.

Certificate of

Delivery Procedure
Once a delivery notice has
been issued, the “oldest iong”
(the trader who bought the first
contract) is assigned the con-
tract. Under the certificate of
delivery, the trader (long) who
receives the delivery notice
may take delivery or avoid
delivery by offsetting (selling
short) the futures position (re-
tendering) and paying $600
per contract, which is added to
the value of the cattle.

If the oldest long retenders, a
long desiring the cattle may
issue a demand notice. The
long issuing the demand notice
will receive the cattle and the
$600 paid by the retenderer.

If the oldest long retenders and
no demand notice has been
issued, the deliverer can issue
a reclaim notice. Under the
reclaim notice, the deliverer will
not have to deliver the cattle
and will receive the $600 paid
by the retenderer. A reclaim
notice may not be issued until
the deliverer has established a
new long position. The new
long position must be taken
before the contract is tendered,
or before any demand notices
are issued. Therefore, the deliv-
erer must take a new long
position before it is known if the
reclaim is to be accepted. A
demand notice supersedes a
reclaim notice.

If the oldest long retenders and
no demand notice or reclaim
notice is issued, the contract is
assigned to the second oldest
long.

The second oldest long can
follow the same procedures as
the first oldest long. Again a
demand notice or a reclaim
notice can be issued as in the
preceding case, but now the
contract is worth $1,200 plus
the cattle.

If the second oldest long reten-
ders and there is no demand
notice or reclaim notice, the
contract is assigned to the third
oldest long. The third oldest
fong, when assigned the con-
tract, must receive the cattle
plus collect the $1,200 per
contract penalty paid by the
first and second oldest longs
when they retendered.

Payment Procedure
A producer making delivery on
a futures contract receives pay-
ment from the livestock
commission firm that handied
the delivery, less commission
and yardage fees. The live-
stock commission firm collects
the money due for the livestock
from the exchange clearing cor-
poration. The clearing house
collects the money due from
the traders who received the
cattle.

Grading, Weight,
and Yield Estimates
The official grader for the fu-
tures contract delivered is the
USDA Market News Service
representative located at the
delivery point.

The grading is accomplished
by the grader’s examination of
the live cattle. The grader es-
tablishes both the USDA quality
and vield grade by visual
appraisal.

The weight of the entire delivery
unit is obtained by weighing on
scales, but weights of indi-
vidual steers are estimated by
the grader. If the grader esti-
mates that an individual steer
or steers in the shipment are
100 to 200 pounds over or
under the average weight es-
tablished by the scales, a
penalty is attached. The
penalty is assessed on the
basis of the grader’s estimation
of the weight of individual
steers. In no case are the
actual weights of individual
steers obtained.



The dressing percent of the
delivery unit also is established
through visual appraisal by the
grader. Actual carcass weights
are not obtained; only live es-
timation of the dressing percent
(yield) is used to determine the
dressing percent penality.

A deliverer dissatisfied with the
grade, weight, or dressing per-
cent estimations can call for a
re-grade. In the case of a re-
grade, a market news reporter
from a different market is calied
in to grade the cattle. If the
new grader verifies the original
grade, the deliverer must pay
the cost of the re-grade includ-
ing transportation cost and the
time of the grader. If the new
grader disagrees with the origi-
nal grader, no additional
grading fee is charged against

Live Beef Delivery Worksheet

Use this to calculate your delivery costs.

Futures price (current
price, appropriate contract)

Delivery Costs

Marketing fee
Transportation (added)
Shrink (added)

Quality discount

Yield Grade discount
Dressing percent discount
Weight discount

Total delivery costs
Net futures price (futures price
minus total delivery costs)

per cwt.

per cwt.
per cwt.
per cwt.
per cwt.
per cwt.
per cwt.
per cwt.

per cwt. — per cwt.

per cwt.

Rules to Remember

Rule 1. If the net futures price is
the same as or lower than the
current cash price for Choice
steers, the hedger should buy

the deliverer. back futures and sell cattle on

the cash market.
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Rule 2. If the net futures price
is higher than the current cash
price for Choice steers, the
hedger should either deliver on
the futures or delay lifting the
hedge.
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