Packer Procurement, Payment, and Trade Practices Training Module
Training Scenarios and Practice Sets



Scenario 1

On March 1, 2008, Rancher Bob, Blue Sky, Nebraska, sold 40 head of his fed steers to Big Steak Packers in Raw Hide, Nebraska, at a f.o.b. plant delivered live-weight price of $80/cwt, with a 2% shrink.  On March 5, 2008, Big Steak hired Hal’s Hauling to ship Rancher Bob’s cattle to its plant in Raw Hide.  The cattle were weighed on Rancher Bob’s certified scale.  Rancher Bob’s cattle were killed/harvested that same day (March 5, 2008).  On March 9, 2008, Rancher Bob received his check and summary kill sheet for his cattle from Big Steak.  [Note, beef carcasses are typically graded after being in the cooler for around 24 hours.  For training purposes, grades were added to kill sheet.]  The summary kill sheet shows:


	Rancher  Bob
Blue Sky, Nebraska
	Purchase Date:  3/1/08

	Kill Date:  3/5/08

	FOB Plant Price = $80/cwt (live)
Shrink = 2%

	

	Lot #
	No. of Head
	Type
	Procurement Method
	Price Method
	Gross Live Weight
	Net Live Weight
	Hot Weight
	Avg Live Wt
	Avg Hot Wt
	Yield
	Pct Prime-Choice
	Pct YG 1-3

	257
	40
	Steers
	Spot
	Live
	53,170
	52,107
	33,883
	1,329
	847
	63.73
	87.5
	95

	

	Gross Value
	$41,685.60
	

	Deductions
	
	

	· Beef Checkoff
	$40.00
	

	· Freight
	$425.00
	

	Total Net Value
	$41,220.60
	

	




Review of Big Steak’s payment and bank records indicated:
· Check number 1257896 for $41,220.60, dated March 6, 2008 was issued to Rancher Bob
· Check number 1257896 cleared Big Steak’s bank account on March 15, 2008

	
The practice set for Scenario 1, below, examines the packer’s (Big Steak Packer) prompt payment and payment accuracy to the producer (Rancher Bob).



Scenario 1;  Packer Review Worksheet

Below is the completed Payment Practices Schedule worksheet (PP-2) for Big Steak’s purchase from Rancher Bob.
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	US Department of Agriculture
Packers and Stockyards Program (P&SP)
Packer Review (V4) – Payment Practices Schedule (PP-2)


	Entity  Information

	On-Site Review Date
	Entity Name
	DBA
	Mailing Address
	Control Number

	6/12/2008
	Big Steak Packer
	
	Raw Hide, Nebraska
	2008

	Purchase/ Harvest Date
	Seller’s Name
	Purchase Type
	Number of Head
	Livestock Amount
	Net Invoice Adjustment
	Net Invoice
	Days until Pymt Due
	Credit Agreement
	Credit Days
	Due Date
	Pymt Date
	Pymt Instrumnt Number
	Pymt Amount
	Date Instrumnt Returned
	Days Late per Instrument Date
	Date Cleared Bank
	Instrument Date to Date Cleared
	Remarks

	3/5/08
	Rancher Bob
	Live
	40
	$41,685.60
	($465.00)
	$41,220.60
	1
	No
	
	3/6/08
	3/6/08
	1257896
	$41,220.60

	
	Timely
	3/15/08
	9
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Scenario 1;  Packer Payment Accuracy Worksheet (not in Sub-process module)

The Packer Payment Practices review module does not have a specific worksheet to examine producer payment accuracy because there are so many combinations of procurement, pricing, and carcass merit (premiums and discounts) programs used by livestock packers.  Each agent is encouraged to develop a separate worksheet to analyze each packer’s unique purchase program and submit the worksheet with the completed module.  It is recommended (whenever possible) to use the packer’s raw data to replicate payments to producers.  Scenario 1 is one of the simpler transactions to verify payment accuracy because it does not involve a formula price or carcass merit premiums and discounts, just live-weight and live price.  Below is the payment accuracy calculations for Big Steak’s purchase from Rancher Bob:

Converting $/cwt to $/lb:
1. Net live-weight (gross weight minus pounds of shrink) = 52,107 lbs  or  (53,170 lbs times 0.98 = 52,107 lbs)
2. Price = $80.00/cwt (cwt = hundred weight); convert to $/lb, by dividing $80.00/cwt by 100 = $0.80/lb
3. Gross value calculation is:  52,107 lbs times $0.80/lb = $41,685.60
4. Net value is:  $41,685.60 minus $465.00 (deductions) = $41,220.60 (net value)
5. Check amount to producer should be $41,220.60
Or
Converting net weight pounds to net weight cwt:
1. Net live-weight;  52,107 lbs divided by 100 = 521.07 cwt (hundred weight)
2. 521.07 cwt times $80.00/cwt = $41,685.60 (gross value)
3. Net value is:  $41,685.60 minus $465.00 (deductions) = $41,220.60 (net value)
4. Check amount to producer should be $41,220.60

Scenario 2

On June 1, 2008, Farmer Bill, Curlytail, Iowa, sold five (5) market hogs to Big Chop Packer, Bacon Hill, Iowa.  Farmer Bill believes he raises great hogs, so he sold them to Big Chop on a carcass merit basis at a base price of $55.00/cwt.  Big Chop’s carcass merit premium/discount grids are shown in Attachment 1 below.  Farmer Bill delivered his 5 hogs direct to Big Chop’s plant.  His hogs were killed/harvested that same day.  On June 7, 2008, Farmer Bill received in the mail from Big Chop his check (dated June 2) and summary kill sheet for his 5 hogs.  [Note, hog carcasses are typically graded at the time of harvest on the kill floor.]  The summary kill sheet shows:


	Farmer Bill
Curlytail, Iowa
	Purchase Date:  6/1/08

	Kill Date:  6/1/08

	Base Price = $55/cwt 


	Lot #
	No. of Head
	Live Weight
	# Lost Carcasses
	Deads*
	Dead Weight
	Resales*
	Resale Weight
	Avg. Carcass Weight
	Avg. Lean%
	Avg. Loin Depth
(mm)
	Avg. Fat Depth
(mm)

	8595
	5
	1,172
	0
	0
	0
	0
	0
	174
	53.8
	53
	18.8

	Carcass Wgt Range
	Lean %
	Hot Carcass Wgt
	Base Price $/cwt
	Weight Discount
	Lean % Premium/Discount
	Net Base Price $/cwt
	Net Carcass Value

	164-170
	54
	164
	$55.00
	-$3.00
	$0.00
	$52.00
	$85.28

	171-178
	49
	173
	$55.00
	-$1.35
	-$2.00
	$51.65
	$89.35

	171-178
	55
	176
	$55.00
	-$1.35
	$2.00
	$55.65
	$97.94

	179-185
	54
	179
	$55.00
	$0.00
	$3.50
	$58.50
	$104.72

	179-185
	55
	180
	$55.00
	$0.00
	$4.00
	$59.00
	$106.20

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	

	Gross Value
	$483.49
	Pork checkoff is 0.4% of value (i.e. $0.40 per $100 market value)

	Deductions
	
	

	· Pork Checkoff
	$1.93
	

	· Freight
	$0.00
	

	Total Net Value
	$481.56
	

	* Deads and resales are not included in the evaluation.




Review of Big Chop’s payment and bank records indicated:
· Check number 88001 for $481.56, dated June 2, 2008 was issued to Farmer Bill
· Check number 88001 cleared Big Chop’s bank account on June 10, 2008

	
The practice set for Scenario 2, below, examines the packer’s (Big Chop Packer) prompt payment and payment accuracy to the producer (Farmer Bill).
Attachment 1

Big Chop’s Premium and Discount Program (Grid/Matrix)


[image: ]






Scenario 2;  Packer Review Worksheet

Below is the completed Payment Practices Schedule worksheet (PP-2) for Big Chop’s purchase from Farmer Bill.
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	US Department of Agriculture
Packers and Stockyards Program (P&SP)
Packer Review (V4) – Payment Practices Schedule (PP-2)


	Entity  Information

	On-Site Review Date
	Entity Name
	DBA
	Mailing Address
	Control Number

	7/15/2008
	Big Chop Packer
	
	Bacon Hill, Iowa
	2008

	Purchase/ Harvest Date
	Seller’s Name
	Purchase Type
	Number of Head
	Livestock Amount
	Net Invoice Adjustment
	Net Invoice
	Days until Pymt Due
	Credit Agreement
	Credit Days
	Due Date
	Pymt Date
	Pymt Instrumnt Number
	Pymt Amount
	Date Instrumnt Returned
	Days Late per Instrument Date
	Date Cleared Bank
	Instrument Date to Date Cleared
	Remarks

	6/1/08
	Farmer Bill
	G&Y
	5
	$483.49
	($1.93)
	$481.56
	1
	No
	
	6/2/08
	6/2/08
	88001
	$481.56

	
	Timely
	6/10/08
	8
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	





Scenario 2;  Packer Payment Accuracy Worksheet (not in Sub-process module)

The Packer Payment Practices review module does not have a specific worksheet to examine producer payment accuracy because there are so many combinations of procurement, pricing, and carcass merit (premiums and discounts) programs used by livestock packers.  Each agent is encouraged to develop a separate worksheet to analyze each packer’s unique purchase program and submit the worksheet with the completed module.  It is recommended (whenever possible) to use the packer’s raw data to replicate payments to producers.  Scenario 2 is a more complicated transaction to verify payment accuracy because it involves carcass merit premiums and discounts.  Below is the payment accuracy calculations for Big Chop’s purchase from Farmer Bill:










	Scenario 2;  Payment Accuracy Worksheet


	Hot Weight
	BF
(mm)
	LE
(mm)
	Calculated Lean %
	Trim Code
	Trim Adjust
	Final Lean %
	Base Price
	Sort Discount
	Adjust Base Price
	Lean Premium/
Discount
	Net Base Price
	Net Carcass Value

	164
	18
	52
	54.1%
	0
	0.0%
	54.1%
	$55.00
	-$3.00
	$52.00
	-
	$52.00
	$85.28

	173
	25
	48
	49.4%
	0
	0.0%
	49.4%
	$55.00
	-$1.35
	$53.65
	-$2.00
	$51.65
	$89.35

	176
	15
	47
	55.4%
	0
	0.0%
	55.4%
	$55.00
	-$1.35
	$53.65
	$2.00
	$55.65
	$97.94

	179
	18
	57
	54.7%
	0
	0.0%
	54.7%
	$55.00
	-
	$55.00
	$3.50
	$58.50
	$104.72

	180
	18
	61
	55.2%
	0
	0.0%
	55.2%
	$55.00
	-
	$55.00
	$4.00
	$59.00
	$106.20

	872
	
	$ 483.49

	

	Avg Weight
	Avg BF
	Avg LE
	Avg Lean %
	
	Avg Trim Adjust
	Avg Final Lean %
	
	Avg Sort Discount
	Avg Adjust Price
	Avg Lean P/D
	Avg Net Base Price
	Avg Net Carcass Value

	147.4
	18.8
	53
	53.8%
	
	0.0%
	53.8%
	
	-$1.14
	$53.86
	$1.50
	$55.36
	$96.70

	

	Lean Percent = 58.86 – (0.61 x BF) + (0.12 x LE)
	Example:  Lean % = 58.86 – (0.61 x 18) + (0.12 x 52) = 54.1%

	

	NOTE:  Agent must get “raw” data from packer for hot weight, back fat depth (BF), loin eye depth (LE), trim, etc.
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