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Appearing on this panel with these important competitors reminds me a bit of Daniel in the lion's den. Pork and Poultry have
taken 14% market share from Beef in the last 14 years. One of the fundamental reasons for this hemorrhaging of consumer dollars to
other meats has been the dearth of value based marketing systems in the beef industry. We buy on the averages and sell on averages.
There is currently no method of sending clear-cut price signals to producers about individual animals meeting the expectations and
desires of consumers. It has been estimated that one tough, tasteless carcass can result in more than 500 less than satisfactory beef
eating experiences. Couple this quality and consistency problem with widening price spreads to our competition and you have the
essence of our 14% market share loss. Value based marketing is an important key to solving this dilemma.

The Beef Industry's Value Based Marketing Task Force said that, 'Excess fat is a detriment to the industry in terms of
production costs and in meeting contemporary consumer demand." They estimate that the cost of producing fat in excess of optimum
is about $2,000,000,000 per year. That would go a long way toward narrowing the price spreads to other meats that are so damaging
to beef's market share.

Our approach has been to first attack the fat problem in the easiest places. This "War on Fat!" began with a program to
communicate value more closely to the retail sector. Software (called CARDS) to evaluate beef value at various trim levels has been
distributed to packers and retailers representing 90% of the boxed beef traded. This effort to increase demand for closely trimmed
boxed beef is a step toward a lean based pricing system. The packers have taken different routes toward closely trimmed product. One
major packer is implementing a hot fat trim process that removes excess fat on the kill floor. This requires 2 sets of scales for the
carcass to adjust weights back to the now current standard method of calculating yield and price. The other packers have chosen to
trim in the fabrication room. An added advantage to this method is the ability to delete seam fat and further separate muscle for the
retailer. The target for close trim boxed beef to become the industry standard was 1995. That goal will not be met until at least 1997.
Currently about 36% of all boxed beef is close trimmed.

"Strategic Alliances" is a wide ranging effort to demonstrate some of these inefficiencies to producers from both a production
cost and consumer acceptance point of view. Cattle from various geographic areas and a broad base of producers have been gathered
in central feeding locations to retain identity throughout the system. It has been an enlightening experience for all of us. These
demonstrations and the attendant publicity are very small steps in moving the industry toward a more consumer driven production
system.

Changes in any marketing system, particularly as complex and culturally driven as the beef business, bring a certain amount of
political turmoil. One innovation in beef marketing that moves a bit closer to a value based system is, “Formula Based Pricing." The
seeds of this approach were sown with feeders in the Northwest joining with IBP to reopen the Missouri Beef Plant in Boise. They
jointly developed a formula based on panhandle live cattle prices converted to a carcass basis. This was followed later by Cactus
Feeders contracting with IBP to furnish large numbers of cattle to be priced on individual carcass specifications. In other words
Cactus agreed to furnish the kind of cattle IBP wanted and to suffer price discounts on cattle that did not meet the specifications. This
major step toward a value based system has now grown to be a major factor in the market place. It has also caused substantial
disagreement within the industry about price discovery. Those feeders that negotiate the live prices on which most formulas are based
believe these "captive supplies” adversely affect their bargining position each week.

This dilemma is exacerbated by the dramatic rise in forward contracting of fed cattle to packers, usually based on the Futures
Market as a price basis. The primary driver of this trend has been risk management on the part of the feeder and assured cattle supply
by packers. Expansion of this marketing method has led to more "Captive Supplies." These contracts usually have a set of minimum
specifications with discounts for deviations. This represents some movement to a value system but is certainly not nirvana to an
industry that needs more dramatic change now.

The evolvement of beef product specifications to move us toward a more consumer friendly product is also controversial.
Everyone is for more quality and consistency -- as long as it does not affect the way I do business. A good example is the current
proposal to change Federal Grading Standards of “B” maturity (older, tougher) cattle to a lower Quality Grade. Anyone who ever fed
a long aged Mexican steer, heiferettes (with 1, 2 or 3 calves behind them) or long aged cutting bulls is up in arms. They are writing
letters and riling up their associations to stop the process. Why should it matter if one of these shoe leather carcasses might turn off
500 consumers? It does not elicit a great deal of confidence in the foresight of the beef business.

We have the technology to deal with tough carcasses. Electrostimulation, longer aging and other various postmortem
treatments can adequately deal with this problem. Identifying these outliers to be treated is a major hurdle we must cross. A chain
speed method of determining which carcasses need additional treatment would immediately relieve this concern. Market signals of
discounts to cover treatment costs would be almost instantaneous.

The beef business faces formidable competition from the rapidly integrating pork sector and the fully integrated poultry industry.
Value based marketing is the vehicle we must use to bring a more cost competitive, consumer friendly product to the table.
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AR(:ASS TRACKING, COMPUTER-ASSISTED VISION GRADING AS TOOLS FOR VALUE-BASED MARKETING

By WILLIAM G. FIELDING,
President,
Excel Corporation
and Cargill Meat Sector

ABSTRACT: Excel Corporation views value-based marketing as a necessity for the beef industry to be competitive.
Instruments for assessing carcass value are essential to true-value based marketing. Excel has developed carcass tracking
and vision grading to objectively evaluate how individual carcasses will perform in the packing plant. Producers can use the
data generated by these systems to enhance genetic selection in their herds, thus better meeting market demands.

Intmduction

the 1943"% in Wichita, Kan., Excel Corporation is one of the larger red meat packers in North America. V.Vi‘th its root.s dating .to

b S, Excel has six primary processing plants for beef and two for pork in the United States. A subsidiary of Minneapolis-
Cargill, Excel also operates four further-processing plants under the Cargill Processed Meat Products name. In Canada, the
OPerations operate under the Cargill Foods name at two locations, one primary processing and the other further-processing.

the The Value-Based Marketing Task Force was formed in 1989 under the combined auspices of the Beef Industry Council of
Ational Live Stock and Meat Board and the National Cattlemen's Association. Membership on the Task Force came from

S|
tock and cow-calf producers, feeders, packers, purveyors and retailers.

: In its 1990 report, the Value-Based Marketing Task Force listed eight consensus points to serve as specific research
Or priorities to accomplish the stated objective of reducing excess trimable fat and increasing lean production. This paper

Use
S on two of those objectives, and they are:

* Consensus Point No. 6: The beef industry should invest in research and development of an instrument for assessing
Carcass value.

* Consensus Point No. 7: Fed cattle should be valued on an individual carcass basis rather than an average live price.

m:\i’;mel and Cargill have been long-time supporters of moving away from a system of cattle being sold for a pen average price
th Ng to a system where value is determined on individual carcass merits. The author of this manuscript was a member of
Aue-Baseq Marketing Task Force. Additionally, Excel Corporation was the cooperating packer in a Strategic Alliance
e Which was a follow-up exercise to the Value-Based Marketing Task Force. Excel also has explored other initiatives that

tripy N in line with the consensus of the Task Force, most notably the development of case-ready beef and the move to close-
f.

?m Tovixc?lls interest in these and other projects was then and is today the same as other participants in the marketing chain --
ity | & industry cost efficiencies, thus keeping beef costs competitive with other protein products. This is a big challenge. In
%"lem Teport, the Task Force noted that marketing systems for cattle and wholesale beef had not "adapted sufﬁciently.to the
Stug. ::mfy demands of consumers for beef cuts with little or no external fat trim." The 1986 National Consumer Retail Beef

umg?wed consumer preference for closely trimmed products. However, the marketing systems were tolerating 'am.i .even
Carcas% Ng the production of excess waste fat. There was no objective, reliable way to determine the value of 1r?d1v1dual
1ivest S In turn, this prevented the packer from passing along the proper market signals to feeders by offering premiums for
the With high quality and cutability and discounts for those that were below average. Producers had limited incentive from

Tin monetary terms to produce cattle that would yield products with the quality and composition desired by consumers.
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A minor percentage of finished cattle are purchased on a grade and yield basis. This system moves the point of ownership
transfer to the packing plant from the feedlot, and the pay weights are determined by dressed carcass weights and grades, rather
than live animal weights. Historically, producers have had a lack of trust in this system of ownership transfer. Also, there is a lack
of faith in the grading accuracy of USDA graders, who make visual, subjective determinations of carcass quality and yield grades.
USDA graders do provide for some degree of trust -- not because they are infallible but because they are an impartial third party in
the marketing chain.

Carcass Tracking

In 1989, Cargill opened a beef slaughter and fabrication plant in High River, Alberta, Canada. It was the first beef plant
that Cargill and Excel had built from the ground up in North America since the construction of the Dodge City, Kan., facility in
1980. Starting from scratch gave Cargill and Excel the opportunity to incorporate the most advanced technology offered at the
time in areas ranging from food safety to worker safety. It also was a chance to experiment with carcass tracking, which today
forms a cornerstone of Cargill and Excel's efforts to evaluate carcasses individually.

The need for carcass tracking goes beyond its applications for value-based marketing. Keeping track of individual carcasses
aids in record keeping, scheduling, production flows and inventory controls. It also augments the process of product trace back.
Today, carcass tracking is in place at all Cargill and Excel beef facilities in North America, except for a cow slaughter and
fabrication facility in Colorado.

Carcass tracking does what its name implies: it allows the tracking of individual carcasses as they move throughout the
plant. Along the way, key data can be collected and identified by individual carcass.

Each carcass is attached to a trolley. Holes of different shapes (squares, triangles, circles, etc.) in different sequences
represent alpha-numeric code numbers. By using combinations of no more than eight holes per trolley, as many as 30,000 code
numbers are available, which is more than enough for a modern meat plant.

As the trolley passes each data-collection point, a strobe on one side of the trolley shoots light through the holes and to an
electronic reader, which identifies the trolley and the carcass it carries. Carcass weight is automatically recorded into the plan
information system at various points within the plant. There are three data-collection points: 1) on the kill floor for hot carcass
weight; 2) at the grading stand; and, 3) just prior to going onto the fabrication floor. At the grading stand, additional data ar®
manually entered into the system for each carcass. This information includes quality grade, yield grade, house grade and whether
there are any defects, such as dark cutters, bloodshot muscle and/or miss-split carcasses.

Vision Grading
Vision grading goes beyond the subjective evaluation done at the grading stand by using a digitizing camera coupled with 2
computer to evaluate carcasses. Excel began testing vision grading at its plants in 1991. Currently, two plants have the system on

line with three others scheduled to follow.

Also known as Video Image Analysis (VIA), the system takes a picture of the loin-eye surface at the 12th rib, where the
carcass is routinely quartered for traditional USDA grading.

Factors Measured with VIA

« Rib Eye Area e Lean Area

o Fat Thickness (External) e % Fat Area

e Marbling e % Lean Area

o Fat Area e % Rib Eye Area

154




uter then
tance. The comp

nd muscle reflec ‘

he camera, based on the-difference between fat a 56 i - i 1 s Gl
- . . . san t e ; ; : al

e » e b'y total lean and total fat content. From this inform

Prets the picture and determines to

ey “Utout of each carcass is predicted.

Ih d d us or i Ve l)()unds
e h tandar iati minus seven
ace f th e "tpe cm W' S dCVlatlon Of p] .
ur acy (0) S SyS m O rforms any Other current SySt ) it : t h ti i i hi 1
y : ; f tOn on each carcass in a feW Seco“ds, “lakl“g 1ts app cation 1n h g l g
3 % i rmarti

2 Ille system reads the 1nio
g plallts practical.

DCI‘ sld
Packip

i r and grading. In
it while the carcass is chilling between the tlmtet :i r:(ljaeuif)lrt::he-rail." AT
There BiL5 fle O .two_day Waf tive grading had made some producers rfeluctarlld o s G i
i 3 rehan’ce » SZ:Jte::ol grfde the beef before chilling. If this ::u E R, e
adop:ir:ly:fe i td Z:: l(s)lll)zme[:s Ohfoztmbcl)rrllsi:;m In isolation, however, co?:jr;:; Vail;(l):ltgtrh; i;’g e o e
e ia”y WhI::;rloducers are comfortable with the objective data general

in

important, they will be
: form best. Just as impo! ;
oducers to help them understand which cattle perbosed marketing to become a reality. As
This data can be very useful to pr s -- something that must take place for value- athat Bt the secsls e of o
v dbaSed on the true value of each ;?rc::)s evaluate producers and target cattle pur.Chas?]ver) Because we will be able to price
base grows, Excel will be able . s Beef, Excel's Sterling Si I ; o
| : ine (i ’ he buying e
Pt t line (i.e., Certified Angu sy
pmdumar gty prO:jhucsa.les end, we should be able to pay producers more
“t more competitively on the ,

l’um"“ts in the Feedlot

T logies

i i ed Beef Techno

is working with Integrat .

ki an ly place where data is being collected. Excel 1sf 0; : g St W

. e on a : ; & | |

O The Packing plant isn't the \ y plant with information being generated in the eedt r ian i e | deterlmwe i oepcu um
vl ige iy netics (mainly Angus) to learn more about sort ul iy

. Ut 5 000 head of cattle with known ge

i i)

5 for Sending certain ones to market.

era. The animal is
me size is measured by cam

€a hute, it is weighed on a scale and the fra e‘ 8iz R S A
ideﬂt'f As each animal passes througlli a cby a,Co i A e

ied . ed to it -- m tagged ear. Data ected "

= and the data match

Swh t or llalket.
]l feed i caves he feedlot f
e ani f' tervals d“rin i“ alld When it 1
m. ters the feedlot at regulal i“ g g’
i a.l 1rst ente; )

Qn[

. ision grading.
ss tracking and visio
i nerated through carca
i dditional data will be gei ‘ o & the Teation
W : ch the packing plant, a ; st e gathes
ThiSi 0 » o llveSt()](:klree; validity to conclusions and assumptions made from
™Mation will he p len

ledllsioll

to
market and how
io3 n to send cattle to '
Ip feeders make more accurate decisions a!.)olut whe e ineci il 15 IR
b“nch e ek INT s W s he? lant, the cattle can be assessed on individual car i T e A e
55 i ter s

of €m together. Once at the p.ackm%r :e DS N e S

s trackj nd vision grading.
Drgduc king a

- : ;
keting chain tha
i that part of the mar]
i ignals coming from
d more efficiently to sig
T ang 4 ill help the packer to respon
Sven S0 wi
; Y stops at the consumer.
Cae:
gl]l, In
15615 C;

Way,a CGimy Road West
* MN 553912398

155






