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Executive Summary

Introduction

Dykal Holdings is a poultry processing plant which will be located in Wynyard, Saskatchewan.  The company will be owned solely by one investor.  The processing facility will be constructed in a current building in Wynyard.  The building has been chosen because it is located close to a large supply of live chicken.  The chicken farm that is located near Wynyard will be the sole supplier of chicken to the plant during the proposed plan.  Dykal Holdings will be primarily debt financed, using the clients current investments and capital as collateral to secure the loan.  

The short term objective of Dykal Holdings is to achieve a 20% profit before taxes on gross sales of $4.54 million in the first year of operations.  The long term goal is to grow sales after allowances for Halal returns to $9.39 million within 10 years of operations.

Dykal Holdings will be processing chicken for two markets.  The first market will be the non-Halal poultry market in Saskatchewan and the second market will be Muslim and Islamic people that demand Halal processed chicken.  Non-Halal poultry will be distributed through Saskatchewan IGA’s under the store brand label, this will account for 90% of sales.  For the Halal market the product will be sold in Alberta, Saskatchewan, and Manitoba through Islamic Centers accounting for 10% of sales.  Halal products will be branded as Prairie Pride Poultry (PPP).

Industry Overview

Current legislation puts chicken production under a quota system.  This means that for a producer to produce and sell chicken they must have a quota from the government.  This quota assigns the number of kilograms of chicken the producer will grow per 56 day cycle.  However this quota does not affect where the chicken is sold to, therefore Dykal Holdings is able to sell the processed chicken outside of Saskatchewan, with the only requirement being that the plant is federally inspected (Ted Baas, 2003).

In order to ensure that poultry processed at the facility will be classified as Halal a number of special criteria must be followed; the animal must be slaughtered by a Muslim, a Jew or Christian (An Up-To-Date Assessment of the Muslim method of Slaughter, website).  The animal should be held and its throat should be slit with a very sharp knife to make sure that the three main blood vessels are cut. In addition to this the animal must be facing east.  While cutting the throat of the animal (without severing the spinal cord), the person must pronounce the name of Allah or recite a blessing which contains the name of Allah, such as "Bismillah Allah-u-Akbar" (The Most Kind, The Most Merciful).  Dykal Holdings plans on obtaining certification from a number of Islamic groups.  

Operations Plan

The site to be purchased is 12.33 acres, and the plant size is 42,388 sq ft.  The manufacturing floor occupies 34,344 sq ft while the remainder of the building is utilized for office space.  The processing line will be purchased from Meyn Technologies and will be built and positioned in the plant to meet all Halal chicken producing requirements, as well as the regular chicken processing requirements.  The method of processing chickens is shown in Figure 1.

a) Here is where live birds will be shipped in.  Birds will be removed from the crates and hung on shackles once received.  


b) Birds will be hand slaughtered and blessed by an individual of Islamic descent for Halal requirements.  Once slaughtered the birds will be bled to death.

c) Birds that are not for the Halal market will go through the stunning method of killing and then will be bled to death as well.

d) From this step on all birds will be processed the same, the Halal and non-Halal will be separated with a gap in the slaughter line.  Here the birds are dipped into a scalding tank, and after scalding are defeathered.

e) Here the head is cut off leaving the neck intact, and the feet are cut off.  Once the feet are cut off the bird falls onto a conveyor belt.
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Figure 1. Process Flow Diagram.

f) The birds are hung on the evisceration line and the insides are removed from the bird.  Then the bird goes through a wash cabinet.

g) This is where the giblets would be processed.  The plan will not deal with the processing and sale of these parts.

h) Here the birds are chilled and then removed from the shackles.  Whole birds will move on to packaging.

i) This step is where the birds for sale as pieces will be cut up and deboned.

j) The Halal whole chickens will be frozen here.

k) The whole Halal birds will be vacuum packed, the pieces for Halal sale will be packaged in 5kg boxes, and non-Halal will be packaged into crates.

l) The products will be stored temporarily in refrigerators.

m) The frozen product will be stored temporarily in a freezer.

n) The product will be distributed by Cool-X through out the prairie provinces.

In the first year of operation 384,000 kg’s of poultry will be processed in each cycle.  There are 6.5 cycles per year.  In the second year of operations an additional 125,000kg’s of product will be added per cycle.  Finally in the third year another 125,000kg’s of product will be added to the cycle for a total of 634,000kg’s of poultry.  At this point the processing line will be only running at 25% of its full capacity. 

Cost of Goods Sold

The cost of goods sold for Dykal Holdings is shown in Table 1.  The capital costs Dykal Holdings will incur to operate the processing plant are shown in the capital budget (Table 2). 
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 Beginning Inventory 

0

19,763

23,643

24,693

25,792

 Cost of Goods Manufactured 

4,623,441

7,176,718

7,489,528

7,844,989

8,235,236

 Cost of Goods Available for Sale 

4,623,441

7,196,481

7,513,171

7,869,682

8,261,028

 Ending Inventory 

16,143

23,136

24,162

25,236

26,361

 Cost of Goods Sold 

4,607,298

7,173,345

7,489,009

7,844,446

8,234,667


Table 1.  Cost of Goods Sold
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1

                     

 

Building

1,099,999

       

 

Equipment:

   Production Line

Input

986,782

          

 

   Miscellaneous

Input

136,030

          

 

   Spare parts

Input

82,432

            

 

87,113

     

 

92,059

     

 

97,287

     

 

102,811

   

 

   Office Supplies

Input

50,000

            

 

21,120

     

 

22,240

     

 

23,360

     

 

24,480

     

 

   Electrical

Input

20,000

            

 

   Installation

Input

250,000

          

 

   Piping

Input

22,000

            

 

   Air Conditioning

Input

30,000

            

 

Net Working Capital

481,571

          

 

151,955

   

 

158,200

   

 

163,027

   

 

166,354

   

 

Total Capital Costs

3,158,816

       

 

260,188

   

 

272,499

   

 

283,674

   

 

293,645

   

 


Table 2.  Capital Budget 

Human Resources Plan
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COGM

4,623,441

7,176,718

7,489,528

7,844,989

8,235,236

Kg's of Poultry Manufactured

1,622,400

2,678,650

2,678,650

2,678,650

2,678,650

Total Cost per Kg

2.850

2.679

2.796

2.929

3.074


There are a total of 26.5 full time employees, with a total salary cost of $828,429.  An outline of the human resource structure is depicted in Figure 2.

Marketing Plan

Dykal Holdings will supply many different products to market these include, frozen Halal poultry pieces and whole roasters, and fresh non-Halal poultry pieces and whole roasters.  All products will be vegetable fed and air chilled to gain a premium price.  Halal products will be certified as well in order to sell to Islamic centers.  On all products a sticker will indicate that the products are both air chilled and vegetable fed.  The Halal products will have an additional sticker indicating the Halal certification.  

In the first year of operation the expected selling price will be $2.798/Kg for non-Halal products, while the expected selling price will be $2.8496/Kg for Halal products.  The product can be sold at a premium because of the vegetable-grain fed quality; therefore an extra $0.08 has been added to the purchasing cost of the live chickens and the price that the product will be sold at.  

The payment terms and conditions for the non-Halal product will be different from that of the Halal product.  The non-Halal product will have prices set monthly and allow 30 days for payment with no discount for early payment.  The Halal product will require payment upon delivery, with a return policy stating that all products not sold will be given a credit towards future purchases worth 50% of the value of the purchase.  Although this will cost approximately $6,490 in the first year it will reduce the risk for the Islamic associations therefore encouraging them to purchase products from Dykal Holdings.  This policy will not be abused because the Islamic societies will not want to be loosing 50% of the cost of returned product.  

There is an increased opportunity for Dykal Holdings since chicken is becoming a healthy alternative to other meats.  The major competitors in the Western non-Halal poultry market are Lilydale Cooperative and Maple Leaf.  There are many other poultry brand names being sold in stores but they are subsidiaries of Lilydale Cooperative.  In the Halal market Lilydale and small chicken processors are the main competition. Trends in the industry show that the pieces market will be of greater importance, as people tend not to purchase whole chicken products as often.  

All products will be shipped by Cool X transport, to all Saskatchewan IGA locations on a daily basis for a cost of $0.04/kg, and to various Islamic centers in Saskatchewan, Alberta, and Manitoba on a bi-monthly basis for $0.06/kg.  See Schedule 3 for non-Halal and Halal freight costs (Craig Strilchuk, 2003).

Promotion to the IGA stores will be quite limited.  There will be a sales pitch given to the manager of each IGA store and once a contract is set up IGA will do their own advertising through out their stores.  For the Halal market promotion will be more extensive.  Since the product will carry the PPP label, Dykal Holdings will be responsible for the advertising of this product.  Ads will be put into Islamic magazines and Islamic newsletters.  As well Dykal Holdings will have an interactive website which will give details about the plant and the products.  This website will also have an online order form, so that all products can be ordered online.  As well Dykal Holdings will be attending trade shows to promote the product through out the West.  The overall anticipated marketing expenses are shown in Table 3.
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2.518

2.659

2.800

2.941

3.082

2.565

2.708

2.852

2.995

3.139

2.541

2.684

2.826

2.968

3.111

-511,989

-3,023

74,717

108,909

105,953

-954,987

-432,490

-363,649

-337,503

-347,524

-802,788

-200,106

-186,125

-212,921

-257,367

-388,961

-1,304,860

-1,848,132

-2,454,561

-3,161,216

Net Present Value of Equity Investment

-2,494,911

Internal Rate of Return on Equity Investment

Negative

External Rate of Return on Equity Investment

Negative

Cash end of year



Gross Margin

Net Income (Loss)

Net Cash Flow from Operations

Selling Prices (per kg)

Non-Halal Poultry

Halal Poultry

Average Selling Price


Table 3.  Marketing Expenses
Financial Plan

Ten year financial projections have been prepared for Dykal Holdings.  All prices, expenses and wages are gown by inflation of 2.5% per year.  Financing will be obtained from two sources, 75% debt and 25% equity.  A total of $2,369,111, at a rate of 7.2% will be amortized over a 25 year period.  This amount will be borrowed from the Royal Bank of Canada.  In order to secure the loan the equity investor will provide collateral.  The remaining $789,704 will be invested by the single equity holder.  Table 4 shows the total financing for this project.
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Long Term Debt

75%

2,369,111

Owner's Equity

25%

789,704

Total

3,158,815


Table 4. Financing Budget

A summary of the base case financial results is listed in Table 5.  
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Selling Prices (per kg)

Non-Halal Poultry

2.798

2.955

3.111

3.268

3.425

Halal Poultry

2.850

3.009

3.169

3.328

3.488

Average Selling Price

2.824

2.982

3.140

3.298

3.456

Gross Margin

-65,941

745,112

849,933

914,983

945,249

Net Income (Loss)

-521,577

297,947

339,034

314,260

328,138

Net Cash Flow from Operations

-403,424

546,916

558,695

491,362

478,833

Cash end of year

41,753

423,460

1,332,758

2,069,854

2,760,497

Net Present Value of Equity Investment

213,134

  

 

Internal Rate of Return on Equity Investment

26%

External Rate of Return on Equity Investment

12%


Table 5. Base Case Financial Summary

Examination of these summary results leads to the logical conclusion that under the base case scenario Dykal Holdings is an excellent investment opportunity due to a 26% IRR.  It should be noted that net income is negative in the first two years of operations but then grows to $328,646 by 2013.  Cash on hand accumulates to over $3,137,582 by year ten as a result of not paying out dividends.  This money could be used to retire long term debt owed or to invest in additional positive NPV projects. 


Table 6.  Cost to Produce 1Kg of Saleable Meat

Table 6 shows the total cost to produce one kilogram of saleable meat for selected years.  The reason for the high initial cost is that only 2,496,000kg’s of raw product (384,000kgs * 6.5 cycles), will be processed in year 1.  By 2006 4,121,000kg’s of raw product will be processed, thus economies of scale will be achieved. Nevertheless at this point the processing line will still remain running at 25% capacity.  The addition of more chickens per hour will further lower the cost to produce one kilogram of saleable meat.
Table 8, below, depicts the risk involved with this project; a 10% decrease in selling prices completely eliminates all profits for the entire span of this project.  Other key variables include the price of raw materials which can only increase by 5.10%, from $1.289/Kg to $1.358/Kg, before profits are eliminated.  Additional key variables are found in table 7.
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Base Case

IRR=0

Selling Price Non-Halal

$2.798/Kg

$2.680/Kg

-

4.20%

Raw Materials

$1.289/Kg

$1.358/Kg

+

5.10%

Frieght Non-Halal

$0.04/Kg

$0.16/Kg

+

75%

Direct Labour Employees

20

29

+

31%

Allowable % Change


Table 7. Key Variables and Allowable Percentage Changes


Table 8. Worst Case Financial Results – 10% decrease in selling Prices

Conclusion

After completing the business plan for Dykal Holdings it has been concluded that it is a feasible enterprise.  The financial model has demonstrated that Dykal Holdings will have an IRR of 26%.  However, it should be noted that this venture is extremely sensitive to both input costs and selling prices.  An increase in raw material costs of greater than 5.10% will eliminate all profits.  In addition to this a decrease in the selling price for non-Halal poultry of 4.2% would also eliminate all profits.  Failure to control these variables will result in an unattractive IRR jeopardizing the feasibility of the business.  The giblets and feet market was not looked at for the purpose of this project, but is foreseen to be a potentially profitable market.  As well increasing the number of birds that are processed in the plant would increase the economies of scale but was also not looked at in developing this plan.  
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Figure 2. Human Resource Organization Structure
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