Dykal Holdings



1.0  Introduction

1.1  Industry Overview

Currently a poultry farm has been raising chickens and selling them to Lilydale processing plant.  Lilydale limits the weight of chickens they purchase to 1.75kg in order to supply KFC throughout the province.  However, by using the terms set out by Lilydale the farm is unable to maximize the potential of its chicken barns and therefore is currently exploring ways to increase production.  

Essentially the idea has been to extend the chickens growing period from the current 37 day cycle to a 56 day cycle.  This would eliminate the period in which the barns are vacant.  In turn this would increase the chicken’s weight and therefore make them unsaleable to Lilydale.  Therefore the idea is for the farm to expand into a market of both Halal (Islamic) and non-Halal chicken by opening its own processing facility.

The concept of opening a live kill poultry processing plant which uses procedures approved by the Islamic community will allow for the proper promotion of the chicken into a niche market.  The plant will be constructed at VIS-A-VIS; an old bottling building located in Wynyard in close proximity to poultry suppliers.  Presently the existing structure has been gutted and has the potential to be renovated into the proper processing facility. 

Over the past few years chicken has become a health alternative to red meats.  This creates a large expanding potential market within the Prairie Provinces (Muslim Population Statistics website, 2003).  The Halal market is also expanding as immigration increases and the population of Islamic people increase in the Western Provinces.  This creates the potential for the development of a new chicken processing plant to service the needs of the consumers and the highly expanding niche market.
1.2 Mission Statement

“Dykal Holdings, a Saskatchewan based company,  will strive to meet the needs of all customers by providing competitive prices and a premium, value-added product while providing a pleasant working environment for all employees.”

1.3  Business Goals

The business goals of Dykal Holdings are to:
· Form a ten year financial analysis as to the projected outlook of the processing plant. 

· Convert an existing building into a high revenue business by generating high amounts of sales capital

· Develop a production plant which uses processing techniques that satisfies the Islamic ethnic groups.
· Establish a successful marketing plan in order to penetrate the Halal chicken market and the existing poultry market.
· To achieve a 20% profit, before income taxes on gross sales of $4.54 million in the first year of operation

· Grow sales less allowances for returns of Halal poultry, to $9.39 million within the first 10 years of operation.
1.4  Policy

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 a Christian.  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.  This will be done in order to express the authenticity of the product to the consumer.  This process is easily accomplished; representatives from the groups often travel to the processing plant in order to inspect the facility firsthand.  Once they are satisfied that the requirements are being fulfilled the product is certified.  Additional random checks of the plant will also be conducted throughout the year.
2.0  Operations Plan

2.1  Organizational Structure
Dykal Holdings will be established as a corporation.  Refer to Figure 1 for a visual representation of the organizational structure.
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Figure 1.  Organizational Structure of Dykal Holdings
2.2 Site Plan

The plant is located in Wynyard on Highway 16.  There is a service road along this highway to allow easy access to the plant.  The offices and front entrance to the plant are on the north side of the building, facing the highway.  There is sufficient parking located on the northwest and southeast corners of the property.  The receiving and shipping docks are located on the south side of the building.  (See Appendix A)
In the next ten years Dykal Holdings does not expect any additions to the site as the expansion is already incorporated into the site design.
2.3  Building and Floor Plans

The building is 42,388 square feet, this includes 34,334 square feet for manufacturing and office space totals 8,054 square feet which includes space for offices, locker rooms, showers, an atrium and a board room.  (See Appendix B)  
The processing line will accommodate a 50% planned increase in production therefore the plant layout will not change in the next five years.  
2.4  Work Plan and Flow of Work



2.4.1  Process Flow
a. 
Birds will be received by truck in crates.  Two shipments of birds will be received over the day; the first shipment in the morning and the second just before noon.  Each shipment will contain half of the day’s birds.  Birds will be removed from crates and hung on shackles facing east.  Figure 2 shows letters a – n in a flow chart. 
b. The hand slaughter line will run on the same line as the stunning line, the stunner will not be implemented when the Halal chickens are being slaughtered.  Birds must be hand killed; being sure that the spinal cord is kept intact when the neck is silt, which can be done at the killing point on the line, in the same location the non-Halal bird’s throats would be slit.  Each bird must be blessed by a Muslim, Jew or Christian before it is killed to grant Halal certification.  This person will assist in the slaughter of the chickens, whether processing Halal or non-Halal chicken.  After the birds have been hand killed they will be bled the same as non-Halal birds and continue on to be further processed.

c. To keep birds separate (Halal and non-Halal) a gap will be left between the Halal chickens and non-Halal chickens, if both methods are utilized on the same day.  This is the same criteria followed by other processing facilities such as Maple Leaf Pork in Brandon to keep vegetable fed hogs and non-vegetable fed hogs separate. When not killing for the Halal 

Figure 2.  Process Flow Diagram

market, the birds will go through the stunner.  The bird’s throat is then cut and is allowed to bleed for 1.5 to 2 minutes before dressing begins. 
d. Both Halal and non-Halal birds will be treated the same from here on. The birds are lowered into a scalding tank, which is at 52°C.  The speed of the line ensures that the birds are in the water for the correct amount of time.  The scald tank is set up so the birds go through the same tank twice; the purpose of this is to minimize that area required for scalding in the plant.  The scald water must be agitated to ensure uniform temperature throughout.  After the birds are through the scald tank they go into the plucker.  This machine is equipped with rubber fingers and brushes the feathers off the bird.
e. The defeathered bird then goes through a Head Puller that pulls the neck out straight, and cuts it off leaving the neck intact.  This method of head removal will be beneficial when it comes to eviscerating the bird.  Next on the line the birds go to the Hock Cutter.  Here the bird’s feet are cut off and the bird drops down onto a conveyor that will lead to the evisceration tables.  The feet stay on the shackles until they reach the Foot Unloader where the feet are taken off and the shackles move through a washer and then back to be reloaded with live birds.  There is a viable Asian market for the feet, but for the purposes of this study they will not be considered.
f. The birds now on the conveyor will be rehung onto the evisceration line.  Next, a series of workers will manually eviscerate the birds.  A cut is made around the vent, being careful not to cut intestines; this cut must be large enough to fit a hand into.  Next a drawing tool is inserted into the cut and the offal is pulled out.  The heart, liver and gizzards are removed and go to the giblet room.  Next an incision is made on the crop which is removed by hand.  The lungs are removed by a vacuum operated lung pistol.  With the use of a pneumatic neck shear, the necks with skin are harvested.  The bird then goes through an outside bird washer.  The wash cabinet has a series of water spray heads that line the conveyor.  The water is chlorinated when it comes out of these nozzles.  The nozzles rotate as they clean the carcass.  The cleaning process takes about one minute.  
g. The heart, liver and gizzards move into the giblet room where they are hand cleaned and packaged in plastic bags.  The gizzards must be sliced open, washed out, and then skinned. Again there is a lucrative market for these products which will not be considered for this study.
h. After the birds have been cleaned they are cooled.  An air chiller will be used, which will decrease the temperature of the carcass from 35°C to 5°C.  The birds are being cooled in this manner as a premium air cooled product.  A water chilled system is more economical, however does not create as high of quality product as water is added to the chicken, which is unfavoured by consumers.  Some birds will be left whole and others will be further processed.  The birds also pass through a carousel weigher and grader. After the birds are chilled they leave the line by an unloader.  The shackles pass through a washer and return to the hanging line.
i. A portioning machine will be used to cut the birds into pieces.  The machine is equipped with an arm that is pointed towards the operator.  The carcass is placed in the groove of the machine and the arm pushed down to cut the bird into two pieces.  Other pieces of chicken can easily be made by cleavers and knives.  Most of the product sold will be cut into pieces and sold as chilled fresh product.  Note that this product will not be deboned as this is a very labour intensive process and requires highly trained personnel to decrease wastes.
j. The whole birds will go through a blast chiller to freeze them extremely fast before entering a freezer room.  Only a small portion of the whole birds will be sold frozen, the ones to be sold in the Halal market.  The non-Halal market will be sold fresh, chilled whole chickens.  The whole birds must be frozen as there is not a large enough market for fresh whole birds.
k. The Halal whole chickens will be vacuum package and weighed.  Vacuum packaging has been chosen as it will increase shelf life by eliminating the amount of oxygen in the package.  The Halal pieces will be boxed into 5 kg lots and sold as legs, thighs, breasts, and wings.  Any of the Halal processed chicken will have a Halal certified sticker added to the package to keep it distinguished from non-Halal chicken.  The non-Halal product will be sold in large crates to individual stores.  There will be separation of breast, thighs, wings, drumsticks, and whole chickens, all of which are sold chilled and fresh.  All the products (Halal and non-Halal) will have the vegetable grain fed label on, as well as the air chilled label.
l. The cut product will then be placed into coolers and shipped out within two days to our wholesale buyers (IGA).  
m. The Halal chicken will be shipped every other week to different locations through the same distributor as the non-Halal.  
n.
The product will be delivered to the wholesale buyers by truck (CoolX).  The truck must be refrigerated for transport so products do not spoil.
Non-edible waste such as the feathers, heads, and intestines are transported by water through the floor gutters to the pits.  The solid wastes are separated from the water wastes.  From here the offal will be stored and disposed of at the Wynyard Waste Facility.  Other disposal options, such as rendering may be looked at in the future.  Water from the feather separator will be recycled to the feather gutter by a recirculation pump.  The remainder of water will be disposed of through the sewers.  Refer to Appendix C for a visual representation of the above process.
2.5 Average Day and Week
In an average day at Dykal Holdings employees will come to work and change into work clothes (supplied by Dykal Holdings).  Each employee is required to go through a boot wash and hand station.  All employees will be required to wear latex gloves and hairnets.  All jewellery must be removed prior to the start of the shift.  The line will run continuously, with the slaughter line, and processing lines, coffee and lunch breaks spread over a period of time so that the operation does not have to completely shut down.  This means the kill will stop for the breaks, but the next position goes on break only after the birds have been past their work station.  After 10 hours of work the plant will shut down for the day.  Employees then will proceed to change out of their work clothes and shower if they choose.  
Once the kill and processing line is shut down the plant must be sanitized.  Different employees than those working on the slaughter and processing lines will sanitize the building at the end of each shift.   These employees do the same as the line workers in regards to changing clothing and washing their boots and hands.  Once changed all equipment is washed down and then soaked with an organic acid.  This organic acid has to sit for 2 hours and then is rinsed.  Once all cleaning is complete the employees change out of their work clothes.  This is the end of one full day for the processing and cleaning staff.
The average day for office staff is coming to work and leaving after an eight-hour day.  During this day tasks such as book keeping, pay roll, taking orders and other office work will be done.  
In an average week the following hours will be required for each position.  Line staff will be required to work four ten hour shifts.  The sanitation staff will be required to work five eight hour shifts a week.  The receptionists and plant manager will all be required to work five eight hour shifts per week.    The maintenance persons will be required to five eight hour shift per week.  Finally the HACCP (Hazard Analysis Critical Control Points) employee will be required to work four ten hour shifts per week.  There will be two CFIA inspectors, one CFIA Inspector will work four ten hour shifts per week, and the other will only be required to work approximately 20 hours a week.  This will be the only part-time employee; all other employees will work a 40 hour week.
The only seasonal effect there may be on the plant is the Ramadan holy month.  However, this will not affect the plant as the same amount of chicken will be processed from week to week and month to month.  This season may affect the marketer of the product, but not Dykal Holdings directly.  This is not foreseen as a problem as the majority of chicken sold by Dykal Holdings will be non-Halal. 
2.6  Quality Control Program
There will be a HACCP employee responsible for doing random microbiological tests, looking for bacteria, and for bio-film build up on the equipment.  This person will also be responsible for making sure that all employees wash correctly and will ensure that any meat that gets dropped onto the floor is disposed of in a correct manner.  On top of these duties the HAACP                co-ordinator will conduct random tests looking for drugs in birds which are used in production, but can not be present at the time of processing.  Finally this person will be responsible for documenting checks in the event that a government inspector does an audit of the plant.
One full time CFIA (Canadian Food Inspection Agency) inspector will be employed along with one part time inspector.  These employees are required by the provincial government and report directly to them.  One will be working on the slaughter line checking and inspecting every bird that comes off the trucks and into the processing plant to be slaughtered.  This person is required to be present during all hours of operation in the live kill area.  The second CFIA inspector will work only half time and be located on the processing side of the operation and will be responsible for doing 20 hours worth of random checks.
2.7  Supply/Service Analysis

One poultry farm, which wishes to remain anonymous at this time, will supply all live chickens.  All packaging supplies will come from Rayton Packing located in Calgary.  All water supplies will come from the Town of Wynyard (Sheila Hitchings, 2003).
2.8  Limitations 
There are some limitations that Dykal Holdings may encounter.  One foreseen limitation was water; however after consulting with the Town of Wynyard, Shelia Hitchings assured Dykal Holdings that there would be sufficient water supply for the plant. The town of Wynyard also assured Dykal Holdings that the sewer system would be able to handle the excess waste water. Different alternatives to dealing with waste products exist.  The easiest and cheapest method appears to be disposing of wastes in the Wynyard Waste Facility, and as such this is the method that will be utilized; the cost is $0.01/kg, see Schedule 3.
2.9 2.9  Capital Budget   
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Table 1.  Capital Budget

2.10 Working Capital Planning and Management
2.10.1  Cost of Goods Sold

The total cost of goods sold is equal to cost of goods available for sales less the ending inventory.  Cost of goods available for sale is the beginning inventory plus the cost of goods manufactured.  The total cost of goods sold is therefore $4,607,298 in the first year, see Table 2.  The direct labour costs include all line worker wages totalling $628,210 in the first year including benefits.  Manufacturing overhead consists of, maintenance staff wages, inspector wages, HACCP wages, taxes, insurance, capital cost allowance, gas costs, and electricity costs.  The total manufacturing overhead costs are $656,457 in the first year . 

Table 2.  Cost of Goods Sold

2.10.2  Inventories

There will not be any raw material inventory as live birds will come in at increments through out the day.  Finished goods stored will be 20,000 birds at peak times.  The ideal inventory is 10,000 birds.  Total inventory costs will be $16,143 in the first year of operation.  (See Appendix E.1)  Essentially Dykal Holdings will be utilizing a just-in-time inventory control system. 

2.10.3  Accounts Receivable

Assuming that Dykal Holdings will allow 30 days for accounts to be paid and no discount will be provided if an early payment is received the accounts receivable will be $340,461 in the first year of operations.  (See Appendix E.2)
2.10.4  
Accounts Payable

Assuming that poultry supplier is not giving Dykal Holdings a discount, and is allowing Dykal Holdings to have 30 days to pay without interest, also the packing supplier allows 30 days to pay, and the delivery charges are paid every two weeks the accounts payable will be $275,032 in the first year of operations.  (See Appendix E.3)
2.11  Cash Conversion Cycle
No raw material inventories exist as birds arrive on an ongoing basis throughout the day; packaging supplies are delivered every two weeks.  Finished goods inventory will consist of 2 days of fully processed birds.  WPF is allowing 30 days to pay for the raw materials, with no discount for early payment.  As such the accounts payable will be for 30 days.  Likewise Dykal Holdings wholesalers will provide payment within 30 days of receiving the product.   With no discount for early payment, Dykal Holdings will assume a 30 day accounts payable.  Therefore the Cash Conversion Cycle of Dykal Holdings is 2 days.  
3.0  Human Resources Plan
3.1  Employee Plan
As a large production plant there will be a number of individuals required for Dykal Holdings to operate in a continuous manner.   Originally 26.5 employees ranging from management to floor workers will be hired.  Meaning 26 full time employees and one part time employee will be hired.  No additional people are believed to be needed upon increasing the slaughter of chicken.  This is because at the beginning employees will be under worked, but each position is required for the line to flow.

All employees will be required to go through a training program which will outline the companies’ expectations and give full details pertaining to Halal processing.  This is important so that during Halal processing proper methods are used and the company complies with certification requirements.  

There will also be training sessions available to new staff.  These sessions will focus on processing practices that are used in day to day operations including regular processing techniques, not just those for Halal.  During the training programs employees will be given a chance to get hands on experience specifically outlining their individual duties according to what division of the operations cycle they fall in.  

Safety training is also mandatory for new employees.  A one week orientation course will outline proper procedures in order to reduce the risk of industrial accidents also including First Aid and CPR.






3.2  Labour, Hiring and Training Policy
Within the processing plant there are jobs that require specific knowledge and training and therefore will require someone with qualifications that meet the guidelines of that particular position.  These positions include foremen, supervisors, plant manager, maintenance and several production line workers.  All salaries are outlined in Table 3.
Although an individual has already been selected for the position of Plant Manager, criteria for other positions of authority involved with plant manufacturing and operations will be as follows:


Plant Manager              
Description
·  SEQ CHAPTER \h \r 1Manage cost effective and efficient production of quality products.
· Develop and maintain capable and effective employees in all areas of production.
· Maintain a positive employee-relations environment in support of cost effective production of quality products by all plant workers.
· Ensure open and effective communications with all other departments within Wynyard Poultry Processing Plant.
· Continuously improve our manufacturing resources, process, and efficiencies.
Criteria
·  SEQ CHAPTER \h \r 1Bachelor’s degree, preferably in Chemical, Mechanical or Food engineering.
· Experience with or assisting in the management of a food manufacturing plant...
· Excellent interpersonal and team building skills.
· Expertise in process and cost management.
· Excellent communication skills
· Strong leadership skills with the proven ability to take the initiative.
Maintenance Supervisor
Description
· Ensure that capital equipment is properly maintained to ensure smooth and constant production. 
· Responsible for the care and up keep of site grounds. 
· Maintain building and site
Criteria
· Working knowledge of relevant equipment
· Ability to perform quick and efficient tasks in order to minimize down time.
Production Line Worker
Description
· Ability to work within a team setting
· Complete on the job training and safety courses
· Develop skills necessary to operate proper equipment
· Proven ability to work in a fast paced environment
Criteria
· Basic knowledge of equipment 
· Ability to work in a fast-paced food product environment
· Ability to follow instructions 
· Demonstrates independent work habits
· Preference will be given to individuals of Islamic decent
Receptionist
Description
· Communicating with suppliers and customers via person and phone
· Dealing with small public relations 
· Perform general office duties
Criteria
· Ability to multi-task
· Familiar with various word processing programs including but not exclusively: Microsoft Word, Corel, WordPerfect
· Possess excellent keyboarding skills
· Excellent managerial, organizational, and verbal/written communication skills.
Accountant
Description
· Responsible for recording financial records of day to day activities
· Demonstrate an understanding of tax concepts and apply them appropriately
· Complete employee payroll 
Criteria
· Bachelor’s degree in one of the following disciplines; Accounting, Finance or Business administration.
· Ability to work in a team environment
CFIA Inspector

Description
· Inspects incoming birds and final product.
· Responsible for ensuring all government regulations are followed.
· Ensures that safety protocol is followed.
· Works closely with HACCP Coordinator.
Criteria

· Bachelor’s degree in one of the following: Food Science, Applied Microbiology, Animal Science or a related field

· Preferably experience in processing as there is only one full time inspector.
· Ability to enforce guidelines and rules.
HACCP Coordinator

Description
· Responsible for random microbial tests and monitoring of product.
· Ensures food quality and food safety.
· Works closely with CFIA Inspectors
Criteria
· Bachelor’s degree in one of the following disciplines; Food Science, Applied Microbiology or a related field
· Good laboratory skill and knowledge

· Ability to enforce guidelines and rules.

3.2.1  Total Salary Costs
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Overhead Salary Workers

HACCP Inspector

1

1

1

1

1

Salary

40,000
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44,480

   

 

46,720
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CFIA Inspector

1.5

1.5

1.5

1.5

1.5

Salary

60,000
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66,720
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Maintenance Supervisor

1

1

1

1

1

Salary

47,877

   

 

50,558

   

 

53,239

   

 

55,920
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Total Fixed Salaries
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197,799

 

 

207,760

 

 

217,721

    

 

Admin Salary Workers
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Receptionist/Accounting Clerk I

2

2

2

2

2

Salary

25,676
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29,990

   

 

31,427

      

 

Total Admin Salaries

151,352

 

 

159,828

 

 

168,303

 

 

176,779

 

 

185,255

    

 

Total Salaries

828,429

 

 

874,821

 

 

921,213

 

 

967,605

 

 

1,013,997

 

 



Table 3.  Salary Costs
3.3  Employee Benefits
All employees will be eligible for a benefit package, set out by the company.  All employees will go through a six month probationary period before becoming eligible for benefits.  The cost of health and dental insurance, along with the accidental death or injury is $145.13 per employee.
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Table 4.  Benefits

All employees will be subjected to monthly deductions from their pay cheques as seen in Table 4.  These deductions will also be an expense incurred by the employer as they are required to contribute to these.  Assuming that the rates will remain constant over the next five years the employer will pay equal amounts of CPP (Canada Pension Plan) as the employee with a rate of 3.417%.  EI (Employment Insurance) is set at a rate of 2.10%.  Other deductions are pension plan 2.50% of gross wage and worker’s compensation is 7.32% of gross wage.  

4.0  Marketing Plan
4.1  Sales and Profit Objectives
The 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, growing to $9.39 million within 10 years of operation.  This will be accomplished by selling 90% of the product under store label through a partnership agreement with the Saskatchewan IGAs and 10% of the product as a branded product to individual Islamic associations located in the major cities of Alberta, Saskatchewan and Manitoba.  Lists of all IGAs in Saskatchewan, and Islamic Centres in Manitoba, Saskatchewan and Alberta, can be found in Appendix F and G, respectively.
4.2  Product 
Dykal Holdings will be selling two separate product lines.  There will be a Halal product and a non-Halal product.  Both will be marketed under the Prairie Pride Poultry (PPP) name.  Both products are a vegetable fed, air chilled product, and each characteristic will be represented by a label on all packages.  All chicken will be federally inspected to ensure a high quality, certified product, which Dykal Holdings will be able to sell across the country.  All whole, broiler chickens will be sold at an average weight of 1.54 kgs.

Halal products will be sold frozen, as pieces and whole products.  The pieces will be packaged in 5kg boxes and the whole birds will be packaged in a vacuum sealed bag.  The Halal products will have an additional sticker on it stating that the product is Halal certified.   

Non-Halal products will be sent as a fresh bulk product in crates.  These crates are ice packed to maintain temperature.  There will be individual crates for wings, thighs, breasts, drumsticks, and whole chickens.   

4.3  Price 
Dykal Holdings’ product will be priced based on the market rates + $0.08 per kilogram because the chickens that are being processed will be 100% vegetable fed.  In the first year of operation the expected selling price of non-Halal product will be $2.798/kg.  This means that Dykal Holdings will be pricing at a premium.  The price for the Halal chicken that Dykal Holdings will be selling will be priced in accordance to other chicken sold as Halal.  In the first year of operation the expected selling price will be $2.8496/kg.

Dykal Holdings will largely be a price taker in the market, as it will have to competitively price the product to ensure continued contracts.  To minimize these effects Dykal Holdings will seek to establish long-term contracts.  The 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.

4.4  Market Analysis

4.4.1  The Chicken Market
Over the past few years the chicken market has been growing in Canada.  In January of 2003 grocery sales of chicken increased by 8.9% compared to the past five year increase of 2.8% per year (Canadian Chicken Market Review website, 2003).  Consumers are beginning to see the health benefits of chicken and purchase this as an alternative to red meats.  The demand for chicken varies seasonally throughout the year, shown in Figure 3, with an overall increase in chicken demand over the last 3 years.
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Figure 3.  The Consumer Demand of Chicken - June 2001-January 2003  (Canadian Chicken Market Review)

Consumers appear to be replacing their pork consumption with chicken as this ratio of chicken to pork continues to increase, while the ratio of chicken to beef remains at an all time low and is on a decreasing trend, as see in Figure 4.
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Figure 4.  The Wholesale Ratio of Chicken to Beef and Pork  (Canadian Chicken Market Review website, 2003)

Chicken production across Canada has decreased over the past few months.  This may be due to low prices of the wholesaler, and constant grain prices, making the industry less profitable.  Another factor is the implication of quotas, which has decreased the amount of chickens to be raised in each province, setting a maximum amount each producer can grow and sell.  This decline in overall chicken production, as seen in Figure 5, shows a decrease in provincial storage stock of chicken in Saskatchewan since 2002.  There have also been decreases in Alberta, and Manitoba, which are major targets of Dykal Holdings.  Increases in stored chicken are present in other Canadian provinces, but will not affect Dykal Holdings’ market, as these areas are not being marketed by Dykal Holdings.
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Figure 5.  The Storage of Chicken in various Canadian Provinces 2002-03 (Canadian Chicken Market Review website, 2003)

4.4.2  Non-Halal Market
The Canadian population has increased over the last few years with a 4.0% increase in population from 1996 to 2001, while the Saskatchewan population decreased by 1.1% in the same time period, shown in Table 5.  There has been substantial growth in Alberta, which is a close location for Dykal Holdings to target in the future.  Manitoba has remained constant over these years with a slight increase of 0.5% (Stats Canada 93F0053XIE).  These numbers overall show an increasing market in the Prairie Provinces.  It can also be seen that Saskatoon has experienced the greatest growth of the major cities in Saskatchewan and several of the other cities have reduced in size.  With Alberta’s significant growth new markets are being created, Dykal Holdings can use this area as an expansion option in the future once the IGA market in Saskatchewan is fully developed and prospering.  Tables 6, 7, and 8 illustrate the population change in the cities being targeted.
Name
Population


2001
1996
% change

Canada 
30,007,094
28,846,761
4.0

Manitoba 
1,119,583
1,113,898
0.5

Saskatchewan 
978,933
990,237
-1.1

Alberta 
2,974,807
2,696,826
10.3

Table 5.  Canadian Population and Growth (Stats Canada 93F0053XIE)

 
Saskatchewan 
Saskatoon 
Regina 
Moose Jaw 
Swift Current 








Population in 2001
978,933 

225,927 
192,800 
33,519 
16,527 

Population in 1996 
990,237 
219,056 
193,652 
34,829 
16,437 

Population Change (%)
-1.1 
3.1 
-0.4 
-3.8 
0.5 

Table 6.  Population Growth of Saskatchewan and Major Saskatchewan Cities (Stats Canada 93F0053XIE)

The target market for the non-Halal market will be IGA store managers.  IGA will in turn, market the product to the end consumer, who are middle to upper class, health conscious individuals.  These people have excess discretionary money to purchase a premium product.

 
Alberta
Calgary
Edmonton
Red Deer
Lethbridge








Population in 2001
2,974,807
951,395
927,845
67,707
67,374

Population in 1996 
2,696,826
821,628
862,597
60,080
63,053

Population Change (%)
10.3
15.8
8.7
12.7
6.9

Table 7.  Population Growth of Alberta and Major Alberta Cities (Stats Canada 93F0053XIE)

 
Manitoba
Winnipeg

Population in 2001
1,119,583
671,274

Population in 1996
11,131,898
667,093

Population Change (%) 
0.5
0.6

Table 8.  Population Growth of Manitoba and Major Manitoba Cities (Stats Canada 93F0053XIE)

4.4.3  The Halal Market
The Islamic population is growing in Canada, especially in the western provinces due to increasing immigration from Pakistan.  As seen in Figure 6, the Islamic population has doubled in the last ten years.  In 1991 the population was 253,260 making up 0.9% of the Canadian demographics.  By 2001 this level has increased to 579,640 making up 2% of the Canadian population (Muslim Population Statistics website, 2003).
Figure 7 shows the Islamic population as it is distributed across Canada.  Alberta has a fairly significant Islamic population ranging between 25,000 and 50,000.  This is a close market for Dykal Holdings to capture and penetrate and will be easy to develop early on.  The Saskatchewan and Manitoba Islamic populations, although lower than Alberta, show potential for Dykal Holdings to become a sole provider for these markets.  Other parts of Canada are seen to have large Islamic populations, which may be areas for future expansion.

[image: image9.emf]0

200,000

400,000

600,000

800,000

1991 2001

Year

Muslim Population


Figure 6.  Islamic Population of Canada (Canadian Muslim Population Stats website, 2003)
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Figure 7.  Distribution of Canadian Islamic Population in 1991 (Halal Food Product Market Report website, 2003)

Table 9 shows the Islamic population in Saskatchewan, Alberta, Manitoba, Quebec, Ontario and British Columbia.  Dykal Holdings will target cities, which have Islamic Centres.  The majority of the Halal market will be in Alberta.  Table 10 shows the Islamic population in each city being targeted.  In Saskatchewan, Saskatoon has the greatest Islamic population therefore will be Dykal Holdings’ major focus; however this is only a small market.  The majority of the Halal chicken will be marketed to Alberta, with the two major cities being Edmonton and Calgary, both with much larger Islamic populations.  Finally, Dykal Holdings will target Manitoba, essentially Winnipeg, as this city is the closest major Manitoban city with an Islamic Centre to Wynyard.
Province
Islamic Population

Quebec
108,620 

Ontario
352,525 

Manitoba
5,095 

Saskatchewan
2,230 

Alberta
49,045 

British Columbia
56,220 

Table 9.  Canadian Islamic Population in 2001 (Stats Canada 93F0053XIE)
City
Islamic Population

Saskatoon 
1,140 

Regina 
770

Swift Current
40

Calgary
25,920

Edmonton
19,575

Red Deer
420

Lethbridge
145

Winnipeg
4,805

Table 10.  Islamic Population in SK, AB, and MB cities in 2001 (Stats Canada 93F0053XIE)
Other Halal meat products available for Islamic populations are lamb/mutton/goat, chicken, and beef/veal.  A major goal of Dykal Holdings marketing will be to bring a health aspect of chicken across to the Islamic consumer demonstrating the benefits of chicken as a better alternative than other meat choices.  Table 11 shows chicken as a healthy alternative to other meats such as beef, lamb and pork, as it is lower in calories and fat and similar in protein content.  Turkey has better nutritional value, but does not lend itself to being an “everyday” meat, thus is not foreseen as a major problem.  

In Canada the population is aging, meaning the ratio of young to old is low.  The Islamic population is the opposite, with half their population below the age of 20 (Halal Food Product Market Report).  In the future, immigration and movement of the Islamic population could potentially affect the marketing strategy of Dykal Holdings.  By looking at past trends it can be assumed that the Islamic population will continue to increase in Canada and expand further into the Prairie Provinces.
Product*
Calories (kcal)
Protein
Fat

Lean Beef
123
20.3
4.6

Lamb
162
20.8
8.8

Pork
147
20.7
7.1

Turkey
107
21.9
2.2

Chicken
121
20.5
4.3

* All values are based on raw, meat only basis. 

Table 11.  The Nutritional Value of Different Meats (per 100 grams) (McCanca & Widdowson, 1991)

Green Peace and animal rights groups may also cause problems for the Halal market.  In the Halal method of slaughter the birds will not be stunned before they are killed.  This may cause an up rise to occur with animal rights groups.  Hopefully educating activists can avoid this and show that this method of slaughter is for religious purposes only, and is a humane method of slaughter.

Dykal Holdings will be targeting all Islamic people who practice their faith and are involved with Islamic Centres, more specifically females.  This is because females generally are responsible for the household cooking.

4.5  SWOT analysis

4.5.1  Strengths 
· Dykal Holdings will have access to a constant supply of raw materials, in this case live chickens.  

· The processing plant will have the ability to accommodate a 50% increase in production at any time, and the processing lines will be able to process both Halal chicken and non-Halal chicken.  

· Ability to reach two markets using one processing line.

· All chicken will be air chilled, vegetable fed and federally inspected, capturing a premium market.  

· Management experience and expertise in the industry based on plant location.

4.5.2  Weaknesses 
· The cost of setting up a new plant is expensive with the machinery being the largest cost of approximately one million dollars.  

· Dykal Holdings will not own a fleet of trucks, therefore shipping will have to be contracted out which will cause fluctuations in price. 

4.5.3  Opportunities 
· Growing Halal market.

· Only one other major chicken processing plant in Saskatchewan; Lilydale.  

· Large pool of trained workers in Wynyard, giving a large easily accessible trained workforce for Dykal Holdings.  

· Chicken is becoming a healthier alternative for meals; in addition Halal products are starting to become more common.  

4.5.4  Threats 
· Within the town of Wynyard there is currently a processing plant; Lilydale Cooperative.   

· Lilydale Cooperative lost approximately $16 million last year.  This may indicate weakness in the market. 

· There are strict requirements for processing Halal chicken which will add costs to production.  

4.6  Competition
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.  After conducting a market analysis, it has been observed that Lilydale and Maple Leaf together hold approximately 80% share of the market, and other store brands hold approximately 20% of the market.  Lilydale Cooperative and Maple Leaf have many strengths and weaknesses.  The most important strength that they both hold is that they have efficient economies of scale.  At Maple Leaf and Lilydale plants chicken is produced in extremely large quantities, and their cost of producing one bird is substantially less than Dykal Holdings will be.  Maple Leaf’s main advantage over Lilydale is that its product is branded as a prime natural product, whereas Lilydale sells both branded and non-branded products.  Consumers see both companies’ products as high quality in comparison to other chicken on the market.  

A major weakness of Lilydale is that last year it lost approximately $16 million dollars.  This was the result of a combination of two factors, the first being a planned five million dollar expansion of the Lilydale Plant in Wynyard.  The second factor was the 9-11 crisis which caused the demand for KFC, Lilydale’s major buyer, therefore, frozen stocks of products increased and prices were adjusted downwards to reduce inventory.  This factor is a one time event and will not affect the future of the industry.  Consumers view Lilydale’s products to be of high quality in the frozen market, and in many cases in the fresh market consumers are unaware that they are eating Lilydale’s fresh chicken when they purchase some of the unbranded chicken at the store.  Other competitors include Schneiders, who sell chicken as pieces in boxes and as a frozen product rather than fresh. Schneiders will be an indirect competitor, since Dykal Holdings will not be selling non-Halal product in this form.
Dykal Holdings will have to meet all of the needs of the consumers in order to get a comparable product to its competitors.  Dykal Holdings’ product is vegetable fed, therefore can be labelled as a natural product as well is air chilled making it comparable to Maple Leaf’s Prime Chicken.  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.  

4.7  Distribution 
Warehousing of PPP will be minimal and will be prepared for a “just in time” distribution system.  Dykal Holding will use CoolX, a division of TransX (a logistics firm with operations throughout Canada) to deliver the product, on a daily basis, in bulk crates to individual IGA stores located in Saskatchewan.  CoolX will also deliver the Halal product to the Islamic Association’s centers in Manitoba, Saskatchewan and Alberta, on a bi-weekly basis.  A contract will be established with CoolX defining operating terms.  Initial estimates are $0.04/kg for non-Halal poultry and $0.06/kg for Halal poultry (Craig Strilchuk, 2003).  This type of contract, will allow Dykal Holdings to ensure a lower cost, although this option will require that Dykal Holdings use CoolX for a defined time frame.

This distribution method is different from Lilydale’s method, which utilizes a fleet of company owned and operated trucks to deliver the product.  The use of CoolX is a good fit for the product because it allows timely, low cost delivery to a widely distributed geographic area.  This will also reduce Dykal Holdings initial capital investment, as a fleet of trucks will not be required.

4.8  Promotion 
Dykal Holdings will have to persuade the IGA head office to certify PPP as a registered supplier for the chain.  This will allow Dykal Holdings to supply the product to individual IGA stores.  Upon receiving certification Dykal Holdings will give sales pitches to IGA managers to gain them as a purchaser of PPP.  Advertising for the non-Halal market will be minimal because the product will not be branded as PPP, it will be an IGA branded product.  

4.9  Selling and Advertising
The main focus of the marketing will be with regards to developing the Halal product.  To do this, Dykal Holdings will advertise in print media such as magazines and newsletters.  Although no western magazines are currently available with a direct focus on the Islamic community a number of national magazines are available, with larger readership in Western Canada.  These include:

 Azizah, a magazine directed towards Islamic women, who will be the primary target group as they do most of the cooking in the family.

Message, is a magazine which focuses on cultural and religious issues.  This will provide a broad base of readership of customers who are concerned about upholding their faith, and therefore consuming Halal products.

The American Muslim magazine, presents the comprehensive and balanced understanding of Islam, addresses Islamic issues, and covers Islamic events.  Again this will provide Dykal with the opportunity to reach a wide targeted audience.

Dykal will purchase advertising space in the three magazines mentioned above which each have monthly issues.  This will have a cost of $36,000 per year (12 issues X 3 magazines X $1000).

Newsletters and articles distributed to patrons by the Islamic associations are also an excellent means of reaching a target audience.  This will provide Dykal Holdings with concentrated local penetration, at a lower cost than magazine advertising.  The cost for purchasing advertising space in the 17 Islamic Associations’ newsletters listed in Appendix B is $20,400 per year (17 newsletters X 12 issues per year X $100).
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Table 12.  Dykal Holdings: Marketing Budget

It is important to note that word of mouth advertising is the best means of increasing sales in the Halal market as the community is very closely “knit,” therefore actively controlling product quality and adhering to Halal requirements is essential to the products success.  The Halal and non-Halal products will also require additional marketing to ensure success.  This will include the development of a website for the two products, so that interested parties can research the company and its products.  The website will allow both IGA stores and Halal customers to place and pay for orders online. The total cost for development and maintenance the website for the first year is $18,000 and $2,000 respectfully.  In the remaining years only the $2,000 maintenance charge will be incurred.
Dykal Holdings will also need to travel to trade shows and conventions to actively promote the products.  The total traveling expenses are estimated to be $28,000 (4 trade shows X $2,000 per trip + $20,000 travel to individual Halal buyers and IGA store managers).  The cost of the trade show itself is minimal, requiring only the purchase of booth space, for a total cost of $2,000 per year (4 trade shows X $500/booth).  The total cost for marketing will be $106,400 in the first year and $90,875 in year two with inflation calculated at 2.8%.  For a complete look at the marketing budget see Table 12.
5.0  Financial Plan

5.1 Sources of Funding

In order for Dykal Holdings to meet initial capital expenditures, and maintain a positive cash flow, a total of $3,158,815 of long-term debt and owner’s equity will be required, see Table 13.  The long-term debt will be financed with a loan from the Royal Bank of Canada (RBC) and the client will supply the owner’s equity.  The total loan amount is $2,369,111 or 75% of the total funding required (Schedule 8).  Normally, a bank would be unwilling to lend such a large percentage of the total investment; however, the client is willing to pledge additional land and buildings as collateral to secure the loan. 
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Table 13.  Financing Budget

The amount of the loan $2,369,111 will be amortized over 25 years with an interest rate of 7.2%.  The loan will have fixed payments of $206,971 per year with the option of contributing additional money in any year towards the principle of the loan (Schedule 9).  It is important to note that the entire loan could be paid in full in the base case by 2010 using cash on hand.

5.2 Opening Balance Sheet

Land will be purchased for a nominal fee of $1, this will allow for the legal transfer of ownership and is common in small communities.  The cost of the building is $1,099,999, this includes an allowance of $300,000 for renovations to the existing building as it has been vacate for a number of years.

All processing equipment prices are quoted from Meyn Food Technologies.  For a breakdown of the equipment required and individual specifications please refer to Appendix D.  Of note are spare parts which must be purchased every other year (Schedule 7).
Office equipment was estimated after an assessment of the current facility and was valued at $50,000.  This would include the purchase of office chairs desks and computers and general supplies.  As well, $20,000/year will be allotted for replacement and new office supplies.  An air conditioning unit must also be purchased in order to cool the manufacturing area.  The cost is estimated to be $30,000 and includes installation. A summary of the capital budget is seen in Table 14.
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Table 14.  Capital Budget

5.3 Summary of Financial Results

Table 15 is an overview of several key values in the financial plan over the 10 year period.
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Table 15.  Base Case Financial Results 

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.  This is higher then the standard required rate of return of 15%.

Complete financial schedules and projections are provided in Appendix H.

5.4 Unit Cost Analysis

In order to make accurate decisions regarding management of a business it is important to evaluate the distribution of the costs associated with the production, marketing and selling of the product.  Understanding what represents the majority of the costs per unit allows a manager to evaluate where costs could be reduced and monitored if costs are increasing to the point where there is a need to change production methods or selling tactics.

Table 16 is the breakdown of the average cost to produce and sell one kilogram of poultry.  Average cost was calculated by taking the ten year financial projections and averaging them, which was completed for each variable.

For chicken processing the largest single cost is the purchase of live birds which makes up approximately 75% of the total cost for non-Halal and 68% for Halal.  Direct labour is the second largest single cost making up approximately 9.5% and 8.6%, for non-Halal and Halal respectfully.
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Average Cost Breakdown


Table 16.  Average Cost Breakdown of Dykal Holdings

As noted in Table 16 the average cost per kg for non-Halal is $2.95, over the next 10 years, while Halal is $3.25.  This difference in price is due mainly to economies of scale with 90% of the production being distributed as non-Halal and the remaining 10% being sold as a Halal product.  Advertising expenses, which include, magazines and newsletters also provide additional costs for Halal products totalling approximately 8%.

5.5 Key Variables
Several variables where analyzed in order to determine which would have the largest effect on the feasibility of the project.  To determine this, each variable was manipulated separately to obtain an Internal Rate of Return of zero.

From the Table 17 it becomes clear that there are two extremely important variables, selling price of Non-Halal poultry and the purchase price of raw materials (live chicken).  Dykal holdings will have little control over raw materials prices as these are governed by marketing boards.  Dykal Holdings will also be limited in its ability to demand higher prices for its non-Halal product as it will be providing it to a single buyer, who therefore will have high bargaining power.
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Table 17.  Breakeven points of key variables for Dykal Holdings
5.6 Best Case Results

By affecting the key decision variable of selling price for both products the sensitivity of the projects bottom line can be evaluated.  In the best case, seen in Table 18, the selling price would be at a 10% higher price. 
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Table 18.  Best Case Financial Results

In this scenario, Dykal Holdings becomes an even better investment.  The internal rate of return rises substantially to 74% and net income grows to almost $1,000,000 in 2013.

In addition to this the entire long-term debt outstanding could be paid off in full by 2007 with cash on hand.

5.7 Worst Case Results

By affecting the key decision variable of selling price for both products the sensitivity of the projects bottom line can be further evaluated.  In the worst case, seen in Table 19, the selling price would be at a 10% lower price. 
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Table 19.  Worst Case Financial Results

In this scenario, Dykal Holdings becomes a very poor investment.  The internal rate of return drops substantially to a negative number and net income remains negative throughout the project.

In addition to this the cash on hand is negative throughout the entire project meaning that both short term and long term obligations would be unable to be fulfilled.  Cash on hand drops to negative $3,510,711 by 2013.

5.8 Net-Income Break-even Analysis

The results of this sensitivity analysis where calculated by varying the selling price of non-Halal poultry in order to obtain a net income of zero in each year.  The results further illustrate the fact that this project is extremely sensitive to changes in selling prices.  See Table 20.
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Table 20.  Break-even analysis of Dykal Holdings

5.9 After-tax Year End Cash Break-even Analysis

The results of this sensitivity analysis where calculated by varying the selling price of non-Halal poultry in order to obtain an after-tax cash balance of zero in each year.  Once again the results illustrate that this project is particularly sensitive to changes in selling prices.  See Table 21.
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Table 21.  After-tax break-even analysis of Dykal Holdings

5.10 Ratio Analysis

When interpreting ratios it is important to remember the nature of Dykal Holdings industry, processing. Analysis should be compared to the ratios to those in industry.  Lilydale, the main competitor of Dykal Holdings will be used to compare ratios and determine how they relate to one another.  Looking at the overall ratios of the company, seen in Table 22, Dykal Holdings appears to be a good investment opportunity.

Liquidity ratios are used to measure the ability of the company to meet short term obligations.  The current ratio is used to measure the liquidity and is calculated by dividing current assets by current liabilities.  Dykal Holdings has a higher degree of liquidity when compared to Lilydale.  Liquidity is a measure of how quickly assets can be turned into cash.  The current ratio for Dykal Holdings is very high as the current assets are increasing because cash is not being paid out in the form of dividends.  This means that Dykal Holdings has a lower risk of insolvency, 4.1572, than Lilydale which has a current ratio 1.1647.

Solvency ratios measure the risk of financing the business and making fixed debt payments.  A large portion, 75%, of the processing plant will be financed through a bank loan.  The debt-to-equity ratio is total liabilities divided by total equities.  Dykal Holdings has a negative, 4.7014, debt-to-equity ratio as a result of the companies high debt load.

The debt ratio is the total liabilities divided by total assets.  A debt ratio 72.62%, as seen in Dykal Holdings, would indicate a high debt payment which implies high financial risk.  Lilydale is seen to have a high debt ratio, 0.8414, indicating this is normal for the industry.  This anomaly can be primarily contributed to the high initial fixed cost when starting a manufacturing plant.

Investment utilization ratios measure how efficiently the company is using its assets.  The total asset turnover is calculated by dividing total sales by total assets.  A higher assets turnover is preferred as implies that assets are being converted into sales faster.  Lilydale has a more efficient asset turnover ratio, 3.7352, and can be primarily contributed to its larger economies of scale.

Profitability ratios measure the financial performance of the company.  These are often used to set targets for the company and compare performance to competitors in the industry.  Lilydale has a negative profitability ratio as they had a $16 million loss last year.  Higher ratios are also seen in Dykal Holdings as no dividends are being paid out, as the client wants to keep the money in the company for future investment.  Taking these two factors into account, the profitability ratios are a bias observation of Dykal Holdings actual profits.
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Table 22.  Comparison of Key Ratios

5.11 Conclusion

Based on the financial model completed for Dykal Holdings, the company appears to be a viable business venture as it becomes profitable after only the first two years of operation.  It should noted that even a small change in the price of raw materials (live chicken price increasing 5.10%) or a small change in the selling price (only 4.20% for non-Halal chicken) will wipe out all of the profits obtained by Dykal Holdings at the present levels.  This makes the project more risky and is the reason for the higher IRR and ERR.  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 1.  Process Flow Diagram.
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