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Executive Summary

Introduction

The following is a business plan outlining the development and feasibility of NorthWest Feeders Ltd. NorthWest Feeders (NWF) is a farmer-owned beef feedlot committed to marketing finished cattle, and also providing a custom feeding service for local area producers.  NWF will also create a new market for local feed grains, silage, straw and hay.  NWF is a corporation formed by 150 local shareholders.  Each of the 150 shareholders will invest equity capital into the corporation, with the remainder of the capital coming from long-term debt and credit line sources.  NWF will be governed by a board of directors consisting of 6 shareholders, the general manager and two external directors.

NWF is a farmer owned 10,000 head beef feedlot that will purchase slaughter animals from producers and auction yards across Saskatchewan and Manitoba.  Animals purchased will range from 400-900 lbs in weight.  These animals will then be finished to a weight of 1250 lbs by feeding a specific ration composed of a combination of grain, silage, hay, and canola meal (protein supplement).  In most cases, barley will represent the grain portion of the ration, however depending upon different prices and market conditions, other grains such as wheat, oats and screenings will also be used.  

NWF has allocated 85% or approximately 14,800 animals to be purchased and sold in one year.  Animals will be bought and sold weekly with animals being shipped by truck and trailer to the respective packing plant.

NWF has also estimated custom feeding approximately 2,600 animals per year for local producers.  This represents 15% of the feedlots total capacity.  Under this situation the feedlot does not own the animal, but merely accepts payment for finishing the animal for the customer.  This payment is calculated by a set rate per animal per day.  In our first year of operation this rate will be $1.75/head/day. 

The addition of more value added businesses in the agriculture industry is increasing in popularity.  By investing in a farmer owned feedlot, producers will not only create another market for their commodities but may also earn some of the profit, in the form of dividends, as a result of NWF’ marketing and business activities. 

Operations Plan

NWF will be located approximately 4 miles North of Meadow Lake, SK on both the NE and NW quarters of 16-60-17, W3 in the RM #588.  This location offers many advantages including easy access to feed grain, forage products and protein supplements. The area also offers a large number of available slaughter animals in the local crop district, a natural topography gradient of 3%, little competition, access to major highways, power and natural gas, as well as a positive attitude and perceived need for a beef feedlot in the Meadow Lake area by many residents.   

NWF with a maximum capacity of 10,000 head, will either purchase animals with the intent on finishing them to the desired weight of 1250 lbs, or accept delivery of custom fed animals from local producers.  Although custom fed animals will be kept separate from the purchased animals, the finishing process is the same for either animal.  

Figure 1 illustrates the flow of cattle through the feedlot.  First, the animal is weighed and sorted in order to get similar animals together so that feeding and other functions are easier.  Then cattle are implanted with growth hormones so that maximum weight gain is achieved.  Cattle are monitored twice a day, with feeding happening three times a day under a restricted feeding system.  This system does not allow an animal to eat too much and thus reduces the risk of health problems and also reduces the quantity of feed required to finish an animal.  The feeding ration for one head/day will consist of 0.4 bushels of barley + 10 lbs of silage + 3 lbs of hay + 4 lbs of meal.  

Cattle initially coming into the feedlot may not be accustomed to a grain diet.  Therefore, new cattle will be eased into this diet slowly by only feeding ¼ of the grain for the first couple of weeks.  These cattle will also be monitoring very closely. 


Figure 1.  
Flow of cattle through feedlot while being fed.

Depending on the weight of the purchased animal, it takes approximately 210 days to finish an animal.   Therefore, cattle inventory will be turned over approximately 1.7 times per year.

Human Resource Plan

NWF human resources include a board of directors elected by the shareholders of the company. This board of directors will hire a general manager, which will report to the board of directors. The General Manager will then hire a marketing manager who will report to the general manager. It will then be the responsibility of the general manager to hire the rest of the staff, which will include a secretary, eight feedlot staff, and a veterinarian to be held on retainer. This means that there will be 12 employees at NWF. 

Experienced personnel are necessary in order to produce a high quality product efficiently.  If possible, feedlot staff and the secretary will preferably be hired from the local area in order to improve the community’s economic and employment situation.

There will be training and orientation provided for all employees in order to decrease the incidence of accidents and to provide a smooth entry into each position. There will also be a regular performance review done by the general manager in order to provide feedback to the employees and to allow for the fixing of any existing or unforeseen problems.

Table 1 shows both the number of employees hired and their subsequent cost.  Figure 2 shows the chain of command at the feedlot.
	Table 1 – Employee List and Subsequent Cost

	Position
	General 

Manager
	Marketing

Manager
	Secretary / 

Accountant
	Feedlot

Staff
	Veterinarian

(On Retainer)

	Number
	1
	1
	1
	8
	1

	Annual Wage
	$55,000
	$45,000
	$25,000
	$200,000
	$10,000

	EI
	$1,733
	$1,418
	$788
	$6,300
	$315

	CPP
	$2,365
	$1,935
	$1075
	$8,600
	$430

	Workers Comp
	$550
	$450
	$250
	$2,000
	$100

	Other Benefits
	$400
	$400
	$400
	$3,200
	$400

	Total Cost
	$60,048
	$49,203
	$27,513
	$220,100
	$11,245



Figure 2.
Chain of Command

Marketing Plan

Besides the primary objective of becoming a prosperous business, NWF would also like to create a new market for commodities in and around Meadow Lake thereby stimulating the local economy. Some of the initial financial objectives are to reach an IRR of greater than 15% by the second year in business, and be in good enough financial shape to expand the feedlot in 2007 and pay out dividends by 2010.

Locally there is a good market for feed grains, forage, and straw. With the disappearing railroads, country elevators, and the higher transportation costs, producers in the Meadow Lake area are looking for alternative markets for their grains.  Shareholders will be the preferred supplier of feed grains, straw and silage however if the price they are asking is too high and feed can be brought in from elsewhere at a lower price, the feedlot will do so.


The finished cattle market is the most important for NWF. Calves that are brought into the feedlot will be fed in order to reach a desired finished weight of 1250 lbs.  Once finished there are three main plants in western Canada that will be primary targets for NWF. These are the Cargill Foods plant in High River, AB, the IBP Lakeside Packers plant in Brooks, AB, and the XL Foods plant in Moose Jaw, SK. After NWF has established itself as a feedlot producing high quality finished calves, it will try to tap into the American market and start selling calves to the IBP plants in Dakota City Iowa and Pasco Washington, as well as the ConAgra Beef Company plant in Greeley Colorado.

Pricing finished cattle in a competitive market must be based on a market approach.  The markets that determine these prices are located at the Chicago Board of Trade and the Winnipeg Commodity Exchange. Therefore NWF uses the price, which is based on these two markets

NWF must take advantage of economies of size. New technologies or processes that can cut costs a minimal amount on a per head basis has the potential to increase NWF bottom line a significant amount. This cost cutting will be portrayed by NWF manure composting and limited feeding ration systems that it will already have in place.

NWF will advertise to its buyers by sending a fax or placing a phone call to the respective packing plants every Monday. These faxes will consist of a list of cattle that are to be at their finished weight in approximately 2 weeks. The initial advertising is crucial as packers adjust to a new feedlot entity that they are not familiar with. NWF will build a reputation for a consistent quality and quantity of product that is reliable week-in and week-out.

There are two main forms of competition that will face NWF. These include the other producers of finished cattle in Canada and the United States as well as other beef producing countries. Other producers of finished cattle in Canada and the United States compete directly with NWF. They compete in the purchasing of feeder calves and feed as well as in the marketing of the finished product.

There are very few feedlots of comparable size in Saskatchewan that will be competing with NWF. In 1999, only 370,350 out of 1,102,940 feeder calves raised in Saskatchewan were fed here. That is, about 34% of feeder calves raised in Saskatchewan are finished here. Of Saskatchewan feeder calves, over 50% are finished in Alberta. Therefore, there is an opportunity for a feedlot of this scale to be located in Saskatchewan.

NWF location within Saskatchewan has many advantages as well as some disadvantages. There is a large supply of feeder cattle in Saskatchewan and within crop district 9. Crop district 9 is where the proposed feedlot is to be constructed; this district also has the highest number of cattle per crop district within Saskatchewan. There is also plenty of low cost feed available to the feedlot in the area. With a large beef herd in the area, it also gives the opportunity to hire many skilled laborers. 

There are some disadvantages to the placement of this feedlot. There is more moisture in this area than desired. This comes into play because of the higher spring runoff and wetter summers thus resulting in a greater chance of pens becoming muddy and reducing efficiency.  

The livestock industry is being recognized as an important sector that significantly contributes to prairie farm incomes, while at the same time provides important job opportunities. If a feedlot is built, the economic spin-offs for Meadow Lake and the surrounding area are plentiful.

The feedlot will attract 3-4 experienced and educated individuals into the community, as NWF will be employing trained and experienced staff. The additional market for the agricultural commodity grown in the area gives local farmers another option and the opportunity to stay viable thereby remaining an integral part of the community

Businesses and stores in the area will also benefit as the estimated initial cost of the feedlot will be substantial and has been estimated at over $4,750,000. Many, if not all of these inputs will be purchased from within the surrounding area.  Other stores will also benefit from increased traffic as a direct result of the feedlot.  

Whenever there is a potential intensive livestock facility starting up in a community there are many questions that must be clarified, which can be done through various town information meetings. In order for NWF to begin production they will have to follow the Agricultural Operation Act, and obtain municipal approval and have community support, evaluate water quality and quantity, complete soil tests prior to construction, and evaluate manure storage facilities. Once these factors have been considered and passed, operations can then begin. 

SWOT ANALYSIS    
	Strengths

	· Up to date technologies

	· Trained, experienced employees

	· Located in West SK

	· Low cost of production do to cheap grain and other feed

	· Reputation for quality

	

	 Weaknesses

	· Smaller size feedlot

	· Increased precipitation and cooler climate

	· Must transport cattle large distances

	· High start-up cost

	

	Opportunities

	· Local crop district 9B has largest amount of steers and heifers in need of finishing

	· Ability to expand and diversify into other products

	· Favorable market conditions

	· Positive support from local area producers and potential shareholders

	· Increase in communication techniques

	

	 Threats

	· Environmental safety issues

	· Subject to international tariffs and trade boycotts from the U.S.

	· Cost of shipping end product

	· At risk to possible cultural changes such as rise in vegetarianism and hormone free beef

	· Relatively few buyers of product


Financial Plan

NWF will receive the required capital to commence operation from three sources. These sources can all be classified as either debt or equity capital.

Initial shareholders will supply equity capital. These will be purchasers of Class A shares. Equity capital will total $1.5 million, resulting from the issuance of 150 shares at $10,000 each.

Debt capital will come from two sources. The initial purchase of animals will be funded by a $4 million line of credit through the Saskatchewan feeder association program. Chartered banks will provide the remaining $4 million in debt capital.

The following is a summary for the base case financial model:
	
	Table 2 - Base Case Results
	
	
	

	
	
	
	
	
	
	

	Key Variables:
	
	
	
	
	

	Purchasing Price
	 $       107.41 
	
	Net Present Value 
	 $      2,463,904 
	

	Selling Price
	 $         82.22 
	
	Internal Rate of Return
	33.7%
	

	Barley Price
	 $           2.25 
	
	
	
	
	

	Feeding Costs
	 $ 4,531,608 
	
	
	
	
	

	Long Term Debt Rate
	8.5%
	
	
	
	
	

	
	
	
	
	
	
	

	
	Year:
	2002
	2003
	2004
	2005
	2006

	Gross Margin
	 $     1,927,822 
	 $               2,604,380 
	 $    2,755,838 
	 $      3,031,526 
	 $       3,271,271 

	Net Income
	 $         (87,367)
	 $                  106,080 
	 $        208,549 
	 $          402,207 
	 $          572,677 

	Net Cash from Operations
	 $   (4,370,044)
	 $                  675,007 
	 $        844,828 
	 $          882,474 
	 $          936,954 

	End of Year Cash
	 $          97,145 
	 $                  479,602 
	 $    1,007,015 
	 $      1,545,092 
	 $       2,108,376 

	Dividends Paid
	 $                    -   
	 $                              -   
	 $                   -   
	 $                     -   
	 $                      -   

	
	Year:
	2007
	2008
	2009
	2010
	2011

	Gross Margin
	 $     3,485,954 
	 $               3,683,528 
	 $    3,867,321 
	 $      4,044,087 
	 $       4,214,420 

	Net Income
	 $        727,503 
	 $                  872,244 
	 $    1,009,320 
	 $      1,143,500 
	 $       1,275,366 

	Net Cash from Operations
	 $     1,005,152 
	 $               1,084,874 
	 $    1,172,951 
	 $      1,269,944 
	 $       1,373,521 

	End of Year Cash
	 $     2,708,095 
	 $               3,353,075 
	 $    4,048,742 
	 $      4,752,090 
	 $       4,811,649 

	Dividends Paid
	                         - 
	 $                              -   
	 $                   -   
	 $            48,742 
	 $          752,090 


The most critical variables for the success are the purchasing price of feeder animals and the selling price of animals for slaughter.

	Table 3 - Critical Variables

	Critical Value
	Base Case
	IRR = 15% 
	Allowable % Change

	
	
	
	

	Purchasing Price
	 $         107.41 
	 $     135.30 
	26%

	Selling Price
	 $           82.22 
	 $       76.44 
	-7%

	Barley Price
	 $             2.25 
	 $         2.85 
	27%

	Feeding Costs
	 $     4,531,608 
	 $ 6,444,953 
	42%

	Long Term Debt Rate
	8.50%
	24.30%
	186%


Examination of these financial projections provides one with the necessary knowledge to say that NWF is an excellent investment opportunity. This is based on financial analysis of the internal rate of return. In the case of NWF, the IRR is 33.7%, much higher than the required rate of return on investment of 15%.

The following tables show the break-even analysis of NWFs’ most critical variables, feeder purchase price and slaughter selling prices. 

	Table 4 - Net Income Break-even Analysis

	Net Income Break-even
	Net Income Break-even

	Varying Selling Price
	Varying Purchase Costs

	Year
	Net Income
	After-tax Cash
	Selling Price
	Year
	Net Income
	After-tax Cash
	Purchase Costs

	
	
	
	
	
	
	
	

	2002
	 $                  -   
	 $          181,673 
	 $    83.17 
	2002
	 $                -   
	 $          181,673 
	 $            7,964,349 

	2003
	 $                  -   
	 $        (250,496)
	 $    78.26 
	2003
	 $                -   
	 $          238,551 
	 $            8,611,384 

	2004
	 $                  -   
	 $        (268,074)
	 $    80.83 
	2004
	 $                -   
	 $          329,560 
	 $            8,893,415 

	2005
	 $                  -   
	 $        (307,056)
	 $    81.38 
	2005
	 $                -   
	 $          238,640 
	 $            9,303,299 

	2006
	 $                  -   
	 $        (454,757)
	 $    81.48 
	2006
	 $                -   
	 $                  418 
	 $            9,681,062 

	2007
	 $                  -   
	 $        (718,107)
	 $    81.55 
	2007
	 $                -   
	 $        (358,053)
	 $         10,037,800 

	2008
	 $                  -   
	 $     (1,085,745)
	 $    81.68 
	2008
	 $                -   
	 $        (817,738)
	 $         10,381,696 

	2009
	 $                  -   
	 $     (1,085,745)
	 $    81.89 
	2009
	 $                -   
	 $     (1,365,512)
	 $         10,716,331 

	2010
	 $                  -   
	 $     (1,545,743)
	 $    82.15 
	2010
	 $                -   
	 $     (1,992,635)
	 $         11,048,726 

	2011
	 $                  -   
	 $     (2,087,659)
	 $    82.45 
	2011
	 $                -   
	 $     (2,693,673)
	 $         11,379,768 


	Table 5  - After-tax Cash Break-even Analysis

	After-tax Cash Break-even
	After-tax Cash Break-even

	Varying Selling Price
	Varying Purchase Costs

	Year
	Net Income
	After-tax Cash
	Selling Price
	Year
	Net Income
	After-tax Cash
	Purchase Costs

	
	
	
	
	
	
	
	

	2002
	 $    (199,857)
	 $                     -   
	 $    80.97 
	2002
	 $   (199,857)
	 $                      -   
	 $            8,163,004 

	2003
	 $    (439,897)
	 $                     -   
	 $    79.86 
	2003
	 $   (432,729)
	 $                      -   
	 $            8,814,520 

	2004
	 $    (456,016)
	 $                     -   
	 $    80.14 
	2004
	 $   (456,156)
	 $                      -   
	 $            9,118,660 

	2005
	 $    (271,614)
	 $                     -   
	 $    80.86 
	2005
	 $   (271,611)
	 $                      -   
	 $            9,342,645 

	2006
	 $    (126,473)
	 $                     -   
	 $    81.57 
	2006
	 $   (126,473)
	 $                      -   
	 $            9,573,884 

	2007
	 $         (8,181)
	 $                     -   
	 $    82.28 
	2007
	 $        (8,181)
	 $                      -   
	 $            9,810,909 

	2008
	 $        91,198 
	 $                     -   
	 $    82.98 
	2008
	 $     146,072 
	 $                      -   
	 $            9,999,102 

	2009
	 $      177,529 
	 $                     -   
	 $    83.70 
	2009
	 $     337,267 
	 $                      -   
	 $         10,141,060 

	2010
	 $      255,174 
	 $                     -   
	 $    84.41 
	2010
	 $     449,924 
	 $                      -   
	 $         10,359,284 

	2011
	 $      413,256 
	 $                     -   
	 $    85.60 
	2011
	 $     556,619 
	 $                      -   
	 $         10,582,088 


This break-even analysis helps us determine the viability of the operations of NWF. In the case of Net Income break-evens, the results indicate that selling prices can drop quite far and a substantial rise in animal purchasing costs can be observed before NWF no longer produces a positive net income. However cash flow deficits do occur under both circumstances.

Under the case of after-tax cash break-even, it too shows us that NWF has quite a large room for error before cash flows dip below 0. Net income is below base case levels and does not rise as quickly.

The stability of these financial results can be observed more closely by looking at the margins used in the calculations. It is safe to assume that margins will not fluctuate outside the boundaries described below. If that is the case, then all scenarios have been examined and NWF is a very promising financial opportunity.

	Table 6 - Base Case Variables

	Key Variables:
	Margin

	Purchasing Price
	 $       107.41 
	 $           25.19 

	Selling Price
	 $         82.22 
	

	
	
	

	Best Case Variables

	Key Variables:
	Margin

	Purchasing Price
	 $       107.41 
	 $           18.57 

	Selling Price
	 $         88.84 
	

	
	
	

	Worst Case Variables

	Key Variables:
	Margin

	Purchasing Price
	 $       107.41 
	 $           29.28 

	Selling Price
	 $         78.13 
	


Conclusion

One can conclude that NWF would be a profitable and feasible business development in the Meadow Lake area, as well as an excellent investment opportunity.  Under the base case situation NWF provides an internal rate of return of 33.9%, which is above the required 15%.  In addition to another market for their commodities, shareholders will also earn dividends by 2010.  NWF will also benefit the local community by creating new jobs and additional economic activity for local area businesses.  This farmer owned feedlot will add value to slaughter cattle and provide a brighter future for the people in the area.
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