Saskatchewan Organic Meat Market







Executive Summary

“The Saskatchewan Organic Meat Market will provide a healthy, fresh, safe, chemical free, and traceable meat product that originates from one Saskatchewan organic livestock location”

Introduction

Saskatchewan Organic Meat Market is a one of a kind supplier of strictly Saskatchewan produced organic beef and pork.  The beef products available are steak, roasts and ground meat.  The pork products include pork chops, hams, and roasts.  The animals will be raised and slaughtered at Pine View Farms located at Osler, SK.  Guidelines set by the Organic Crop and Improvement Association (OCIA) will be followed by Pine View Farms and the Market to ensure the meat is pure organic and free of any contaminations.  

The demand for organic meat is increasing due to a number of food safety scares, health issues, and the need for a traceable product.  The Saskatchewan Organic Meat Market will have the capacity to ease the consumer’s apprehension regarding the meat they will consume.

Saskatchewan has the potential to increase organic meat production due to its ideal environment and land availability.  With effective marketing, the demand for organic meat will increase throughout the world, providing an excellent opportunity for Saskatchewan. 

Operations Plan

The Saskatchewan Organic Meat Market is conveniently located at #1 3414 8th Street, in Saskatoon, SK.  The leased building is 2400 square feet, allowing adequate space for processing the meat.  The building also has office space, room for a walk-in freezer and cooler, and a spacious retail area.  The following floor plan shows the rooms and equipment area in detail.  Changes may be made to the floor plan once the freezers and equipment are installed by a refrigeration specialist.  
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Figure 1 Proposed floor plan for the Saskatchewan Organic Meat Market

The work plan and flow of work for the Saskatchewan Organic Meat Market, begins at Pine View Farms in Osler, SK, 26 km from Saskatoon.  The meat will be brought to the store as hung carcasses.  The butcher will cut the meat into the consumer desired cuts which will be available fresh and frozen.  

The flow of the meat from the farm, as seen in Figure 2, to the consumer is under strict guidelines implemented and monitored by the OCIA.  Accurate documentation must be kept throughout all the stages in the above diagram to insure traceability of the product.  

The average week at the Saskatchewan Organic Meat Market will consist of the manager monitoring sales, book keeping, ordering the correct amount of meat for the week, and over seeing all daily activities.  The butcher will prepare the fresh cuts of meat every morning based on the demand of the customer and the time of year, which will affect the type of cuts that are in demand.  
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Figure 2. Flow of the meat from the farm to the consumer

The capital costs that will be incurred by the Market are listed below.

Table 1. Working Capital 

Description
Estimated Cost

Cash
$       0

Inventories
$4,131

Total Net Working Capital
$4,131

Table 2. Capital Budget
Description
Estimated Cost

Equipment
$158,697

Net Working Capital
$4,131

Total Capital Required
$162,828

Human Resources

The Saskatchewan Organic Meat Market will be a corporation consisting of a board of directors elected by the shareholders.  The board of directors will have extensive knowledge of the organic industry which will aid in their involvement in the decision making process.  The Board of Directors will also be responsible for hiring the manager, who in-turn will hire the butcher and the part-time help.  
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Figure 3. Organizational Structure

All personnel will be trained to provide information about organic meat and other products and will be highly skilled in public relations.  The personnel will also be trained intensively on meat handling procedures.  The customer personnel will be responsible for dealing with the customers on a daily basis, and the other personnel on staff will come to the retail area when time allows.  

Marketing 
The success of the Saskatchewan Organic Meat Market will greatly depend on an effective marketing plan.  To achieve success the Market must be able to convince the organic meat consumers to purchase from the market and get traditional meat consumers to become organic meat consumers.  Key benefits of the Market’s products must be realized.  The products available are popular cuts that are easy to prepare.  The product is free of chemical additives and the feed that the animals consumed was free of pesticides, GMO’s, and commercial fertilizers.  The meat products are traceable and all activities are documented and monitored by an organic certifying body.  

The target market consists of the organic meat consumers as well as the traditional meat consumer that can afford to pay the premium on organic meat.  In Saskatoon 50% of the households make over $53,000 a year (Statistics Canada, 2003) and therefore will be able to afford the products at the Saskatchewan Organic Meat Market.  In these households the adults will be targeted because they are making the healthy choices for themselves and their children.  

The meat will be purchased from Pine View Farms.  Purchase prices were adjusted 50% above the average non-organic beef and pork carcass prices.  The selling price was also  adjusted 50% above the average retail selling prices of non-organic beef and pork cuts. 

Table 4. Price charged to the Market and the price charged to the customer

Product
Purchase Price ($/lb)
Selling price (per lb.)

Beef
$2.01


     Roasts

 $             8.39 

     Steaks

 $           10.49 

     Ground Beef

 $             4.49 

Pork
$1.88


      Pork Chops

 $             7.49 

      Ham

 $             4.34 

      Roasts

 $             7.04 

A number of techniques will be used to draw customers in.  The Market will be promoted at natural lifestyle trade fairs, in Saskatchewan healthy living magazines, on the radio, and through word of mouth.  The internet will also be a useful tool because the target market will probably have access to the internet for day to day activities.  Brochures will be available at the Market and at a number of other locations.  The Market will provide in-store cooking demonstrations and taste tests, completed by their educated staff.  

The Saskatchewan Organic Meat Market will compete against stores including Steep Hill Co-op and Boryski’s Butcher Block directly.  These stores carry a very limited supply of organic meat.  The indirect competition will include the stores that carry traditional cuts that are cheaper then organic meat.  

Table 5. Estimated Marketing Budget

Promotional Activity:
Estimated Expense:

Paper & Printing 
$1,000

Publications & Magazines
$2,000

Website
$1,500

Trade Show

· Trade Show Booth

· Trade Show Supplies & Expenses
$500

$3,000

Radio Spots
$1,500

Taste Tests & Demos
$500

Total Marketing Expenses
$10,000

Financing 

The financial plan for the Saskatchewan Organic Meat Market is projected over ten years. Financing will be obtained from long term debt and owner’s equity. The loan or long term debt will be from a financial institution and paid back over ten years. Equity will come from shareholders wishing to invest in the meat market. Wages, expenses and prices will all be increased at a 2% inflation rate per year. Table 6 displays the financing budget for the enterprise. 

Table 6. Financing budget

Long term debt
$42,000

Shareholder’s Equity
$175,000

Total Financing
$217,000

Table 7. Summary of Financial Results

2004
2005
2006
2007
2008

 Total Revenue 
 $  537,741 
 $  558,719 
 $  580,582 
 $  603,368 
 $  627,118 

 Cost of Goods Sold 
 $  392,635 
 $  416,945 
 $   417,151 
 $  422,952 
 $  430,065 

 Gross Margin 
 $  145,106 
 $  141,774 
 $   163,431 
 $  180,416 
 $  197,053 

 Total Expenses 
 $    64,518 
 $    65,482 
 $    66,453 
 $    67,427 
 $    68,404 

 Income Before Taxes 
 $    80,588 
 $    76,292 
 $    96,978 
 $  112,989 
 $  128,650 

 Income Taxes 
 $      5,738 
 $      5,432 
 $      6,905 
 $      8,045 
 $      9,160 

 Net Income(Loss) 
 $    74,850 
 $    70,860 
 $    90,073 
 $  104,944 
 $  119,490 


2009
2010
2011
2012
2013

 Total Revenue 
 $  651,875 
 $    677,683 
 $  704,588 
 $  732,639 
 $  761,886 

 Cost of Goods Sold 
 $  438,335 
 $    447,638 
 $  457,619 
 $  468,483 
 $  480,183 

 Gross Margin 
 $  213,540 
 $    230,045 
 $  246,969 
 $  264,156 
 $  281,703 

 Total Expenses 
 $    69,384 
 $      70,363 
 $    71,343 
 $    72,320 
 $    73,292 

 Income Before Taxes 
 $  144,157 
 $    159,682 
 $  175,626 
 $  191,836 
 $  208,411 

 Income Taxes 
 $    10,264 
 $      11,369 
 $    12,505 
 $    13,659 
 $    14,839 

 Net Income(Loss) 
 $  133,893 
 $    148,312 
 $  163,122 
 $  178,177 
 $  193,572 

Net Present Value
$ 383,829

Internal Rate of Return on Equity Investment
72%

External Rate of Return on Equity Investment
39%

Table 7 displays the summary of financial results. There is a steady increase in net income for the 10 years of the projected business plan. The IRR was calculated at 72%, and the ERR at 39% in the 10 year projection with a positive cash flow. The business appears to be economically feasible.  The quantities of meat sold as well as the selling price of the cuts are all variables that affect the profitability of the Saskatchewan Organic Meat Market.

Break-Even Analysis

In order to insure that the Saskatchewan Organic Meat Market is a feasible business it is important to look closely at the cost associated with running the Market.  A break-even analysis (Table 8) was prepared to determine the critical percent change in selling prices and the volume of meat purchased/sold to result in a 0% IRR.  A 21.5% decrease in the selling price of all meat cuts will create a 0% IRR.  The second essential variable in the feasibility of the meat market is the volume of beef and pork purchase/sold.  The quantity of beef purchased/sold can be decreased by 20,500 lb and pork by 8,200 to result in 0% IRR.  The Saskatchewan Organic Meat Market can withstand a substantial decrease in the selling price and amount of meat purchased/sold before an IRR of 0% is created, and therefore is a sustainable business enterprise.

Table 8. Break-even Analysis

Break-Even Analysis

 
Percent Change in Selling Price

Variable
Base price ($/lb)
21.5% Decrease
22% Decrease

 

Selling prices for beef
 
 
 

     roasts
 $                  8.39 
 $                             6.59 
 $            6.54 

     steak
 $                 10.49 
 $                             8.23 
 $            8.18 

     ground meat
 $                  4.49 
 $                             3.52 
 $            3.50 

Selling prices for pork
 
 
 

     pork chops
 $                  7.49 
 $                             5.88 
 $            5.84 

     hams
 $                  4.34 
 $                             3.41 
 $            3.39 

     roasts
 $                  7.04 
 $                             5.53 
 $            5.49 

 
 
 
 

RESULTING IRR
72%
0%
-6%

RESULTING CASH BALANCE
 $         143,887.00 
 $                    15,561.00 
(363)

(lowest cash balance in 10 year period)

 

 
Base Quantity (lb)
Decrease in Volume Purchased/Sold (lb)

Volume Meat Purchased
 
 
 

     beef
71,841 
20,500 
22,500 

     pork
37,440 
8,200 
9,000 

Volume Meat Available for Sale
 
 
 

     beef
59,176 
20,500 
22,500 

     pork
23,213 
8,200 
9,000 

 
 
 
 

RESULTING IRR
72%
0%
-10%

RESULTING CASH BALANCE
144268 
(9496)
(670)

(lowest cash balance in 10 year period)

Conclusion

The financial analysis shows that the Saskatchewan Organic Meat Market is a feasible operation that has potential to develop into a substantial business opportunity.  The success of the market hinges on capturing the target organic meat consumption levels and establishing consumer loyalty.  Through analysis of the base case financial scenario an IRR of 72% was achieved.  The Saskatchewan Organic Meat Market was deemed a feasible operation based on the selling price of products and the quantity of meat purchased/sold.  The organic industry has tremendous opportunity with rising consumer health concerns, therefore increasing the potential for the Saskatchewan Organic Meat Market.
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