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Introduction

In response to low commodity prices and decreasing profit margins associated with grain production, fifteen farmers in the XXXXX, Saskatchewan area pooled their capital to form ABC Processing Ltd. Each of the fifteen shareholders provided a portion of the equity capital required, with the remainder of the capital costs being financed with bank debt. The board of directors for ABC consists of four shareholders, a general manager, and two external directors.

ABC will purchase peas from producers and process them to export and/or seed standards. Seed peas will be sold to farmers who are growing peas while the majority of peas exported are targeted for Japan, Spain, and Belgium. Screenings will be sold to feed lots and feed mills.

The number of pea acres in Saskatchewan has increased dramatically in the last 10 years. This creates an opportunity to process peas and add value to the raw commodity. By investing in a pea processing plant, farmer/investors expect to realize a return on investment because of the vertical integration achieved, by adding value to the peas they produce, as well as to other peas produced in Saskatchewan.

Operations Plan

ABC will be located in Saskatchewan. This location is in the black soil zone, which is well suited for growing peas. The town of YYYYY is 12 kilometers from the larger centre of XXXXX. ABC, which will be adjacent to a C.N. rail line, will have good access to highways, rail transport, a labour force, and a large supply of raw peas.

The expected capital costs and some of the major operating expenses for ABC are summarized in Table 1.

Table 1: Summary of Capital and Key Operating Costs for ABC
	Capital Costs
	Operating Costs per tonne

	Land
	5,000
	Pea Purchases
	184.00

	Buildings
	140,000
	Transport
	90.80

	Equipment
	209,900
	Processing Costs
	7.00

	Total
	351,900
	Total per tonne
	281.80


ABC will accept delivery of peas from producers, which will go directly to inventory in storage bins. The peas are then carried by conveyor into the plant to an aspiration and screening machine and a rotary cleaning machine. The screenings and cleaned peas will then move to separate storage bins. The cleaned peas are loaded onto trucks or hopper rail cars for shipment to customers. Screenings are trucked out as soon as possible to feed mills. Figure 1 illustrates the flow of peas through the processing plant.

Figure 1: Physical Product Flow
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Human Resources Plan

ABC will employ a total of eight people; one general manager, two marketing managers, one secretary treasurer, three line operators, and one shipper/receiver. Employment costs for ABC are presented in Table 2.

Table 2: Expected Employment Costs for ABC
	
	General Manager
	Marketing Manager
	Secretary Treasurer
	Line Operators
	Shipper/

Receiver

	Number of Staff
	1
	2
	1
	3
	1

	Annual Wages
	35,000
	64,000
	24,000
	72,000
	24,000

	E.I. Premiums
	1,445
	2,643
	991
	2,973
	991

	C.P.P. Premiums
	945
	1,728
	648
	1,944
	648

	Workers’ Comp
	350
	640
	240
	720
	240

	Other Benefits
	0
	0
	0
	0
	0

	Total Costs
	37,740
	69,011
	25,879
	77,637
	25,879


The general manager will oversee daily operations at ABC. The two marketing managers will be responsible for buying peas from producers and selling peas to customers in Canada and abroad. The secretary treasurer will be responsible for general bookkeeping, maintaining records of transactions, and testing and grading incoming and outgoing pea shipments. The three line operators will each operate the cleaning line for an eight-hour shift, which will allow ABC to process for 24 hours per day opened. The shipper/receiver will be responsible for unloading peas from incoming trucks as well as loading outgoing trucks and hopper cars.

Marketing Plan

ABC will purchase peas, process them, and sell the peas as seed, feed, or food. ABC will be located in a major pea-growing area. In 2001, 28% of peas grown in Saskatchewan (2.2 million acres for Sask. X 28% = 627,000 acres) were grown in crop districts 8A and 8B, which surround YYYYY. If yields average 30 bu/acre, there will be 512,000 tonnes of peas grown in the area. In the first year of operations, ABC expects to process 22,811 tonnes of peas, which is 4.5% of the pea production in the area.

ABC will be entering a competitive industry so they will have to accept the price that the market dictates. ABC will have to be competitive in two markets; the market for raw unprocessed peas as well as the market for processed peas. The total profit margin in the pea-processing industry has been between $10 and $12 per tonne. ABC expects an average profit margin of $11 per tonne. The main target markets for processed peas will be Japan, Spain, and Belgium. Table 3 illustrates the cost of purchasing, transporting, and marketing peas and the major importing countries.

Table 3: Purchase, Transportation, and Marketing Costs

	Determination of Domestic Price
	Major Importing Countries

	$1 US = $1.38 Cdn
	Cdn $/t
	Country
	2001 Imports

	Futures Price
	285
	Belgium
	189,550

	Ocean Freight
	34
	Spain
	164,089

	Vessel & Other Shipping Costs
	6
	Japan
	30,462

	Cdn Terminal Fobbing Charges
	10
	India
	68,207

	Country Elevation & Handling
	11
	Netherlands
	56,176

	Rail Freight
	39
	
	

	Price Offered to Farmer at YYYYY
	185
	
	


A SWOT analysis for ABC analyzes the strengths and weaknesses of the company.

Table 4: ABC SWOT Analysis

	Strengths
	Weaknesses

	Equity capital is supplied locally

Community-based company

Local employees

Employees paid good wages

Two marketing managers with experience

Experienced general manager

Only three products

Not highly leveraged

Located in major pea-producing area
	Initially no name recognition

Difficult to build overseas relations

Employees may not wish to live in small town

Only sell peas and pea products

Processing equipment same as competitors

No research and development

High freight rates at YYYYY

	Opportunities
	Threats

	No visible restrictions (quotas, tariffs)

Lower grain prices make peas more attractive

Increasing domestic feed requirements

New pea varieties
	Weather may cause poor crops

Countries may produce more of their own peas

More competitors may enter the market

Alternative crops may reduce pea acres


Overall, there are a number of competitive advantages for ABC. A primary advantage is the location west of XXXXX where no other competitors exist in close proximity. This is also beneficial for producers as they can truck grain shorter distances. Also, since the owners of the company are local producers, ABC should be a community-oriented company.

Financial Plan

The initial capital structure for ABC will be as follows:

· The 15 shareholders will supply $750,000 of initial equity financing by providing $50,000 per shareholder.

· A major Saskatchewan financial institution will provide a term loan in the amount of $500,000.

The financial projection model is presented in the appendix A. The summary financial results for the base case financial projection is presented in Table 5.

Table 5: ABC Summary Financial Results

	Year
	2002
	2003
	2004
	2005
	2006

	Cash Flow
	48,945
	87,558
	108,063
	203,296
	304,909

	Net Income
	264,487
	157,161
	262,931
	342,055
	428,646

	Peas Sold (t)
	22,811
	24,775
	28,492
	31,911
	35,102

	Prices:
	
	
	
	
	

	   Export
	287
	292
	297
	302
	308

	   Screenings
	90
	92
	93
	95
	96

	   Seed Peas
	305
	310
	316
	321
	327


	Year
	2007
	2008
	2009
	2010
	2011

	Cash Flow
	411,402
	523,539
	573,648
	595,001
	617,020

	Net Income
	538,132
	574,252
	627,521
	651,546
	675,846

	Peas Sold (t)
	36,857
	36,857
	36,857
	36,857
	36,857

	Prices:
	
	
	
	
	

	   Export
	313
	318
	324
	330
	335

	   Screenings
	98
	100
	102
	103
	105

	   Seed Peas
	333
	338
	344
	350
	357


	Net Present Value of Equity Investment (15% required rate of return)
	1,026,405

	Internal Rate of Return on Equity Investment
	30.3%


Questions for Discussion:

1. Assess and discuss ideas that could improve ABC’s working capital management plan.

2. Assess the financing plan for ABC.

3. What would you advise regarding a tax planning strategy for ABC and its shareholders?

4. What would you suggest for a dividend policy for ABC?

5. Do you think ABC chose the appropriate form of organizational structure? You may suggest any other alternatives or combinations of organizational structures.

6. List what you consider to be the critical risk variables for ABC. For each critical risk variable, explain why it is critical and what ABC could do (if anything) to manage the risk.

7. Would you advise the proponents to proceed with the ABC investment?

Appendix A

ABC Financial Model

� ABC Processing Ltd. is based on a business plan written by Ryan Day, Trevis McConaghy, Larry Spratt, and Chad Wasylyniuk.
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