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Introduction
In 2005, a group of livestock producers, the Local Livestock Marketing Group out of Gardnerville, NV,
requested a feasibility study to assess the potential of a producer-owned entity to slaughter, process,
and market local grass-fed meats in Nevada. Specifically, the study sought to asses the economic
feasibility of a mobile slaughter unit to be operated in northern Nevada. Although the project was
found to be economically feasible and potentially quite profitable under certain conditions (see “Locally
Produced Livestock Processing and Marketing Feasibility Assessment” by Curtis et al., 2006), it was not
pursued further.
In recent months, interest in the project has revived among local livestock producers, as was discussed
at the USDA Food Safety and Inspection Service (FSIS)-sponsored Red Meat Mobile Slaughter Unit (MSU)
Information Session held in Carson City, NV on September 9, 2010. After hearing information about
mobile slaughter regulations and inspection requirements, producers were presented with some
updated financial information that was generated from the previous feasibility study. Livestock
producers in attendance expressed an interest in obtaining additional updated financial information,
including a sensitivity analysis based on differing meat pricing schemes and operating volume.
Additionally, members of the FSIS team acknowledged that the previous feasibility study might have
been overly optimistic in that the previous study had considered the possibility of running two MSUs five
days per week year-round. Based on their personal experiences working with MSU operators across the
country, the FSIS team believed that operating one unit one to days per week was more realistic. This
was taken into consideration when creating the following updated study.
This document discusses the steps necessary to obtain a grant of inspection from USDA FSIS, an
overview of the updated financial information as well as potential outcomes given several pricing and
production scenarios, information about USDA grant programs that could be used to finance a portion
of the start-up costs, a brief overview of business structure, and a guide to other resources.
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Obtaining a Federal Grant of Inspection
The information from this section comes from USDA-FSIS’s manual “Small/Very Small Plant Guide:
Guidelines for Obtaining a Federal Grant of Inspection for Meat and Poultry Establishments,” USDAFSIS’s online PowerPoint presentation “Applying For a Federal Grant of Inspection for Meat and Poultry
Establishments: A Brief Overview of the Steps Required for Obtaining Federal Meat and Poultry
Inspection,” and the transcript of a webinar held on January 20, 2010 by USDA-FSIS on red meat mobile
slaughter units (MSU).
The USDA-FSIS is responsible for inspecting all meat, poultry, and processed egg products in the United
States for safety, wholesomeness and proper labeling. To meet this end, federal inspection personnel
must be present at all times in virtually all slaughter and egg processing plants and for at least part of
each day in establishments that further process meat and poultry products.
The inspection process starts with the live animal. Ante-mortem inspection involves a visual and physical
evaluation of the live animal prior to slaughter to identify any conditions that may indicate disease or
illness. Humane handling is also a primary concern. Strict guidelines are in place and are strongly
enforced to prevent the mishandling of animals. FSIS inspection personnel are responsible for
conducting a thorough examination of all slaughtered animals. The post-mortem inspection allows
inspection personnel to further evaluate the health of carcass and tissues.
The inspection system continues throughout the entire processing segment of the industry, including
both raw and fully cooked products. Inspection personnel are responsible for verifying that an
establishment is maintaining sanitary conditions and following all food safety related procedures and
labeling regulations.
Meat, poultry and egg production is the most highly regulated food industry. FSIS is responsible for
developing rules and regulations for the production of wholesome and safe foods and providing
regulatory oversight during the day-to-day production of these products.
There are seven steps to obtaining a federal grant of inspection, which are outlined on the following
pages. For more detailed information, consult USDA-FSIS’s manual, “Small/Very Small Plant Guide:
Applying for a Federal Grant of Inspection,” which is available online at
http://www.fsis.usda.gov/PDF/Guidelines_for_Obtaining_Federal_Grant_of_Inspection.pdf.
Further information can also be obtained by contacting the FSIS Small Plant Help Desk at 877-374-7435
or infosource@fsis.usda.gov, or by contacting the Denver, CO District Office, which governs Nevada, at
303-236-9800.

Step 1: File an Application
The first step to obtaining a federal grant of inspection is to complete FSIS Form 5200.2, which can be
obtained from the District Office in Denver along with further instructions. Make sure that the form is
filled out completely and correctly. Contact the District Office with any questions.
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Step 2: Facilities Must Meet Regulatory Performance Standards
Meeting the regulatory performance standards involves filling out Code of Federal Regulations Forms 9
CFR 416.1 through 416.6. These forms can be found online at http://ecfr.gpoaccess.gov/cgi/t/text/textidx?c=ecfr&tpl=/ecfrbrowse/Title09/9cfr416_main_02.tpl. These forms address sanitation
requirements. An FSIS front line supervisor will come to inspect the MSU to verify the requirements
before federal inspection is granted. Examples of regulatory performance standards include walls,
floors, and ceilings within the unit, which must be built of durable materials that are impervious to
moisture and can be easily cleaned and sanitized. Lighting within the unit must of good quality and the
grounds around the unit must be maintained to prevent the harborage of pests on the ground.

Step 3: Obtain Approved Labels
After the application for inspection has been submitted, an official establishment number will be
assigned to the MSU. This number will be used to identify all FSIS inspected and passed products from
the facility. In the case of the MSU, all carcasses slaughtered within the MSU must be ink-branded with
the U. S. Inspection legend, which will include the establishment number. The MSU must furnish its own
ink brands, burning brands and other brands for marking products with the official mark of inspection. It
is critical that the operators of the MSU have the label before the MSU is put into operation. The label
must be federally approved on-hand before inspection will be granted.

Step 4: Obtain Approved Water Source Letter
The next step in the process is to obtain an approved water source letter. This is required in advance for
each site the MSU plans to visit. This document should identify several things: the water sources; a
statement that the source is approved; and a statement that the water is potable and meets tests
prescribed by the EPA’s drinking water standards. Due to the nature of the MSU, it may be operating in
a location where the water would be supplied by either a municipal water supply or private well water.
For all locations where a municipal water supply is used, the approved water source letter should be
renewed once per year, for locations with private wells the letter must be renewed semi-annually. An
alternative is to transport the MSU’s water in a tank to each location, which is permissible as long as
there is a water report certifying the potability of the water source.

Step 5: Obtain Approved Sewage System Letter
It is also necessary to obtain an approved sewage system letter for each site. The purpose of this letter
is to state that the MSU facility’s waste removal system is acceptable as determined by state or local
health authorities. It is assumed that the MSU will not be equipped with its own sewage system and
therefore human waste issues will take place at each slaughter site (i.e. the livestock producer using the
MSU’s services will let the MSU team use his/her bathroom facilities). In this case, an approved letter
must be obtained for each slaughter site. It should be noted that the water source and sewage system
may be approved by the same authority in the same letter for each site.

Step 6: Provide a Written Standard Operating Procedure for Sanitation (SSOP)
The sixth step in the process is to provide a written standard operating procedure for sanitation (SSOP).
The regulations pertaining to the SSOP are in 9 CFR 416.11 through 416.17. This written procedure
3

states that the MSU must be maintained in a manner that will not result in product adulteration or
insanitary conditions, which may include such items as hand washing schedules and temperature
controls. The written SSOP must be tailored specifically for the individual MSU.

Step 7: Provide a Written Hazard Analysis and HACCP Plan
Also required in writing is a hazard analysis and HACCP plan. The federal regulations detailing HACCP
can be found in 9 CFR part 417. The written HACCP plan should be developed to prevent, control or
eliminate all reasonably likely to occur hazards as identified during your hazard analysis. An outside
consultant may be used to conduct the hazard analysis and assist in developing a HACCP plan specific to
the operation. Additionally, each state is assigned a HACCP contact and a HACCP Coordinator to assist
establishments with the development of HACCP Programs. The contact and coordinator for Nevada is
Mike Holcomb of the University of Nevada, Reno and Wolf Pack Meats. He can be reached at 775-8573663 or cholcomb@cabnr.unr.edu.

Additional FSIS Inspection Information
Inspection Fees
Official establishments will be provided with inspection service free of charge for up to five consecutive
eight-hour days, Monday through Friday. However, this inspection must be scheduled in advance, and
the inspector must be paid for work beyond those initial eight hours.
Hours of Operation
Hours of operation must be submitted to and approved by the district manager. No department in
which operations are being conducted that requires inspection will be operated except under the
supervision of an FSIS employee.
Every time the unit relocates and prior to conducting slaughter operations, the MSU operator must
notify the district office of their operating schedule. The schedule should be provided as much in
advance as possible, allowing adequate time for the district office to arrange staffing and inspection
procedure schedules necessary for FSIS inspection. The proposed work schedule is to specify the daily
clock hours of operation and lunch periods. Any changes in the proposed schedule must be approved by
the district office prior to operation.
Office Space
Office space including the necessary furnishings, lights, heat, and janitor service are to be provided free
of charge for the exclusive use of the inspector.
The area must be conveniently located and contain a locker suitable for the storage and protection of
FSIS program supplies. The office space that is provided may or may not be within the confines of the
unit. Ideally, office space within a unit would include a desk and chair with adequate lighting and a
lockable cabinet for storing USDA brands and documents. Space provided outside of the unit may be an
office located in an associated USDA-inspected fabrication facility. Any other arrangements require prior
approval from the district office.
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Toilet Rooms
If included in the MSU, toilet rooms are to be conveniently located and maintained in sanitary condition.
And lavatories with running hot and cold water, soap and towels must be placed in or near toilet rooms.
The FSIS Website (www.fsis.usda.gov)
There are a number of resources available on the FSIS Web site. These resources include guidelines for
obtaining a Federal Grant of Inspection.
The Mobile Slaughter Unit Compliance Guidelines are currently posted on the FSIS Web site at
http://www.fsis.usda.gov/PDF/Compliance_Guide_Mobile_Slaughter.pdf.
Also on the FSIS website are district office contact information and list of state HACCP contacts and
coordinators who can assist MSU operators in developing HACCP plans, and the Guidebook for the
Preparation of HACCP Plans as well as generic plans and a number of other resources for small and very
small plants.

Other Inspection Resources
Obtaining a federal grant of inspection and developing SSOP and HACCP plans may be a time consuming
and very technical process. The Niche Meat Processor Assistance Network (NMPAN), a national network
of individuals and organizations dedicated to providing technical assistance and education to small- and
mid-size meat plants, has developed model HACCP and SSOP plans for MSUs. More information about
NMPAN can be found on their website at http://www.nichemeatprocessing.org, and their model plans
can be found on the eXtension website at
http://www.extension.org/pages/MSU_Model_HACCP_plan,_SSOPs,_and_SOPs.

Live Animal to Table Process
There are several main steps to the livestock slaughter process, all of which require the humane
treatment of animals in the United States under the Humane Slaughter Act. These steps are outlined in
the following two diagrams and text. This information was found in a Britannica Academic Edition
online article, “Meat Processing,” by H. Russell Cross and R. Paul Singh (the full reference can be found
in the Reference section).
Pre-slaughter (antemortem) inspection: Prior to slaughter, livestock should not be stressed as stress
decreases the end quality of meat. Livestock can be given water, but should be off feed for 12-24 hours
prior to slaughter. An antemortem inspection is conducted to identify livestock that is unfit for human
consumption, including down, disabled, diseased, or dead animals, all of which are condemned prior to
slaughter.
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Diagram 1: Livestock: Basic Slaughtering Process

Source: Encyclopædia Britannica Online

Stunning: Next livestock is stunned. The three most common methods of stunning are mechanical (a
pneumatic device sends a bolt through the skull of the animal), electrical (electric waves are passed
through the brain of the animal), and carbon dioxide (acts as an anesthetic). Stunning ensures a
humane kill with no pain, and also reduces the stress of the animal, resulting in higher quality meat.
Bleeding: After the animal is stunned, it is hung by a hind leg and bled by inserting a knife into the
thoracic cavity and severing the carotid artery or jugular vein. For cattle, calves, and sheep, the carcass
is skinned while still hanging, while hogs undergo a lengthy dehairing and skinning process following
bleeding.
Diagram 2: Live Animal to Retail Case

Pre-slaughter (antemortem) inspection

Stunning

Offal removal and disposal

Bleeding

Carcasses cooled for 24-48 hours

Meat inspection (postmortem)

Meat grading

Additional inspection

Meat cutting

Delivered to retail outlets
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Offal removal: Offal includes all of the by-products of the slaughter process and includes such meat cuts
as kidneys, liver, sweet breads, bones, and fat, some of which have marketable uses. Following offal
removal, carcasses are placed in a cooler for 24 to 48 hours to bring down the temperature.
Postmortem and additional inspection: Once cooled, the carcass undergoes another inspection to
identify any portions or whole carcasses that are unfit for human consumption. Meats that are being
processed, such as ham and sausage, are inspected to ensure that safe and wholesome ingredients are
being used. Additional inspection includes sanitation of the facility for safety and cleanliness (floors,
ceilings, walls, personnel, clothing, drains, water, coolers, and anything else that comes into contact
with meat), and labeling and compliance inspection. Labels are inspected to assure accurate labeling,
nutritional information, and special label claims such as natural and lean. Nearly all meat products must
have the product name, list of ingredients, name and place of business of manufacturer, net weight, an
inspection stamp and plant number, and handling instructions listed on the label. Compliance
inspection verifies that food safety laws are being followed, and that violations are dealt with according
to the law. Other additional inspections include pathology and epidemiology checks to avoid food
poisoning outbreaks, and residue monitoring to ensure that the carcass is free from harmful residues
such as toxins from natural sources, pesticides, and feed.
Meat grading, cutting, and retail: Before the carcass is cut, it is graded according to expected eating
quality based on tenderness, appearance, juiciness, and flavor, and the quantity of expected salable
meat on the carcass. In the U.S., whole carcasses are usually fabricated into more manageable primal
(major) and subprimal (minor) cuts, which simplifies sales as it reduces the variability in the cuts. These
cuts are then sold to retail outlets, who fabricate them into retail cuts.

7

Financial Considerations for a Mobile Slaughter Unit in Northern Nevada
The following section presents financial information about purchasing and operating a mobile
slaughtering unit. The financial information was created using a modified version of Kathleen Painter’s
(of the University of Idaho) “Feasibility Analysis for a Mobile Slaughter Unit,” an Excel-based planning
tool available on the eXtension website at http://www.extension.org (see References for the complete
web address). The modified version used for this study can be obtained on the University Center for
Economic Development website at http://www.ag.unr.edu/uced/Default.aspx. The tool works by
generating costs and revenues of MSU operation based on user inputs including fixed costs such as loan
repayment, and variable costs such as wholesale costs, retail prices, overhead, and labor wages.
Appendix A provides a hard copy of Painter’s planning tool.
The following pages detail the different costs associated with purchasing and running a mobile slaughter
unit along with tables from the modified version of the Excel planning tool, as well as scenarios showing
what will happen to net operating profit (or loss) under varying conditions.
This study assumes that the MSU will be purchased by a cooperative of livestock producers who will
work together to finance the start-up costs and manage operations of the unit along with the assistance
of a part-time manager. It is assumed that each cooperative member will be allowed to have his or her
livestock slaughtered at no additional costs aside from the initial buy-in and annual membership, which
is suggested to be proportional to the number of animals each member believes he or she will have
slaughtered annually.
The tables on the following pages represent the financial outcomes if the unit was in operation but not
actively slaughtering. In other words, these tables show the costs of operation without considering
revenue flows. The table below shows the information that would be displayed in the “Summary” tab of
the Excel planning tool.
Table 1: Summary
Number of kill days per week:
5
The maximum number of kill days per week would be 4 or 5 to allow for transport, off-loading, cleaning, and maintenance.

Species:
Cattle
Pigs
Sheep

Max
no. per
hour
1
4
6

Max
no. per
week
50
140
210

Total:
Total Value Added
Total Costs per year
Net Revenue per year

Number of
Hours
Total
animals per per week
revenue
week by
by
by animal
species
species
($/head)
0.00
0.00
$4,480
0.00
0.00
$506
0.00
0.00
$531
Total:
0.00
within allowable limits
0
35
$5,516
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Total
revenue
by kill day
($/day)
$0
$0
$0

Total
revenue
per week
($/week)
$0
$0
$0

Total
revenue
per year
($/year)
$0
$0
$0

$0

$0

$0
$359,508
-$359,508

Start-Up Costs
The start-up costs are the initial investment required to obtain the MSU. They are defined in the “Loan
and Depreciation” tab of the Excel tool.
Mobile Slaughter Unit
For this study, TriVan Truck Body of Ferndale, Washington was contacted for information about costs
and specifications of a mobile slaughter unit. TriVan was chosen both because of their experience in
building MSUs, as well as their proximity to Nevada. As of September 2010, the cost of building a fullyequipped MSU was $190,000 (M. Van Driel, personal communication, September 2010). Sales tax for
the MSU was calculated at 7.375%, the average of sales tax in northern Nevada counties as of
September 2010. The total cost of the unit with sales tax was estimated as $204,013.
The unit in question would meet USDA inspection and licensing requirements and would not require
additional furnishing or equipment. Each MSU created by TriVan includes a mechanical/storage area,
slaughter area, refrigeration unit, and miscellaneous equipment including knives, saws, and scales.
A 36-38 foot MSU can slaughter a maximum of 10 head of cattle per day when operating with two fulltime butchers. Carcasses begin chilling immediately and are down to temperature the morning after
slaughter. As the cooling area has room for 6,000 pounds of meat, the unit can operate for two days
before it would need to unload and resupply. Capacity and time limitations were taken into
consideration when developing the financial information and sensitivity analyses.
Semi Truck Tractor
A semi truck tractor must be purchased separately to haul the unit, which weighs 25,000 pounds. A
used truck can be purchased for $30,000, while a new truck may cost as much as $125,000. For this
study, the price of a used truck was estimated as $42,000. Sales tax for the truck was calculated at
7.375%, the average of sales tax in northern Nevada counties as of September 2010. The total cost of
the truck with sales tax was then estimated as $45,035.
Holding and Kill Facilities, Miscellaneous Supplies
USDA’s Food Safety and Inspection Service (USDA-FSIS) requires that each MSU operational site provide
an ante-mortem pen for live animals at rest and in motion. While this area may be provided by the
livestock producer (i.e. this may be the area where animals are normally kept on the farm or ranch),
$5,000 dollars has been budgeted for this expense in the event that the MSU would want to provide
some sort of non-permanent holding facility that could be set up at each location.
USDA-FSIS recommends a humane approach to livestock slaughter (meeting the requirements for
humane slaughter is the responsibility of the MSU operator), and suggests that the stunning and
bleeding areas be designed to minimize excitement, discomfort, and accidental injury when unloading or
driving animals. FSIS recommends that animals be bled on a sloped concrete ramp with lines to a drain
field, or over a gravel bed that allows blood and water to drain to prevent pooling. In addition to
creating insanitary conditions, pooling of blood and water can also result in the MSU getting stuck in
mud. Five thousand dollars ($5,000) was incorporated into this budget to offset some of the costs of
concrete beds and/or gravel beds at operation sites. It should be noted that individual producers may
9

need to undertake the costs of providing concrete or gravel beds at their facility, or this may be an
additional cost the cooperative would take on.
Although the MSU is built to include all supplies needed for slaughter, an additional $5,000 was included
in the start-up costs t to cover any additional supplies not considered elsewhere in the budget.
Sales tax for these facilities and miscellaneous supplies was calculated at 7.375%, the average of sales
tax in Douglas County, Lyon County, and Carson City as of September 2010. The total cost of facilities
and miscellaneous supplies with sales tax was estimated as $16,106. The equipment costs below show
the information that is found in the “Loan and Depreciation” tab of the Excel planning tool.
Table 2: Equipment Costs
Loan payment calculation:

Item:
Cost:
Mobile Slaughter Unit
$204,013
Tandem Axle Truck, used
$45,035
Holding/Kill Facilities/Misc. supplies
$16,106
Straight-line depreciation calculation:

Item:
Mobile Slaughter Unit
Tandem Axle Truck, used
Holding/Kill Facilities/Misc. supplies

Cost:
$204,013
$45,053
$16,106

Payment
Period
(yrs)
10
5
5

Interest
Rate
9.00%
9.00%
9.00%

Annual
Payment
$31,789
$11,578
$4,141

Salvage
Value
10,000
8,000
500

Length
of Life
(yrs)
10
10
25

Annual
Depreciation
$19,401
$3,705
$624

Livestock Costs
This study assumes that only members of the cooperative will use the services of the MSU. It is
assumed that the cooperative will purchase each animal from the producer as it is slaughtered and will
then retain profits from the retail sales of the finished product. Livestock costs are detailed in the
“Value-Added by Species” tab of the Excel planning tool.
Wholesale Price
Wholesale prices for live cattle and live hogs were initially based on Chicago Mercantile Exchange prices
on September 29,2010 (cnn.com 9.29.10) while live lamb prices were based on the Livestock Marketing
Information Center’s (LMIC) weekly price and production estimates for the week ending September 25,
2010 (http://www.lmic.info/priprod/pandp.html 9.29.10).
Average live weights for each type of livestock under consideration was also initially based on LMIC’s
weekly price and production estimates for the week ending September 25, 2010. LMIC derives their
price and production information from various USDA Agricultural Marketing Service reports.
Both wholesale prices and live weights were slightly modified to represent conditions in northern
Nevada as of October 2010, based on prices and weights of livestock being processed at Wolf Pack
Meats in Reno.
10

Table 3: Livestock Costs
Animal

Weight
Price or
per animal
Cost
(lb)

Revenue Capacity
per animal Per Day

($/lb)

($)

(head)

Value or
Cost Per Day
($)

Estimated Revenue:
Retail Price -- cut & wrapped
Average Beef Yield
Average Pork Yield
Average Sheep Yield

899.5
171.5
83

$4.98
$2.95
$6.43

$
$
$

4,479.51
505.93
530.80

14
28
42

$62,713.14
$14,165.90
$22,293.45

Estimated Cost:
Wholesale Price -- on the hoof
Average Liveweight for Beef
Average Liveweight for Pork
Average Liveweight for Sheep

1285
245
127

$0.97
$0.77
$1.50

$
$
$

1,246.45
189.14
190.50

14
28
42

$17,450.30
$5,295.92
$8,001.00

Processing Costs
Average Processing Price for Beef
Average Processing Price for Pork
Average Processing Price for Sheep

1285
245
127

$0.70
$0.70
$0.30

$
$
$

899.50
171.50
38.10

14
28
42

$12,593.00
$4,802.00
$1,600.20

350
700
1050

$32,669.84
$4,067.98
$12,692.25
$49,430.07

Estimated Value-Added: (Revenue - Cost):
Value-added by kill day
Beef
Pork
Sheep
Total
Value-added by species:
Beef (each)
Pork (each)
Sheep (each)

Carcass yield assumption by species:
Beef
Pork
Sheep

$2,333.56
$145.29
$302.20

Cut & wrapped weight:
70%
899.5
70%
172
65%
83

Carcass Yield Assumption
The cut and wrapped weight represents the weight once the carcass has been portioned into meat cuts.
The percentage of the carcass represented by the cut and wrapped weight depends on many variables
such as how lean or fat the animal was, muscling, whether the cuts are bone-in or boneless, the amount
of fat left in the cuts, and the leanness of the ground meat product (Wulf, 1999). The figures used for
this study were based of averages for northern Nevada and northeastern California livestock being
processed at Wolf Pack Meats in Reno in October 2010.
Retail Price (Cut and Wrapped)
Base retail prices were initially based on The Beef Checkoff’s report, “FreshLook and PromoData July
2010 Highlights.” The Beef Checkoff is sponsored by the Cattlemen’s Beef Board and National
Cattlemen’s Beef Board Association and can be found online at http://www.beefretail.org/default.aspx.
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The prices used in this study are reflective of national averages in terms of dollars per pound for all cuts
for the four week period of June 28 through July 25, 2010. These figures were adjusted slightly to reflect
northern Nevada averages as of October 2010.

Operating Costs
Operating costs are the costs of running the MSU. With the exception of the manager/compliance
officer, butchers and auto insurance, the operating costs are variable costs that will be dependent on
the number of days the unit is in operation or the slaughter and processing volume. The manager’s
position and auto insurance are fixed costs that are not dependent on how often the unit is used.
Operating costs are summarized in the “Enterprise Budget” tab of the Excel planning tool.
Labor
Labor is the most significant operating cost. For this example, it was assumed that the MSU would need
staff consisting of one part-time manager/compliance officer, two full-time butchers, one MSU
driver/assistant, and assistant butchers to be hired hourly as needed. Additionally, overtime salary was
written in for the USDA inspector.
Manager/Compliance Officer
The MSU manager/compliance officer would be the person responsible for coordinating when and
where the unit will go. Additionally, this person would handle all communications with USDA (including
scheduling slaughter days with the USDA inspector) and ensure that the HACCP plan is being followed.
Initially, this position is considered to be part-time based on the assumption that it will take some time
for the MSU to operate at full capacity. This position could be increased to full-time in the future if
funds allow. It may be useful if this position is given to someone with a vested interest in the MSU in the
event that the requirements of the position become more than part-time before full-time wages
become available. Future responsibilities may also include marketing. The base rate for the
manager/compliance officer is $20 per hour.
Full-time Butchers
In order for the MSU to operate at fully capacity, two butchers are needed. For this example, the two
butchers are assumed to be paid for eight hours of labor five days per week, 50 weeks per year,
although it is assumed that animals will not be butchered eight hours a day five days per week, due to
capacity of the unit and travel constraints. That means that this model assumes that the butchers will
receive a full-time salary regardless of whether they are actually working full-time. The rationale behind
this assumption is explained in the next section, “Sensitivity Analysis and Potential Financial Outcomes.”
Note that assistant butchers may need to be hired to accommodate overflow during the busier times of
year. The full-time butchers are paid $25 per hour.
Driver/Assistant
The driver/assistant position would be in charge of driving the unit to operation sites as well as taking
care of issues such as washing the MSU pad, assisting with offal removal and disposal, monitoring the
cooler, truck maintenance, and any other on-site issues that arise. It is assumed that the
driver/assistant would be paid for ten hours for each kill day to include drive and slaughter time. Unlike
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the butchers, the driver/assistant is only considered to be paid for hours worked. Overtime pay is not
included in the calculation as it is assumed the MSU will not operate more than 40 hours per week at
inception. The driver/assistant is paid $15 per hour.
Assistant Butchers
During peak slaughter times or in the event of an emergency, it may be necessary to hire additional
butchers to operate at full capacity. Assistant butchers are assumed to be paid for eight hour work days
at a rate of $20 per hour.
USDA Inspector
Official slaughter establishments are provided USDA inspection service without charge up to five
consecutive eight-hour days. However, if the unit goes into overtime the facility will be charged. For
this example, it was assumed that there would be one hour of overtime accrued by the USDA inspector
each kill day based on 50 weeks of operation per year. A rate of $70 per hour was used for this
example, based on information presented by USDA-FSIS (USDA-FSIS(b), 2010).
Taxes and Benefits
Taxes and benefits for the manager/compliance office, full-time butchers, driver/assistant, and assistant
butchers are calculated at 15% of total annual salary.
Supplies
Miscellaneous items such as cleaning supplies, paper towels and plastic bags are estimated as $20 per
kill day.
Utilities
Propane
Propane for the MSU’s hot water heater is estimated as $18 per kill day. This estimate may need to be
adjusted if the unit is in operation during the colder winter months.
Electricity
Electricity for the MSU’s air conditioner, fans, and lights is estimated as $20 per kill day. This estimate
may need to be adjusted if the unit is in operation during the hot summer months.
Other
Cut & Wrap
The cost for having a meat processor cut and wrap the meat post-slaughter is estimated at $0.70 per
pound for each type of animal based on estimated hanging weights. For the purposes of this study, it is
assumed that the MSU will be owned and operated by a cooperative that will take on such processing
costs.
Smoke hams and bacon
If the MSU slaughters hogs, there will be a cost for smoking hams and bacon. This is estimated to carry a
cost of $1.25 per pound and is estimated as one-third of the hanging weight. For the purposes of this
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study, it is assumed that the MSU will be owned and operated by a cooperative that will take on such
processing costs.
Storage locker rental
The processed meat will need to be stored in a storage meat locker. This is estimated to cost $0.10 per
pound based on the cut and wrapped weight. For the purposes of this study, it is assumed that the MSU
will be owned and operated by a cooperative that will take on such processing costs.
Fuel and Lubricant
Fuel costs for this example are based on the assumption that the MSU will travel 75 miles on each kill
day with gas mileage estimated at five miles per gallon for total consumption of 15 gallons per kill day.
This figure may be an overestimate of how far the MSU will travel on most kill days; however depending
on the level of interest among producers in Nevada the MSU could potentially travel great distances
over the state. Fuel was calculated at a cost of $3.17 per gallon, the average diesel fuel cost for the
West Coast region for October 4, 2010 (U.S. Energy Information Administration, 2010). Lubricant is
calculated as 18% of total fuel costs.
Machinery & Truck Repairs
Machinery and truck repairs were estimated as $50 per kill day. If the unit is expected to travel greater
distances than the estimated 75 miles per kill day, it is recommended that this estimate be increased.
Auto Insurance
Auto insurance for the truck and MSU was estimated as $200 per month, 12 months per year.
Tax and License
Taxes and the business license are estimated as $200 per month, 12 months per year.
Operating Interest
Operating interest is calculated as 7% of the total financed operating costs. For this example, 0% of
operating costs are considered to be financed.
Overhead
Overhead includes such costs as telephone lines, internet, and legal and accounting fees. Overhead is
estimated as 5% of annual operating costs.
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Table 4: Operating Costs
Item
Gross Returns
Beef
Pork
Sheep

Price or
Cost

Value or
Cost/Year

Quantity

Unit

0
0
0

head
head
head

$
$
$

4,479.51
505.93
530.80

0
0
0

head
head
head

$
$
$

2,145.95
360.64
228.60

$0
$0
$0

2
1
0
1
1
15.00%
$ 25.00
$ 20.00
$ 20.00
$ 15.00

employee(s)
employee(s)
employee(s)
employee(s)
employee(s)
of MSU salaries

$
$
$
$
$
$

50,000.00
20,000.00
40,000.00
37,500.00
17,500.00
23,625.00

$198,625.00
$100,000.00
$20,000.00
$0.00
$37,500.00
$17,500.00
$23,625.00

$0
$0
$0
$0

Operating Inputs
Cost of animals:
Beef
Pork
Sheep
Labor for MSU:
Butchers
Manager/Coordinator
Assistant butchers
Unit driver/assistant
USDA inspector @ $55 per hour
Taxes and benefits
Labor rate assumption, butchers
Labor rate assumption, assistant butchers
Manager
Labor rate assumption, driver/assistant

$0

Supplies:
Cleaning supplies, plastic bags, paper towels

250

days

$

20.00

Utilities:
Propane for hot water heater, per day
Electricity for lights & air conditioner, per day

250
250

days
days

$
$

18.00
20.00

lb
lb
gal
of fuel cost
days
days
months
months

$
$
$

0.70
1.00
3.17

$
$
$
$

50.00
100.00
200.00
200.00

Other:
Cut & wrap (shrink wrap) based on hanging weights
Smoke hams and bacon (1/3 of pork carcass)
Fuel for driving truck to butcher shop @ 15 gal/trip
Lubricants for truck
Machinery & Truck Repairs (per day)
Management fee (per day)
Tax and license ($200 per month, 12 months per year)
Auto Insurance ($200 per month, 12 months per year)
Operating Costs
Percent of operating costs that are financed:
Operating Interest
Overhead (legal, accounting, phone)
Total Operating Costs

$5,000.00
$5,000.00
$4,500.00
$4,500.00
$5,000.00
$26,485.64
0
0
3750
18%
250
250
12
12

$0.00
$0.00
$11,887.50
$2,098.14
$12,500.00
$25,000.00
$2,400.00
$2,400.00
$269,410.64

0%
7%
7.0%

Net Returns Above Operating Expenses

of oper costs
of oper costs

$
$ 18,858.75

$0.00
$18,858.75
$288,269.39
-$288,269.39
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Ownership Costs
Depreciation
Depreciation for the MSU and the truck are calculated using annual straight-line depreciation and are
based on the figures used in the “Loan and Depreciation” tab. For this example, a useful life of 10 years
and a salvage value of $10,000 was used for the MSU, a useful life of 10 years and salvage value of
$8,000 was used for the truck, and a useful life of 25 years and a salvage value of $500 dollars was used
for the holding facilities.
Loan Repayment
The loan repayment will depend on how much money is borrowed to begin with as well as the length of
the loan and interest rate. For this example, an interest rate of 9% over 10 years is used for the MSU,
and an interest rate of 9% over five years is used for both the truck and the holding facilities.
Breakeven Analysis
To calculate per-head profit and breakeven production levels for each type of livestock, all parameters
of operation were set to their maximums, assuming five days of MSU operation at capacity. At these
levels, total annual costs of operation (not including variable costs of cut and wrap charges and smoking
hams) would be $359,509.
Table 5: Breakeven Analysis

Beef
Pork
Sheep

Breakeven
Breakeven Weeks
Per-head Profit Production Level
(at capacity)
$
2,603.41
139
4
$
196.74
1156
11
$
282.20
1057
7

Based on capacity prices and costs, the per-head profit for cut and wrapped beef is $2,603.41, cut and
wrapped pork is $196.74, and cut and wrapped sheep is $282.20. In order to break even (i.e. cover costs
of operation) the unit would need to slaughter and sell 139 cattle, 1156 hogs, or 1057 sheep. If the unit
were to operate at capacity for eight hours a day, four days per week (recall that the unit is assumed to
be unable to operate more than this due to capacity and travel), it would take 4 weeks of full-time
capacity operation to achieve breakeven for cattle, 11 weeks for pork, and 7 weeks for sheep. These
margins show that beef is clearly the product with the greatest earning potential. Based on this
information, as well as the prevalence of beef cattle production in Nevada, the financial scenarios
considered will focus mainly on beef production.
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Table 6: Ownership Costs
Item

Quantity

Unit

Price or
Cost

Value or
Cost/Year

Ownership Costs per year:
Total Depreciation (straight line)
Depreciation on MSU
Depreciation on truck
Depreciation on holding corrals, knock box

$23,730.84
$19,401.30
$3,705.30
$624.24

Loan Payments
Amortized payment on MSU (10-year loan)
Amortized payment on tandem axle truck (5-year loan)
Amortized payment on holding corrals, knock box (5-year loan)

$47,508.09
$31,789.32
$11,578.03
$4,140.73

Total Ownership Costs

$71,238.93

Total Costs per Year

$359,508.31

Returns to Risk (Net Returns over Total Costs)

-$359,508.31
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Sensitivity Analysis and Potential Financial Outcomes
The following section presents potential financial outcomes based on the prices, costs and assumptions
listed in the previous section. When reviewing this section, it is very important to keep in mind that
these are projected profits and losses based on a financial model that cannot account for all potential
variables. Below are some of the areas in which extra caution should be exercised.
Is this Realistic?
Labor Assumptions
One major assumption this model undertakes is the assumption that labor will meet the MSU operator’s
expectations of quality, reliability, and availability. In terms of both quality and availability, it is
important to consider whether two high-quality, well-trained butchers will be available to be hired for
the job in Nevada. Additionally, would two such butchers be willing to work the schedule the MSU
would require? Although this model has been adjusted to assume that the butchers will be paid fulltime whether they are working or not in order to address this issue, in reality it might be difficult to find
two butchers interested in working varying hours and traveling around with the MSU.
Reliable labor can be difficult to find in any scenario but is especially important when considering a MSU
because the success of the unit would be very reliant upon the key positions of butchers and
driver/assistant. If one of these positions became vacant on short notice, or if an employee showed up
late or not at all, it could seriously impact the ability of the MSU to keep up with its slaughtering
schedule. The USDA inspector must be scheduled in advance, so last-minute changes might affect the
MSU’s ability to operate as the inspector might have his or her own scheduling constraints preventing
timely rescheduling. Additionally, the USDA inspector must be paid for any amount of overtime, and
although this model accounts for one hour of overtime per day the MSU is operating, if the unit
routinely goes into overtime the wage impacts could be substantial.
Another essential consideration with labor quality is how well the butchers will treat the animals prior to
and at the time of slaughter. Humane treatment of livestock will be very important to cooperative
members who use the MSU’s services, and will create the base of the MSU’s reputation. Treatment of
livestock may also affect the MSU’s ability to maintain an eight hour workday, as there may be instances
when animals need extra time and care to be calmed to maintain both a humane standard and the
quality of the end product.
Truck and Unit Maintenance and Repair
This model budgets $50 per kill day in repairs for the unit, which may or may not be reasonable. In
addition to wear and tear on the truck and unit from driving across great distance to service cooperative
members, there will be wear and tear on items within the unit as well, including knives, saws, and
plumbing and ventilation systems. If a key tool were to lose it’s functionality in the middle of a kill day,
or if the truck or unit were to need a major repair on the way to or from a kill site, it could affect the
unit’s ability to maintain it’s schedule or take it out of operation completely. The model also assumes
that the unit’s driver/assistant has the ability to handle minor repairs and maintenance, which may not
be reasonable and again highlights the importance of reliable, high quality labor.
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Pricing and Marketing
Retail prices in this model are based on the current going rate of meat products both nationwide and in
Nevada at the time of publication. While some of the following scenarios model premium and discount
pricing schemes, it might be a very strong assumption to believe that consumers will view these
products as being as good as or better than other products currently available and be willing pay the
prices offered. To earn prices at or above retail levels, the cooperative’s products will need to be of a
consistent and high quality. To provide a better idea of how retail pricing will affect the cooperative, the
table below presents profit per head and breakeven production levels for the base retail price relative to
a 10% and 20% premium and discount.
Additionally, the model assumes that customers will be willing and available to purchase the products.
In reality, the cooperative will need to locate and reach customers, which may require extensive
marketing and branding efforts and incur additional costs. Gaining entry into retail outlets will likely
require substantial investments of time and funds. Marketing a product with premium pricing may be
made more difficult given the economic downturn in Nevada and expected slow recovery. The
importance of marketing will be discussed in the scenarios on the following pages, when situations
involving not being able to sell all of the meat processed arise.
Table 7: Premium, Base, and Discount Pricing
20%
premium

Beef
Pork
Sheep
Beef
Pork
Sheep
Beef
Pork
Sheep

10%
10%
premium
Base
discount
Retail Prices ($/lb)
$
5.98 $
5.48 $
4.98 $
4.48
$
3.54 $
3.25 $
2.95 $
2.66
$
7.72 $
7.07 $
6.43 $
5.79
Per-Unit Profit ($/head)
$ 3,499.31 $ 3,051.36 $ 2,603.41 $ 2,155.46
$ 297.92 $ 247.33 $ 196.74 $ 146.14
$ 388.67 $ 335.59 $ 282.20 $ 229.43
Breakeven Production Level (head/year)
103
118
139
167
973
995
1156
1381
806
914
1057
1252
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20%
discount
$
$
$

3.98
2.36
5.14

$ 1,707.51
$
95.55
$ 176.35
211
1713
1536

Scenario 1: 10 Head Beef/Week, Base Prices, Everything Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 4,479.51
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Operation: One day per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
10 head per week, total of 500 head per year.
Prices: Base cost, base wholesale, base retail.
Sales: 100% of the product sells
Net profit (loss): $501,005

Units
500 $ 3,135,657.00
0 $
0 $
Total revenue
$ 2,239,755.00

$ 100,000.00
$
7,500.00
$
3,500.00
$
19,125.00
$
1,000.00
$
900.00
$
1,000.00
$ 440,755.00
$
$
2,377.50
$
419.63
$
5,000.00
$
5,000.00
$
$ 147,947.95
500 $ 1,502,165.00
0 $
0 $
Total variable costs
$ 1,642,711.68

Based on all the assumptions already stated, if the MSU were to
operate only one day per week (on average) to slaughter a total of
500 head per year and the cooperative was able to sell 100% of its
product at base prices, then the cooperative would earn a profit of
just over half a million dollars annually.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 1,738,750.60
Net profit (loss)
$ 501,004.40
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Scenario 2: 10 Head Beef/Week, Base Prices, Half Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 4,479.51
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
250 $ 1,567,828.50
0 $
0 $
Total revenue
$ 1,119,877.50

Operation: One day per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
10 head per week, total of 500 head per year.
Prices: Base cost, base wholesale, base retail.
Sales: 50% of the product sells (roughly 250 head)
Net profit (loss): ($618,874)

$ 100,000.00
$
7,500.00
$
3,500.00
$
19,125.00
$
1,000.00
$
900.00
$
1,000.00
$ 440,755.00
$
$
2,377.50
$
419.63
$
5,000.00
$
5,000.00
$
$ 147,947.95
500 $ 1,502,165.00
0 $
0 $
Total variable costs
$ 1,642,711.68

Based on all the assumptions already stated, if only half of the beef
sold from operating at capacity an average of one day per week,
the cooperative would lose over six hundred thousand dollars
annually.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 1,738,750.60
Net profit (loss)
$ (618,873.10)
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Scenario 3: 10 Head/Week, Retail Price Discount, 50% Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 4,029.76
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
250 $ 1,410,416.00
0 $
0 $
Total revenue
$ 1,007,440.00

Operation: One day per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
10 head per week, total of 500 head per year.
Prices: Base cost, base wholesale, 10% discount retail.
Sales: 50% of the product sells (roughly 250 head)
Net profit (loss): ($731,311)

$ 100,000.00
$
7,500.00
$
3,500.00
$
19,125.00
$
1,000.00
$
900.00
$
1,000.00
$ 440,755.00
$
$
2,377.50
$
419.63
$
5,000.00
$
5,000.00
$
$ 147,947.95
500 $ 1,502,165.00
0 $
0 $
Total variable costs
$ 1,642,711.68

The previous two scenarios assumed that the meat product would
sell at retail prices. Suppose consumers don’t value the
cooperative’s beef equally to the meat already in their stores? If
only half of the beef sold from operating at capacity one day per
week, and that product was sold at a 10% discount (approximately
$0.50 per pound less than the base price) the cooperative would
lose over seven hundred thousand dollars annually.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 1,738,750.60
Net profit (loss)
$ (731,310.60)
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Scenario 4: 20 Head Beef/Week, Base Prices, 100% Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 4,479.51
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
1000 $ 6,271,314.00
0 $
0 $
Total revenue
$ 4,479,510.00

Operation: Two days per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
20 head per week, total of 1000 head per year.
Prices: Base cost, base wholesale, base retail.
Sales: 100% of the product sells
Net profit (loss): $1,226,044.

$ 100,000.00
$
15,000.00
$
7,000.00
$
20,250.00
$
2,000.00
$
1,800.00
$
2,000.00
$ 881,510.00
$
$
4,755.00
$
839.26
$
10,000.00
$
10,000.00
$
$ 285,899.90
1000 $ 3,004,330.00
0 $
0 $
Total variable costs
$ 3,157,427.36

Based on all the assumptions already stated, if the MSU were to
operate two days per week at capacity, and was able to sell
everything they slaughtered and processed, the cooperative would
earn a profit of over 1.2 million dollars annually.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 3,253,466.28
Net profit (loss)
$ 1,226,043.72
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Scenario 5: 30 Head Beef/Week, Base Prices, 100% Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 4,479.51
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
1500 $ 9,406,971.00
0 $
0 $
Total revenue
$ 6,719,265.00

Operation: Three days per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
30 head per week, total of 1500 head per year.
Prices: Base cost, base wholesale, base retail.
Sales: 100% of the product sells
Net profit (loss): $1,951,084.

$ 100,000.00
$
22,500.00
$
10,500.00
$
21,375.00
$
3,000.00
$
2,700.00
$
3,000.00
$ 1,322,265.00
$
$
7,132.50
$
1,258.89
$
15,000.00
$
15,000.00
$
$ 423,851.85
1500 $ 4,506,495.00
0 $
0 $
Total variable costs
$ 4,672,143.03

Based on all the assumptions already stated, if the MSU were to
operate three days per week at capacity, and was able to sell
everything they slaughtered and processed, the cooperative would
earn a profit of over 1.9 million dollars annually.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 4,768,181.96
Net profit (loss)
$ 1,951,083.04
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Scenario 6: 30 Head Beef/Week, Base Prices, 50% Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 4,479.51
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
750 $ 4,703,485.50
0 $
0 $
Total revenue
$ 3,359,632.50

Operation: Three days per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
30 head per week, total of 1500 head per year.
Prices: Base cost, base wholesale, base retail.
Sales: 50% of the product sells, or approximately 750 head
Net profit (loss): ($1,408,550)

$ 100,000.00
$
22,500.00
$
10,500.00
$
21,375.00
$
3,000.00
$
2,700.00
$
3,000.00
$ 1,322,265.00
$
$
7,132.50
$
1,258.89
$
15,000.00
$
15,000.00
$
$ 423,851.85
1500 $ 4,506,495.00
0 $
0 $
Total variable costs
$ 4,672,143.03

Based on all the assumptions already stated, if the MSU were to
operate three days per week at capacity, and was able to sell
everything they slaughtered and processed, the cooperative would
lose over 1.4 million dollars annually. This again highlights the
importance of being able to find a market to sell the cooperative’s
products.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 4,768,181.96
Net profit (loss)
$ (1,408,549.46)
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Scenario 7: 10 Head Beef/Week, Retail Price Premium, 50% Sells
Sales
Beef
Pork
Sheep

Price ($/unit)
$ 5,379.01
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
250 $ 1,882,653.50
0 $
0 $
Total revenue
$ 1,344,752.50

Operation: One day per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
10 head per week, total of 500 head per year.
Prices: Base cost, base wholesale, 20% premium retail.
Sales: 50% of the product sells (roughly 250 head)
Net profit (loss): ($393,999).

$ 100,000.00
$
7,500.00
$
3,500.00
$
19,125.00
$
1,000.00
$
900.00
$
1,000.00
$ 440,755.00
$
$
2,377.50
$
419.63
$
5,000.00
$
5,000.00
$
$ 147,947.95
500 $ 1,502,165.00
0 $
0 $
Total variable costs
$ 1,642,711.68

Suppose the beef produced by the cooperative is popular enough
among a niche of consumers to sell for a 20% premium price.
Assuming this is a niche of consumers, this scenario considers that
only half of the meat sells. Under these conditions, if the unit
operated at capacity one day per week, even with a 20% premium
(approximately $1.00 per pound more than the base price) the
cooperative would lose nearly four hundred thousand dollars
annually.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 1,738,750.60
Net profit (loss)
$ (393,998.10)

26

Scenario 8: 10 Head Beef/Week, Variable Pricing, 100% Sells
Sales
Beef (premium)
Beef (discount)
Pork
Sheep

Price ($/unit)
$ 5,379.01
$ 4,029.76
$ 505.93
$ 530.80

Variable costs
Butchers
Driver
USDA inspector
Taxes and benefits
Supplies
Utilities: propane
Utilities: electricity
Cut & wrap
Smoke hams
Fuel
Lube
Repairs
Management fee
Operating interest
Overhead
Beef
$ 2,145.95
Pork
$ 360.64
Sheep
$ 228.60

Units
250 $ 1,882,653.50
250 $ 1,410,416.00
0 $
0 $
Total revenue
$ 2,352,192.50

Operation: One day per week, 50 weeks per year, at
capacity.
Livestock: Beef only. At capacity with two butchers, this is
10 head per week, total of 500 head per year.
Prices: Base cost, base wholesale, 20% premium retail, 10%
discount retail.
Sales: 50% of the product (roughly 250 head) sells at a 20%
price premium, 50% of the product sells (roughly 250 head)
at a 10% price discount
Net profit (loss): $613,442.

$ 100,000.00
$
7,500.00
$
3,500.00
$
19,125.00
$
1,000.00
$
900.00
$
1,000.00
$ 440,755.00
$
$
2,377.50
$
419.63
$
5,000.00
$
5,000.00
$
$ 147,947.95
500 $ 1,502,165.00
0 $
0 $
Total variable costs
$ 1,642,711.68

This scenario supposes the beef produced by the cooperative is
popular enough among a niche of consumers to sell for a 20%
premium price. Assuming this is a niche of consumers, this scenario
will consider that only half of the meat sells at a premium price,
while the remainder sells at a 10% discount.
Using varying prices schemes and selling 100% of the product,
under this scenario the cooperative would earn a profit over six
hundred thousand dollars annually. Again, this scenario emphasizes
the importance of variable pricing and accessibility to the target
market.

Fixed costs
Manager
$
20,000.00
Auto insurance
$
2,400.00
Tax and License
$
2,400.00
Depreciation:MSU
$
19,401.30
Depreciation: Truck
$
3,705.30
Depreciation: Holding/kill facilities
$
624.24
Loan repayment: MSU
$
31,789.32
Loan repayment: Truck
$
11,578.03
Loan repayment: Holding/kill facilities
$
4,140.73
Total fixed costs
$
96,038.93
Total costs
$ 1,738,750.60
Net profit (loss)
$ 613,441.90
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Cooperatives and Other Business Structures
This study based its financial analysis on the assumption that the MSU would be operated by a new
generation cooperative that would buy and sell the livestock and finished product for several reasons.
Because a cooperative exists as a separate legal entity, this structure provides individual memberproducers freedom from individual legal liability, protecting their personal assets. Additionally, a
cooperative allows member-producers to achieve the economies of scale of a larger business while
maintaining the individual freedom of their operation, while also distributing the risk of the operation
among all members. Also, new generation cooperatives take on the responsibilities of marketing the
finished product which gives individuals access to markets they may not be able to reach on their own,
which, as shown in the sensitivity analyses, might be the main difference between achievement and lack
of success. Forming a cooperative to take on ownership and operating responsibilities of the MSU is the
strategy that has been followed by livestock producers in other states. Island Grown Farmers
Cooperative and Puget Sound Meat Producers Cooperative, both in Washington state, operate as
cooperatives.
However, there are other options for an MSU’s business structure. The Taos County Economic
Development Corporation is a 501(c)3 nonprofit organization that runs a mobile unit in New Mexico,
while the Modular Harvest System in New York is owned and operated by the nonprofit Local
Infrastructure for Local Agriculture and the unit operated for the Nebraska Prairie Harvest Project is run
by the nonprofit organization Nebraska Environmental Action Committee. The University of Alaska
operates a unit harvesting reindeer for Native Alaskans, and Wild Idea Buffalo Company (South Dakota),
Thundering Hooves (Washington) and Broken Arrow Ranch (Texas) are privately owned but work with
producer alliances. Additional information about all of these mobile slaughter units can be found on
the eXtension website at
http://www.extension.org/pages/Mobile_slaughter%2Fprocessing_units_currently_in_operation.
A comprehensive publication on new cooperative development written by Cornell University
researchers Brain Henehan and Bruce Anderson can be found on the eXtension website at
http://www.extension.org/pages/New_Cooperative_Development.
Purdue University’s Department of Agricultural Economics has a series of education modules posted
online developed to assist agriculture producers in making decisions about business structure and
management. The first in this series of modules is presented in Appendix B; the rest of the series can be
found online at http://www.agecon.purdue.edu/extension/sbpcp/stratmgmt.asp.
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USDA Rural Development Funding Programs
There are a variety of external funding options available to producers who are interested in pursuing a
cooperatively-owned MSU. Funding options available through USDA Rural Development include the
Value-Added Producer Grant Program (VAPG), Rural Business Enterprise Grants (RBEG), and Business
and Industry Loan Guarantees.
The VAPG program is available to independent producers, agriculture producer groups, farmer and
rancher cooperatives, and majority-controlled producer-based business ventures involved in value-add
agriculture. The program funds feasibility studies and business plans, and provides working capital for
projects on which a feasibility study or business plan has already been completed. The grant requires a
one-to-one match, meaning each dollar in grant money must be matched by a dollar in non-federal
funds or through in-kind contributions such as office space.
The RBEG program provides grants for rural projects that finance and facilitate development of small
and emerging rural businesses help fund business incubators, and help fund employment related adult
education programs. Small and emerging private businesses are those that will employ 50 or fewer new
employees and have less than $1 million in projected gross revenues. The RBEG program is available to
rural public entities (towns, communities, State agencies, and authorities), Indian tribes and rural private
non-profit corporations are eligible to apply for funding. At least 51 percent of the outstanding interest
in any project must have membership or be owned by U.S. citizens or resident aliens. The program can
be used to fund a wide array of activities, including acquisition of land or development of land,
easements, or rights of way; capitalization of revolving loan funds; training and technical assistance;
rural transportation improvement; and project planning.
Business and Industry Loan Guarantees are available to any legal entity, including individuals,
partnerships, corporations (51% owned by U.S. citizens), trusts, public and private organizations, and
federally recognized Indian tribal groups. Funds are provided in the form of a loan guarantee whereby
the agency contracts to reimburse the lender for losses at these rates: up to a maximum of 80% of
principal and interest for guaranteed loans of $5 million or less, 70% for loans between $5 million and
$10 million, and 60% for loans in excess of $10 million. Priority is given in areas of high unemployment,
to projects which show a low amount of investment per job created or saved, and to projects that will
retain or create quality jobs.
For more information about Rural Development funding, contact the Nevada area office in Carson City
(775-887-1222), Fallon (775-423-7541), Elko (775-738-8468), or Las Vegas (702-262-9047), or visit them
online at http://www.rurdev.usda.gov/nv/index.htm.
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Additional Resources
For the results of the previous feasibility study, see “Locally Produced Livestock Processing and
Marketing Feasibility Assessment” by Curtis et al., 2006. It can be found online
http://www.ag.unr.edu/uced/Reports/Technical/fy2006_2007/2006_07_13.pdf.
An additional northern Nevada meat slaughter and processing feasibility study is “Economic Feasibility
of a Multi-Species Slaughter/Processing Facility in Northeastern Nevada,” by Curtis et al., 2008. It can be
found online at http://www.ag.unr.edu/uced/Reports/Technical/Technical_Statewide_2011_476.pdf.
The University Center for Economic Development (UCED) provides economic development research,
technical assistance, and educational services to foster economic development in Nevada by making the
resources of the University of Nevada, Reno available to organizations and regions that can benefit from
job and income creation and job retention. UCED resources and reports are available online at
http://www.ag.unr.edu/uced/Default.aspx.
University of Nevada Cooperative Extension (UNCE) is the outreach college in the University of Nevada
system with the goal of developing, disseminating, preserving, and utilizing knowledge to strengthen the
social, economic, and environmental well-being of the people of Nevada. UNCE publications and
directories can be found online at http://www.unce.unr.edu/.
A comprehensive feasibility study of supply and demand of local meats in California’s north coast was
completed by researchers from the University of California, Davis in 2009. The entire report can be
found on the eXtension website at
http://www.extension.org/pages/Meat_Processing_Feasibility_Studies.
Two publications that provide an overview of the process behind determining hanging weights and cut
and wrapped weights are “Did the Locker Plant Steal Some of My Meat?” by Wulf, 1999 and Iowa State
University Extension’s “Beef and Pork Whole Animal Buying Guide.” Both publications can be found
online (see the References section for Web addresses).
The Livestock Marketing Information Center (LMIC) provides economic analysis and market projections
for the livestock industry through economic education, applied research projects, and policy evaluation.
LMIC resources can be found online at http://www.lmic.info/index.shtml.
The national eXtension initiative is an Internet-based collaborative environment designed to bring Land
Grant University’s Cooperative Extension programs to end-users through the exchange of objective,
research-based knowledge to solve real challenges. In addition to a variety of other agriculture and
business information, the eXtension website hosts a portal related to mobile slaughter and small plant
operations. EXtension can be found online at http://www.extension.org/.
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Summary of Potential Returns from a Mobile Slaughter Unit ($/yr)
Instructions: Fill in orange cells for number of kill days per week that you plan to use the mobile slaughter unit. Then fill in the number
of animals per week by species. If orange cell says "too many animals," reduce your animal numbers until it says "within allowable limits."
Please see Value-Added tab for determining margins by animal species. These values are transferred to this sheet.
Please see Enterprise Budget tab for information on costs of realizing this value-added revenue.
Number of kill days per week:
1
The maximum number of kill days per week would be 4 or 5 to allow for transport, off-loading, cleaning, and maintenance.

Species:
Cattle
Pigs
Sheep

Max
no. per
hour
2
4
6

Max
no. per
week
14
28
42

Total:
Total Value Added
Total Costs per year
Net Revenue per year

Number of
Hours
Total
animals per per week
revenue
week by
by
by animal
species
species
($/head)
6.00
3.00
$2,700
10.00
2.50
$598
9.00
1.50
$336
Total:
7.00
within allowable limits
25
7
$3,634

Total
revenue
by kill day
($/day)
$16,200
$5,980
$3,024

Total
revenue
per week
($/week)
$16,200
$5,980
$3,024

Total
revenue
per year
($/year)
$810,000
$299,000
$151,200

$25,204

$25,204

$1,260,200
$979,429
$280,771

Assumptions:
Mobile Slaughter Unit (MSU) operates for 7 hours per day in order to allow for set-up and paperwork.
Mobile Slaughter Unit (MSU) operates 50 weeks of the year.
Costs and returns are as outlined in the following tabs.

Summary

Mobile Slaughter Unit Cost Calculator_18May
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Value-Added by Species for Mobile Slaughter Unit Per Kill Day
Instructions: Adjust data in orange cells, including retail and wholesale prices, wholesale weights, and carcass yield
assumptions as neccessary.

Animal

Weight Price or
per animal Cost
(lb)

Revenue
per animal

Capacity
Per Day

Value or
Cost Per Day

($)

(head)

($)

($/lb)

Estimated Revenue:
Retail Price -- cut & wrapped
Average Beef Yield
Average Pork Yield
Average Sheep Yield

450
130
48

$6.00
$4.60
$7.00

$
$
$

2,700.00
598.00
336.00

14
28
42

$37,800.00
$16,744.00
$14,112.00

Estimated Cost:
Wholesale Price -- on the hoof
Average Liveweight for Beef
Average Liveweight for Pork
Average Liveweight for Sheep

1250
260
120

$1.00
$0.70
$1.05

$
$
$

1,250.00
182.00
126.00

14
28
42

$17,500.00
$5,096.00
$5,292.00

14
28
42

$20,300.00
$11,648.00
$8,820.00
$40,768.00

Estimated Value-Added: (Revenue - Cost):
Value-added by kill day
Beef
Pork
Sheep
Total
Value-added by species:
Beef (each)
Pork (each)
Sheep (each)

$1,450.00
$416.00
$210.00

Carcass yield assumption by species:
Beef
Pork
Sheep

Hanging weight:
775
62%
187.2
72%
64.8
54%

Cut & wrapped weight:
450
36%
130
50%
48
40%

Please see Enterprise Budget tab for information on costs of realizing this value-added revenue.

Mobile Slaughter Unit Cost Calculator_18May
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Enterprise Budget for Mobile Slaughter Unit (MSU): Costs and Returns per Year
Note: The quantity of animals to be processed is carried over to this worksheet from the Summary tab.
Costs in the orange cells can be tailored to your operation.

Item

Price or
Cost

Unit

Quantity

Value or
Cost/Year

($)
Gross Returns
Beef
Pork
Sheep

$1,260,200
300
500
450

head
head
head

$
$
$

2,700.00
598.00
336.00

$810,000
$299,000
$151,200

300
500
450

head
head
head

$
$
$

1,250.00
182.00
126.00

$375,000
$91,000
$56,700
$43,100.00
$30,000.00
$12,000.00
$1,100.00

Operating Inputs
Cost of animals:
Beef
Pork
Sheep
Labor for MSU:
Butchers
Assistant butchers
USDA inspector @ $55 per hour
Labor rate assumption, butchers
Labor rate assumption, assistant butchers

$522,700

3
2
1
25.00
15.00

employee(s)
employee(s)
employee(s)

$ 10,000.00
$ 6,000.00
$ 1,100.00

Supplies:
Cleaning supplies, plastic bags, paper towels

50

days

$

20.00

Utilities:
Propane for hot water heater, per day
Electricity for lights & air conditioner, per day

50
50

days
days

$
$

18.00
20.00

lb
lb
lb
gal
of fuel cost
days
days
days

$
$
$
$

0.65
1.25
0.10
2.50

$
$
$

60.00
20.00
100.00

Other:
Cut & wrap (shrink wrap) based on hanging weights
Smoke hams and bacon (1/3 of pork carcass)
Storage Locker Rental
Fuel for driving truck to butcher shop @ 12 gal/trip
Lubricants for truck
Machinery Repairs (per day)
Labor for truck driver (1 hour/day)
Management fee (per day)
Operating Costs
Percent of operating costs that are financed:
Operating Interest
Overhead (legal, accounting, phone)
Total Operating Costs

$
$

$1,000.00

$900.00

355260
21450
221600
600
18%
50
50
50

$900.00
$1,000.00
$285,656.25
$230,919.00
$26,812.50
$22,160.00
$1,500.00
$264.75
$3,000.00
$1,000.00
$5,000.00
$859,356.25

50%
7%
2.5%

of oper costs
of oper costs

Net Returns Above Operating Expenses

Mobile Slaughter Unit Cost Calculator_18May

$1,000.00

$ 30,077.47
$ 21,483.91

$30,077.47
$21,483.91
$910,917.63
$349,282.38

Enterprise Budget

35

5/22/2009

Enterprise Budget for Mobile Slaughter Unit (MSU): Costs and Returns per Year
Ownership Costs per year:
Note: Depreciation and payment schedules can be adjusted in the following worksheet.
Total Depreciation (straight line)
Depreciation on MSU
Depreciation on truck

$25,600.00
$24,000.00
$1,600.00

Loan Payments
Amortized payment on MSU (10-year loan)
Amortized payment on tandem axle truck (5-year loan)
Amortized payment on holding corrals, knock box (5-year loan)

$42,911.10
$35,594.38
$4,877.81
$2,438.91

Total Ownership Costs

$68,511.10

Total Costs per Year

$979,428.72

Returns to Risk (Net Returns over Total Costs)

$280,771.28

Mobile Slaughter Unit Cost Calculator_18May
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Loan and Depreciation Schedules for the Mobile Slaughter Unit
Instructions: Change numbers in the orange cells to recalculate payment and depreciation amount
for different situations.
Loan payment calculation:
Payment
Period
Interest
Annual
(yrs)
Rate
Payment
Item:
Cost:
Mobile Slaughter Unit
$250,000
10
7.00%
$35,594
Tandem Axle Truck, used
$20,000
5
7.00%
$4,878
Holding/Kill Facilities
$10,000
5
7.00%
$2,439

Straight-line depreciation calculation:

Item:
Mobile Slaughter Unit
Tandem Axle Truck, used
Holding/Kill Facilities

Cost:
$250,000
$20,000
$10,000

Salvage
Value
10,000
4,000
500

Mobile Slaughter Unit Cost Calculator_18MayLoan and Depreciation
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Length of
Life (yrs)
10
10
25

Annual
Depreciation
$24,000
$1,600
$380
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Strategic Business Planning for Commercial Producers

The Setting

Strategic Planning: What Is the Process?
Craig Dobbins and Cole Ehmke
Center for Food and Agricultural Business
Purdue University
Strategic planning is a necessary skill for farm business managers to cultivate.
Developing a strategic plan requires farm business managers to make choices. As farm
business managers make these choices, it is important to clarify what is really important in
terms of
• What the farm business manager wants to do,
•

What the business must do in order to compete and survive, and

•

What the business is capable of doing.

To succeed, a farm business manager must be capable of competing effectively in the
existing business environment. In order for the business to have continued success, the
business manager must be capable of dealing effectively with changes in that environment.
Strategic planning skills and techniques provide powerful tools for recognizing change,
evaluating the capabilities of the business, recommitting to existing business strategies,
modifying existing business strategies, and developing new business strategies. The strategic
business plan makes day-to-day decisions more focused and more consistent.

Systematic Strategic Planning
To be successful, business managers must make strategic planning a systematic process
they undertake periodically. Because farm businesses are usually managed by people who
also provide labor, it is difficult to find the time to manage for the future when daily concerns
are pressing. It is easy to fall into the short-run urgency trap, where individual decisions are
based on criteria related only to that particular decision at that particular time, rather than on
what will help the farm achieve long-term objectives. Many farmers appear to rely heavily on
an intuitive approach to planning and decision-making. Periodically going through a
systematic process of strategic planning has the potential to sharpen the farm business
manager's intuition and, at the very least, carves out specific time periods for thinking about
where the business is headed and how to get there.
One objective of systematic strategic planning is to identify the desired future state of the
business. Examples of the questions that strategic planning should answer follow.
• What are the desired characteristics of the future business?
• What products will be produced by the future business?
• Who are the customers of the future business?
• What can the future business do better than its competitors?
• What will make the future business stand out as unique?

Purdue University is an equal opportunity/equal access institution.
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Outcome

A second objective of
systematic strategic planning
Figure 1. Relationship of current path to future goal
is to establish where the
current business strategy is
taking the business. If the
Goal
same things are done in the
same way, what they have
Gap
been doing, where will the
business be? If the current
path leads to the future
business, the farm business
Current Path
manager only needs to
recommit to existing
strategies. If there is a gap
TODAY
Time
between the current path and
the desired future business, the farm business manager must decide how to close this gap
(Figure 1). Revised strategies or new strategies must be formulated. In addition, farm
business managers will need to identify the factors that will be critical to the successful
implementation of the new strategic business plan. These factors will be important in
monitoring the progress of the plan as it is implemented.
A third objective of the systematic strategic planning is to recognize and explicitly state
any key assumptions about what the future may hold and upon which success of particular
strategic plans may hinge. These will be important when determining whether and how to
revise plans.

Steps in the Strategic Planning Process
Organizations need strategy to guide them in achieving objectives that ultimately fulfill
the vision and mission. The purpose of strategizing is determining how the farm business will
reach its performance targets, outperform rivals, find and maintain competitive advantages,
and build a long-term competitive position. The process outlined below for strategy
formulation begins with a careful analysis of a farm’s environment. This process is often
stimulated by the recognition that there is a need to improve performance, if there is a gap
between where is the business headed and where management would like to be.
Systematic strategic planning is usually taught as a series of steps (a process) that one
must work through in order to conceive a strategic business plan. Figure 2 depicts one author's
view of the process. Usually the steps in the process appear in a particular order, as they do in
the figure. It is important to recognize that the order of appearance is somewhat arbitrary,
because information considered at each point in the process may lead the farm business
manager to go back and rethink previous steps of the process. The basic steps of the process
are as follows
•

Develop a clear understanding of what should be accomplished in the business and
why.

•

Look outside the farm at the business environment in which the business operates in
order to identify potential opportunities and threats to the farm business.
2
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•

Evaluate the farm business to identify its strengths and weaknesses in terms of being
able to compete in its business environment now and in the future.

•

Review current strategies and evaluate new strategies that appear to fit the situation.

•

Develop a plan of action for implementing selected strategies.

•

Identify factors that will be critical to successful implementation of selected strategies
and methods for monitoring these critical items.

•

Recognize the assumptions underlying the selection of particular strategies.

Each step in strategic planning involves information gathering, reflective thinking, and
communication. Obviously, most farmers gather information, think, and communicate with
others on a continuing basis. An advantage of systematic strategic planning, as opposed to a
more piece-meal approach, is the balance struck among the different steps. Systematic
strategic planning, by its very nature, emphasizes the connection or inter-relatedness of the
steps in the process.
Figure 2. The strategic planning process
Visualize preferred
future state. Draft
vision statement.

Process starts
over.

Analyze strengths
and weaknesses.
Identify opportunities
and threats.

Monitor, revise.

Reflect on
purpose, values.
Draft mission
statement.

Implement action
plan.

Consider critical
issues.

Form action plan.

Determine goals and
objectives.

SWOT
SWOT is an acronym standing for Strengths, Weaknesses, Opportunities and Threats.
Using SWOT, the farm business manager strives to develop strategies that will allow the farm
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business to use strengths to capitalize on opportunities and deflect threats while minimizing
the weaknesses of the business.
To begin this internal and external scanning, the business needs to be broken down into
comprehensible “chunks.” It is useful to group similar parts of the business together into units
when thinking about the business. A strategic business unit is based on some important
strategic elements common to each of the parts being grouped. Essentially the farm business
manager assess what his or her business offers to its customers. The farm business manager
can answer this in a number of different ways. One way is to answer in terms of the resources
that are available for use. Another way is answer in terms of what markets the business serves
or the products that the business produces. For instance, the manager of a crop farm may want
to think of its commodity crops as one unit and its crops produced on contract as another unit.
Or the manager of the farm may think of its corn (commodity and contract) as one unit, and
its soybeans as another unit.
The first half of a SWOT scans the business itself to find those strengths and weaknesses
that the business has internally. These are things that the business can control, such as the
quality of employees or the type of machinery used. This step is focused on identifying what
and why the business is successful (or not).
Identifying the internal strengths and weaknesses of the business is a two-stage process.
The first part is to identify what the business does better than the competition. The second part
is to consider how the business does it better.

The What
The farm business manager should ask, “For the market that my business unit operates,
what is the business offering that makes it the preferred supplier?” The answer(s) the farm
business manager gets will be the reasons for success. These are the competitive strengths. On
the other hand, why don’t some customers buy from the farm? These are competitive
weaknesses. For instance a dairy may have the strength that it offers a product free of any
contamination, or a grain farm manager may be able to deliver a product to a customer on a
very short notice.

The How
The second part of the internal analysis is to look at the competitive strengths and
weaknesses and list the resources and capabilities that lie behind the strengths and
weaknesses. Resources are the physical assets that are used in the business. While they are
important, they are seldom the source of a sustained competitive advantage. Resources of the
same quality can often be accrued by competing businesses. Capabilities are the skills and
attitudes of the people in the business. Skills and attitudes are more difficult for competitors to
match. If capabilities are the source of a farm’s strengths, it will be easier to maintain the
strength as a source of competitive advantage. On the other hand, if capabilities are a source
of weakness, this may make it more difficult to improve. The dairy farm would be able to
offer contamination-free milk because of a strict cleanliness regimen. The managers of the
dairy farm are willing to consider a flexible delivery schedule because of an attitude that they
want to help their customers succeed.
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Farm business managers consider strengths and weaknesses from their own points of
view and from those of their customers. They should be realistic rather than modest. It is best
to be realistic at this stage, and face any unpleasant truths as soon as possible. As farm
business mangers are thinking, they should develop a written list similar to Figure 3.
Figure 3. Example strengths and weaknesses
Internal Strengths
Production competence
Good marketing skills
Human resource competencies
Appropriate management style
Appropriate organizational structure
Appropriate control systems
Good financial management
Well developed business strategy
Innovative products/services
Cost advantages
Good contacts/relations with clients
Special expertise
Adequate financial resources
Others?

Internal Weaknesses
Obsolete products
Rising production costs
Poor marketing plan
Inadequate human resources
Growth without direction
High conflict and politics
Loss of business direction
Sub par profitability because . . .
Vulnerable to competitive pressures
Below average marketing skills
Unable to finance needed changes in
strategy
Loss of business control
Others?

Before going on to the opportunities and threats in the SWOT analysis, farm business
managers should ask themselves if these are the resource and capability strengths and
weaknesses they want. Do they want to improve on these?
The second half of SWOT examines external factors in the marketplace for business
opportunities and threats. External factors are beyond the control of the business and might
include things in the general industry environment like the number of competitors or the
number of customers. The paper “Strategic Planning: External Environmental Scanning”
found in the Business Environment module contain a more detailed discussion of identifying
environmental changes that lead to opportunities and threats. Again, as farm business
managers are thinking, they should prepare a list similar to the examples presented in Figure
4.
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Figure 4. Example opportunities and threats
Environmental Opportunities
Expand core business
Exploit new market segments
Vertically integrate forward or backward
Provide services to other farmers
Enter new related businesses
Develop joint value-added ventures with
other farmers
Direct marketing to consumers

Environmental Threats
Likely entry of new large competitors
Slow market growth
Adverse government policies
Growing competitive pressures
Changing consumer tastes
New forms of competition
Downturn in economy
Rising labor costs
Rise in new products
Rise in clients’ bargaining power

The goal of SWOT is to identify internal and external factors that need to be accounted
for in the development of our farm business strategies. The lists of strengths, weaknesses,
opportunities, and threats will be important inputs to the additional tools of strategy
development discussed in other sections.
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