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Dear Mr. Binder:

We are pleased to enclose our report concerning the

Feasibility of Country Foods Project Expansion.

Yours very truly,
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INUVIALUIT  DEVELO~ENT  CONORATION

Ob I ectives
—

-. The

Country Foods

Feasibility Study of

Country Foods Project Expansion

I INTRODUCTION

objectives of this study were to assess the

as an independent business operation of the

feasibility of

Committee for

Original Peoples Entitlement (COPE) and discuss the alternatives available

to COPE of attaining this goal. The feasibility analysis considers only

the direct financial effects of expanded processing, retailing and

restaurant operations and does not include the secondary benefits to

suppliers.

For example, one of the Inuvialuit Development Corporation’s

(IDC) recent projects, the Musk Ox Sport Hunts - an enterprise expected

to gross over $500,000 this coming year - is dependent for its cantinued

existence on the Country Foods organization to market the meat from the

‘nun ts. Such indirect benefits are not included in this project analysis.

Background

IDC’S initial project grant in 1978 was for its Country Foods

project. This project was an inter-settlement trade and development

concept to provide traditional native food products to the various

communities in the Northwest Territories (WT). In the past two years

of its operation, Country Foods has grown into the first major native

int’er-settlement  trade organization in the North. In 1980 this business

reported revenues of S’37,585, including Special ARDA grants, with a

pretax profit of $8,753.

The four to six seasonal employees and a part-time manager

were paid from Special .WA grants ~r held dual positions in the COPE
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organization. Country Foods indirectly supports various occupations by

providing an outlet for the products of a number of native fishing,

hunting or trapping families. The cost of this indirect employment is

reflected in the purchase cost of the product.

—
-.

The rapid success of Country Foods, although gratifying, has

created some structural problems. Presently operated on an ad hoc basis

through COPE prmises with IDC personnel, Country Foods has grown to the

point where specific facilities, trained personnel and an appropriate

organization are required to best serve COPE and the people of the ~.

In its present form, Country Foods’ primary market area is the

Inuvik local region and secondly, the institutional trade in Yellowknife.

Other than Yellowknife there is little inter-settlement trade with the

eastern Arctic. All products sold are basically wholesaled with a

minimum of labour input or value added. This lack of “processing” or

packaging does not attract all potential customers and precludes extensive

product movement between ~T communities.

The mainstay products for present sales are char and caribou.

Other products are reindeer, fish and small amounts of other country-

type foods such as muskrat and rabbit. Yusk ox has been tested locally

for two years and experience has shown that while it has sold, it moves

slowly in whole carcass or large portion form. A market development

program is presently underway through a separate General Development

Agreement (GDA) grant. Preliminary results of this program indicate

considerable demand for smaller and better packaged cuts of musk ox.

The COPE operated fish processing plant is scheduled to begin

pilot operations this year. In conjunction with this operation, Country

Foods will be able to offer a larger variety of retail packaged fish

products. The successful development of the initial phase of the Country

— .
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Foods project has demonstrated that it could become economically viable

and that it has community acceptance. The impetus is now toward continued

development. The intention has always been to turn this project over to

IDC who would put it on a self-sustaining commercial basis with proper

facilities. In June 1980, IDC requested financial assistance from GDA

to examine the feasibility of expanding the Country Foods operation.

This assistance was granted in late Mrch 1981 and IDC retained Foodwest

— Resource Consultants, now merged with the management consulting firm---
Price Waterhouse Associates, to undertake this assignment.

This study examines the feasibility of establishing an independent
,., Country Foods operation with its own facilities and staff. Following

discussion with IDC personnel, Price Waterhouse Associates have analyzed

an &xpanded project with two related but distinct facets: a processing

and retailing operation (butcher type store) and a country foods specialty

restaurant. In both operations, however, the basic premise of encouraging

wider access to country foods and economic development of the native

sector has remained intact.

II CONCEPT LND OPERATIONS

The concept of Country Foods expansion through a processing/butcher/

retail operation coupled with a restaurant is probably novel. As the

objective of the Country Foods program is to increase the supply and

availability of traditional native food products to NWT residents, the

restaurant concept may be questioned by some. Xany Inuvik residents are

not familiar with the preparation or flavour of indigenous foods, particularly

when prepared in a native fashion. A small restaurant specializing in

this “native cuisine” would introduce both residents and visitors to

country foods while satisfying the desires of local native people to be

able to eat local traditional foods in a restaurant. me restaurant

will provide job training for local people  and will purchase country

foods from the processing/retail establishment. If successful, this

concept could be expanded to Yellowknife and other communities.

——
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Butcher Shop

The butcher shop enterprise will be a direct extension of

current Country Foods operations encompassing both a processing area and

a retail shop. This butcher shop will sell both locally and to any of

the communities in the Arctic desiring products. The activities of the

butcher shop will include holding of whole carcasses or prinal cuts,

thawing, cutting, grinding, wrapping and storage. The butcher shop will

conduct over the counter retail sales and prepare and ship products to

other communities. It is expected that Country Foods’ sales will increase

dramatically through tiproved advertising, product handling, smaller

sizes of packages and presentation of Froduct in a more familiar form

such as steaks or roasts.

Products carried in the butcher shop will include all of those

available today through Country Foods plus a variety of additional

items. Red meat products such as musk ox, caribou and reindeer will be

cut and sold as roasts, steaks, stew meat and hamburger. A small portion

of the meat will be sold in quarters to satisfy present customers’ needs

but this type of sale will be minimized. The advantage of further

processing will be that far less waste will exist as heavy parts such as

musk ox necks may be boned in the field with the meat to be processed in

the plant.

Growth of fish sales will rely on the non-char species. The

quota of Paulatuk and Aklavik char has been reached. It is possible

that some extra char supplies may be available from Cambridge Bay.

Other types of fish will be obtained from the new fish processing plant

in processed form. Whitefish and other species will be sold frozen,

dried or smoked. It is expected that sales for these products will

increase with better packagir.g and some further preparation.

The butcher shop will also ?rocess and sell a variety of other

native food products such as muskrat, rabbit (either whole or cut up)

and berries.
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The current Country Foods operation has received numerous

requests from other communities in the ~T for products in a properly

packaged form or in cut up identifiable parts. The butcher shop operation

will not handle any of the domestic meat products presently sold through

other food outlets in Inuvik. Existing butcher shops were interested in

selling some packaged country foods but not in preparing them.

Restaurant
—

,..

.

‘. >

The concept of the Country Food-s restaurant is an extension of

the basic goals of the original Country Foods project: that is, country

style foods should be more freely available to the community. The

restaurant would sell country style foods cooked in a traditional manner

thus promoting a greater awareness of traditional native culture among

the southern oriented urban dwellers, whether native or white.

There are presently four full-semice and three take-out or

lunch-only restaurants in Inuvik. For a town based population of

approximately 3,000 this is more than adequate. However, the Country

Foods restaurant will be unique in its menu and presentation. This

restaurant will compete, obviously, with existing ones though it will

also serve a new market. Limited interviews indicate that this service

is expected to have an appeal to the tourist market and to Inuvik residents.

The restaurant will operate 5 days per week serving lunch and

dinner. It is expected that the restaurant will obtain a beer and wine

license. There will, of course, be seasonal fluctuations in food sales

reflecting tourist arrival and this has been accounted for in the financial

model.

The restaurant menu has not been determined in detail at this

time. However, it will contain all of the traditional country foods

that would be sold through the retail outlet prepared both in the native

manner and in specially developed recipes. The preparation and presentation

would, of course, ‘nave to be such that it would appeal to the potential
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customer base. The decor in the restaurant would be conducive to attracting

tourists and local customers. An example of a restaurant similar to

this that was successful in Vancouver is the Mukamuk.

III APPROACH

Data was collected through interviews with IDC and COPE personnel,

Inuvik residents and merchants, WT government officials, butchers and

meat processors. A literature search was undertaken to provide technical

and processing information. Financial analysis was based on a Price

Waterhouse computer model that projected income statements, balance

sheets and cash flows for the two alternatives over three years. Assumptions

for this model were drawn from our own familiarity

and the i~terview data.

Data pertaining to present supply/demand

with the food industry

factors, sales and

finances came from COPE and IDC’S own files. Information regarding game

and fish quotas came from the NT Department of Renewable Resources and

federal Department of Fisheries and Oceans respectively. Local health

and municipal officers w-ere specifically consulted regarding regulations.

The town planning recommendations and development proposals

discussed in the Inuvik General Plan, Background Report by Under~ood

McLellan Ltd., March 1981 were studied with care. It is obvious that a

permanent Country Foods outlet would have to be centrally located if it

is to effectively supply country foods to local residents and tourists.

Population growth estimates for Inuvik vary considerably and we have

chosen the most pessimistic (done by the ~~ government) of 2,865 in

1981 rising to 3,900 in 2001.

Several alternative methods of expanding Country Foods were

identified as possible, given the operational requirements and locational

constraints that exist. Discussions with IDC representatives regarding

financial capability and commitments, as well as COPE needs beyond this

project, allowed us to concentrate on two major alternatives.
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ALTERNATIVES
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The town of Inuvik has many potential sites for a small food

processing and storage plant. However, the concept of a financially

successful Country Foods operation is based on considerable local sales

to both residents and tourists as well as expanded inter-settlement

trade. Sites that will maximize this local direct sales business are

not plentiful.

According to the Undemood McLellan planning study many

residents walk rather than drive about town. The majority of businesses

are located in a short three block area of Mackenzie Road as shown in

Figure 4.1 and Figure 4.2. The planning study offered several development

alternatives, all retaining, beautifying and emphasizing this downtown

core. It was, therefore, agreed with IDC that a Country Foods operation

would have to be located in this downtown core.

The downtown plans recommend street widening and provision of

sufficient parking, thus these were considered in site selection. If

carefully marketed, the potential of tourist sales through the store and

restaurant is thought to be high. The planning study estimates over

2,200 tourists

downtom core.

Site

possibilities,

of the lot and

in 1981 all of

selection also

ease of access

capital costs.

whom may be expected to pass through the

required consideration of future expansion

by customers and delivery trucks, terrain

Using the above criteria, two alternative sites on Mackenzie

Road in the downtown area were identified (Figure 4.1 and 4.2).

Alternative 1

This alternative is based on the purchase of the

land (Lots 1-5, Block 20, Plan 228) adjoining the Northern

section of

Images Craft

Shop . The lot is approximately 18,000 square feet with a significant
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embankment. The property would require extensive land fill to bring it

to grade. An appropriate building would be constructed.

COPE has had an unofficial option on this undeveloped land for

several years and would be able to obtain the property at a price of

$102,000. According to local sources, the amount of fill needed for

this property would cost approxtiately $25,000. Recent building costs

in Inuvik are estimated at $90 per square foot thus the proposed 5,000

square foot building would cost $450,000.. The total cost of land and

building (fully serviced) would be $577,000.

A significant advantage of this location is that it lies

beside the Northern Images Craft Shop and across the street from the

Territorial Liquor Store, placing it in a major traffic flow pattern for

both tourists and local residents. Other advantages are that new building

construction will allow maximum freedom of planning in operation layouts

and the total cost would be lower than that of the second alternative.

Increased inter-settlement trade is a key goal of Country

Foods thus an expanded operation will require good facilities for movement

of incoming goods and outgoing products. This site does not lend itself

well to truck access nor does it have sufficient level road parking for

local customers. It would be useful to have expansion capability in

future in case the fishing, or other projects, become feasible.

Alternative 2

In the midst of this study COPE was offered the option to buy

the existing theatre building (Lot 41-6, Block 20, Plan 565). Consideration

of the costs involved in the purchase and renovation of this option near

the Nackenzie Hotel showed it to be a viable alternative.

There are approximately 42,000 square feet of fairly level

terrain on the property with access from two roads to the building,

—
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over 5,000 square feet as it stands. Significant renovations

to convert the 20 year old structure from a theatre to a

butcher shop and restaurant. Although not yet engineer approved, local

contractors who have looked at the building and its plans agree that

this is possible and that in the renovation process a second storey

(rather than a false ceiling) could be built at a minimal extra cost.

The basic building itself appears structurally sound. Therefore, after

renovations are completed the building would be a two-storey  structure

containing 9,000-10,000 square feet of useable space. The expanded

Country Foods project would use a maximum of 5,000 square feet and the

remainder could be rented as office space. In this regard, secured

rental agreements can be obtained for office space from IDC, COPE, Delta

Taxi Services, and other businesses. Part of the building is presently

rented to retail establishments.

The present owner of the property, Mr. Bennet, has offered it

to COPE at $370,000. Complete renovation costs have been estimated by

local contractors at approx<hately $450,000. If this alternative is

chosen, engineering studies will be required to confirm the building’s

structural soundness. At that time detailed drawings would be prepared

and precise conversion costs would be documented by the engineers. For

purposes of this preliminary analysis, $450,000 for conversion has been

used. The total cost, therefore, would be $820,000.

This location has several advantages. Freight access is

excellent. Being across from the “Igloo Church” and other attractions,

and having the Tourist Advisory Committee presently renting office space

by the theatre should make this a good tourist site. The initial costs

are somewhat higher, but the added income from office space will compensate

for assuming a building larger than Country Foods’ initial needs. This

site is ideally located at the eastern entrance to downtown and camot

be missed by the 1,000 plus tourists who arrive via the Dempster Highway

annually. Parking is a real asset at this site.
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HAPPY ‘/ALLEY - aresencly  t h e  Town’s camu-site  for tcuris=, this is one of  the sites O f
early [nuvik s e t t l e m e n t . ?:ople roved here from the delta and 1 i ved in frame tents.

C.o a :.  - - - - - Headquarte=  Of the CO~i  tte= fOr Origl  nal Peep leS 6nti tle~nt.
Countrj foods are sold here.

F?RST COCK  - Site of the  fimt Inuvik dock. Northern Transportation CO. Ltd. (~TcL)
‘m load and unload 3 miles ‘down nort!t’  along  Lhe East  Channel.

PO!iZR PNT & STORAGE TANKS - Northern Canada ?uwer C~ission (NCPC) diesel
qeneratlng piant. ~he ucil idor (above ground oipes) originates nere, amviding
wasar,  heat and sewage sarvices to most homes in [nuvik.

OLICK LAKE - Muskrats l ive al l  year ‘round in this lake, while dllcks may be Se?n
here during t!!e Smer.

BOAT ?ENTALS and YARINA - Take tiw out to travel  our myriad watemays..-
APAR~ENTS  - 9oot Lake Aoarmnts on the right, built by [nuit Taperisat of Canada (17C)

are leased to the Territorial Government. On the left are units built  by the
Federai  Government.

RESEARCH U80WTORY - ~nis facillty was established in 1964 as a base for scientists
w o r k i n g  In me nor*. Under the teeoee mof, a cosmic ray counter transfers
information to Chalk Rfver, Ontario. ::any northern books are i n the reference
1 ibra~ and i f you are interested in data about this region you should inquire here.

SCUL.~URE.  - John Ofefenbaker.  then Prfr.e  Htnister of Canada, dedicated this  scuipture,
symooi ic of the three resident cultures, in 1961.

CHURCH OF THE ASC~SION  - This Anglican Church, i n addition to regular services, holds
a service In ESKIMO eve~ Sunday at 3:00 ?H. Tne soecial al tar cloth was headed by
El{ zabeth  Gresnl and. Across the ffeid behind che church is STRINGER HALL. Unti 1
1975, this hos-~l  accommodated students. but higner 9rades nave now oesn establ i shed
in many of the settlement schools. Frank Peake has wri tten a biogrenhy  Of

BlshoP Stringer entitled “The Bishop Who Ate His Boots”.

SIR ALEXANOER MCKENZIE SCHOOL - built by. the Government of Canada. and opened in 1959.
Aopmxlmaceiy  J50 students  a t tend c!asses  fmm  kindergamen  to g r a d e  s i x .

9ROTHER ‘ S e4ROEN  - affi - that gardening north of the Arctic Circle is possible.
Cesol te cne snort growing season, forty-seven days of possible 24-hour sunshine
encourages rapid grawch.

GROLLI  E3 HALL - a student residence, n a m e d  after an early CaLholic  3ishoP,  Uo to
250 students  can be accomnaciaczd here.

FAMILY MALL - Sullt by the Roman Cathol  ic Church as a faci l i ty for public
soclai gatherings.

OUR LADY OF V t CTORY CHURCH - &esjgned and built by the late Father  Adam, thl S StrU~.Ure

or unusual aeslgn  rests firmly on a g r a v e l  P a d . Most builainqs are an tiles to be
above the permafrost.

:{ORTHEW  [:.KGZS  - is a craft store offering a ‘#ide selection of Inuit and Indian
arts and crafts from across c!’Ie ilorthv~esr. 7erri tories.

THE CENTE!!NIAL L!3RARY - was apened in 1?67 and circui atss  aver 1,000 books monthly.
Tobrlst  lnformaclon is available here.

SAMUEL HEARr!E  SECONOARY  Sf~ - seines aporaximately 4f10 students in grades 7-12.
Stuaencs are encouraged to continue their educatian tnrnu9h  ful lY sPonsored oM9rams.

TOW HALL - Opened in 1976, this comolex houses the Town .affices. ‘with council Cha~e=
uostalrs. Also  located nere is L$e Fire Hall , manned by a full time Fire Chief, wi cn
a crew of voiunceer  firefighters.

sEYtmER’  S STORE - an interesting stare that resembles a trading past. Slim i s  a
free trader, siill buying and selling furs.

IN&~~O HALL - Feiendsnio  Cent~. built ky log craftsman Alan Cricn. Visitors welcome.

l’OW A12STRIP - C h a r t e r  flights and private aircraft use this strip for trias ta and.
‘ r i d i n g  sertlemencs.

Original p~gared as a comuni  ty service by the University ‘Wamen  J S Club.
Revision by Town Recreation ~oard.
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V PLANT ~ RESTAURANT ~QUIR~NTS

A3.though  plant production is phased in over three years, the

facilities and equipment recommended are sufficient to process with ease

the 155,000 lbs. of product in year 3.

Processing steps to be performed include:

.

.

.

.

.

.

.

.

Receiving - whole or part carcasses

- frozen or fresh

Freezing

Frozen and refrigerated storage

Cutting frozen or thawed product

Slicing, tenderizing, patty making, grinding,

Smoking

Packaging

Retail display

stuffing

A suggested plant layout is shown in Figure 5.1. A list’oi

major equipment is,shown below. Items shown with an asterik are airead]

owned by COPE and have not

This cost includes freight

. 12’ Self-contained

. Cylinder scale

. Receiving scale

. Walk-in cooler

. Walk-in freezer

. Tenderizer

. Grinder*

. Slicer

. Sausage stuffer

. Patty machine

. Smoker

. Band Saw*

been included in the cost estimate of $40,400.

to Inuvik from Edmonton.

senice meat case

-—
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. Heat seal machine

. Cash register

. Preparation table

. Double stainless steel sink

. Accessories - i.e., trays, cutlery, handsaws, scrapers,

thermometers, etc.

The restaurant will have a capacity of 40 seats and sufficient

accessories for that many customers. All normal activities of a full

service restaurant are accounted for and will require the following:

.

.

.

.

.

.

.

.

.

.

.

Gas range and hood

Two deep-fry sets

Steam table

Two soup warmers

Dishwasher

Commercial size refrigerator

Cash register

Fire extinguisher system

Tables and Chairs (40 seats)

Place settings - i.e., cutlery, plates, glasses, etc.

Accessories - i.e., pots, pans, kettles, cooking utensils,

coffee machines, linen, etc.

The restaurant layout is shown in Figure 5.1. The cost of

restaurant equipment is estimated at $39,600 FOB Inuvik.
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VI ASWTIONS FOR THE MODEL

Based on interviews, review of previous country food sales and

costs, discussion with meat processors and our own food industry experience,

a set of assumptions for the financial model were developed. These

assumptions were critiqued by IDC personnel experienced in Country Foods

operations. In all cases, we have chosen to use the most conservative

-. estimates of markets, yields and growths.

Market

The market has been interpreted as all of the Northwest Territories

although it will be concentrated in the Western Arctic region and Yellowknife.

It is asswed that the market will expand due to better product presentation

and pactiging. Sales have been predicted by extrapolating the present

sales and the unfulfilled demand as determined by the present Country

Foods operations. Except for musk ox and non-char fish products, ‘we

expect the demand to always exceed supply.

Pricing

The raw product and retail prices are FOB Inuvik. Prices and

costs are held in constanc 1981 dollars for che model and are based on

~faY 1981 Inuvik retail prices for country foods and comparable beef cr

fish products. All sales prices are set at less than comparable domestic

meat products such as beef or chicken.

Restaurant

.Assumptions for the restaurant are as follows:

. Open 5 says weekly (based on advice of client and local

restaurateurs) .

. i~ill be licensed to sell beer and wire, which will be

se~7ed only with meals.
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. Average daily sales will be 25 lunches at $5.00 each and 30

dinners at $17.00 each (there wili be seasonal fluctuations).

These prices are well in line with restaurant prices in Inuvik.

. There will be a 10% increase in volume per year.

. There will be seasonal fluctuations which are shown in the

monthly income statements in Appendix 2.

. The dollar value of restaurant purchases as shown in the Append&.—
are based on

figure for a

Individual Products

38% of sales which is a reasonably accepted

small restaurant of this type.

As illustrated in Tables 6.1 and 6.2, the Country Foods operation

‘will sell a variety of products including: musk ox, caribou, char,

trout, whitefish and rabbit. Small amounts of muskrat and berries will

also be marketed. The seasonal fluctuations in supply and inventory, as

shown in Appendix 1, were accounted for in the financial model.

Variations in supply and sales are critical to the financial

success of the Country Foods enterprise. Supply is fixed by quota for

some products such as char and trout but could have wide variations for

musk ox and caribou, the two most important items to be sold through

Country Foods.

Price Waterhouse did not conduct a market demand analysis but

relied on information from IDC who estimated demand based on current

sales, their own discussions with various communities and comments from

present customers. Prior to investment in Country Foods expansion, IDC

will require assurances from the ~T Department of Renewable Resources

that it can maintain the harvest of 500 musk ox and 270 caribou required

from year 3 onwards.
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At the present time musk ox and caribou are sold in ltiited

quantities as either whole or quartered product. The demand for such

large size meat items is limited and the majority of area residents are

interested in buying consumable size quantities that will fit their

methods of storage. It is also more suitable to limited budgets to be

able to buy on a weekly need basis.

The marketing mix of the products is most important in dealing

with musk ox and caribou as the sales value and costs of operation must

be calculated on a combination of

presents, in the case of musk ox,

and total value of the carcasses.

for caribou which will be sold in

form.

It

caribou will

part, to the

cut-up and whole product. Table 6.3

the calculation of the cut up percentages

A stiilar calculation was conducted

both the cut-up and whole or quartered

should be noted that, by comparison with beef, musk ox and

have more waste and a lower percent of fancy cuts due, in

smaller carcass size. Musk ox average 180 lbs. dressed

because of the mix of mature and immature animals. Table 6.4 illustrates

the sales assumptions for the three years. This gives a blended value

of musk ox sales in the large and smaller cuts. Table 6.5 illustrates

the sales assumptions for caribou.

Quantities of char from both Paulatuk and Aklavik are fixed by

quo ta. The trout referred to are lake trout and the 11,000 pounds

reached in year 3 is less than 50% of the area quota. IWitefish is used

as a generic term to encompass all non-char or trout species but will

consist mainly of broad and humpback whitefish. The whitefish will be

sold as frozen whole, filleted dried or smoked product.

It is estimated that rabbit should sell at below chicken

prices and should have a ready acceptance through the country foods

operation. There has been a steady demand for rabbit but lack of proper

facilities has not encouraged purchase of the product by Country Foods.

--
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T.4BLE 6.1

I
PURCHASES OF UW PRODUCT

Product $/lb. Year 1 Year 2 Year 3
lbs. lbs .Value$ ._ Value$ / lbs. Value$

-. 1<
\Lb 36,000 42,120 7-’ ‘72,000

13,680 12,312 21,360

3,000 2,700 4,400

10,000 20,000 10,000

2 ,000 3,000 2,000

5,000 10,000 8,000

10,000 7,500 12,000

8,000

~4,~4(3 ‘ 90,(300

19,224 32,400

3,950 6,750

20,000 10,000

3,000 2,000

16,000 11,000

9,000 15,000

12,000

Musk OX 1.17

Caribou .90

Rabbit .90

Char (Paulatuk) 2.00

Char (Aklavik)J:;--l.50

Trout 2.00

Whitefish .75

Other

105,300

29,160

6,075

20,000

3,000

22,000

11,250

16,000

I
— I

,

I,,.,

I
(..

I
$212,785$167,414TOTW $105,632

‘1
1.

!

I TABLE 6.2

!
SUES OF FINISHED PRODUCTi

‘. . Year 2
Value+

Product $/lb.

Musk OX 2.02-2.07

Caribou 2.25-2.44

Rabbit 1.97

Char (Paulatuk) 3.46

Char-(Aklavik) --- 2.47--

Trout 3.46

whitefish .95

Other

Services

TOT.~

Year 1
lbs. Value$

Year 3
ValueSlbs.

63,000

16,800

4,080

10,000

2,000

6,875

11,250

lbs.

85,500

27,000

6,375

10,000

2,000

9,875

13,875

36,000 72,720

14,400 32,400

3,060 6,028

10,000 34,600

‘-2,000 4,940

5,000 17,300

10,000 9,500
,’J . ..)
9,960

~960

129,780

40,992

8,038

34,600

‘47940

~3,787

10,687/ / ..-;
‘11’,940

176,905

63,990

12,559

34,600

4,940

34,167

13,181
.: .
19,320

i3,244/ ““17,3
‘\. / i., -.,

‘\

$197,&08

I
&

SOURCE : Quantity of purchases and potential sales based on information from IDC.
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TABLE 6.3

TO BEEF CO~ARISON
(Cut out estimates and retail prices FOB Inuvik)

1-
Carcass Weight

I
.1 Front/Hind %

Retail Cuts:
-: I -.

I

I
f“

!

I
~.

\

I

I

LIALLU

Roasts (round, rump)
Sirloin
Steaks (porterhouse,

T-bone)
Stewing, Ground
Waste

Front

Rib Roast
Braising Ribs
Roasts(crossrib  ,chuck
Brisket
Shank
Stewing, Ground
Kaste

Heart, Liver
edible offal

Total Cut-up Value

‘fiole or Quarters:

Hind
Front

Total Side Value

Beef

500 lbs.

53/47

~

26.1
16.8
13.0

20.1
24.0

$/lb.
Retail Price(l)

4.15
5.29
5.49

2.65

,00.0

10.8
3.7

26.3
5.3
1.9

29.8
22.2

5.50
3.00
3.59
1.79
1.79
2.65

.00.0

2.4

Musk Ox

%—

20

\ 25

25
30

100

10
4

25

? 35

26

100

180 lbs.

60140

lbs . $/lb.
Yield Retail Price

14.4

18.0

18.0
21.6

72.0

10.8
4.3

27.0

37.8

~8,1

108.0

3.5 6.25

40
60

180

72
108

180

3.75

4.50

1.89

4.90
1.50
2.70

(boned)
1.89

1.00

2.11

~.~o
1.~8

1.77

Total
Value

$ 54.!)0

81.00

34.02

$169.02

52.92
6.45

72,90

71.44

$203.71

$ 6.25

$378.98

$158.40
159.84

$318.24
— .

(1) Beef retail prices May, 1981 Inuvik.
Source: beef CUE outs - Beef Inforination  Centre



—

Price
Waterhouse
Associates -21-

TABLE 6.4

SALES ASSMTIONS - ~SK OX

Year Type of Sales

1 Whole or Quarters
Retail Cuts

2 Whole or Quarters
Retail Cuts

.,

I
3 Whole or Quarters

Retail Cuts

I

,-

Number Suld

50
150

200

50
350

Carcass Value

$318.24
378.98

.$318 .24
378.98

400

50
450

500

$318.24
378.98

Annual Revenue

$ 15,912
56,847

$ 72,759

$ 15,912
132,643

$148,555

$ 15,912
170,541

$186,453
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TABLE 6.5

SALES ASS~TIONS - CARIBOU

1 Whole or Quarters:
Hinds
Fronts

Retail Cuts:
Hinds
Fronts
Necks (ground)

Number Sold

100
75

20
45
75

Carcass Value

$235.80
140.00
92.80

327.28
152.28
175.00

7.50

Annual Revenue

$14,000
6,960

3,046
7,875

562

Total $32,443

2 Whole or Quarters:
Hinds
Fronts

Retail Cuts:
Hinds
Fronts
Necks (ground)

100
75

100
125
75

$235.80
140.00
92.80
327.28
152.28
175.00

7.50

44,000
6,960

15,228
~1,875

562

Total 200 $58,625

2 Whole or Quarters:
Hinds
Fronts

Retail Cuts:
Hinds
Fronts
Necks (grcund)

100
75

zoo
225
75

$235.80
140.00
92.80

327.28
152.28
175.00

7.50

Total 300

14,000
6,960

30,456
33,375

562

$85,353
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Labour Costs

~..

-.

Labour costs have been calculated on the basis of the following:

. Annual salaries are based on a five-day work-week with any

positions over eight hours per day assumed to be one full-time

. A

worker and one part-time worker.

Manager at $10 per hour for seven

in year one, and allocated 60% to

the restaurant.

hours per day would be hired

. An Assistant Manager at $6.50 per hour

the butcher shop and 40% to

would be hired in year three to take

the butcher shop.

for eight hours per day

over direct management of

. An Apprentice Butcher at $6.50 per hour for seven hours per day

. A

. A

. A

. A

would be hired in year one.

Clerk for the butcher shop at $5.50 per hour for seven hours

per day would be hired in year three.

Cook for the restaurant at $10 per hour for ten hours per day

would be hired in year one. Duties would include day-to-day

management.

lJaitress at $5 per hour for ten hours per day would be hired

in year one.

clean-up person at $5 per hour for seven hours per day would

be hired in year two. Time would be allocated 677: to the

butcher shop and 33% to the restaurant.

. In summary, total staff would be as follows:

Full-time Part-the

Year 1

Year 2

Year 3

4 2

5 2

7 7

——.
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Operating and Maintenance Costs

The figures used in the model are based on a charge of $2.24

per square foot for operating costs, including power and fuel requirements,

and $1.34 per square foot for maintenance costs. These costs are based

on figures published by the ~ Department of

adjusted to 1981 price levels. Random checks

cowunity have confirmed these estimates.

Depreciation
.—

Economic Development,

in the Inuvik business

Buildings are depreciated on a straight line basis over 20

years and equipment is depreciated stiilarly  over 10 years.

Municipal Taxes

Taxation on the enterprise was based on the 1980 mill rate of

26 for all three years of the projection. In each case, the mill rate

was applied to the cost of acquisition, not the present assessed value

as a new assessment would have to take place w-hen construction was

completed. This

annual taxes.

Miscellaneous

Office

format necessarily, to some extent, overesttiates

supplies, advertising and promotior.  and transportation

costs have been estimated on a percentage of sales basis taken from

current operations of the Country Foods project. The cost of packing

materials and supplies for the butcher shop is based on the percentage

of such costs to sales as reported by other meat processors.

Contribution from Office Rental

Rental of excess office space in Alternative 2 has been costed

at $10.00 per square foot as “other income” in the model. In order to

make the alternative comparable, the maintenance, operating and depreciation

costs of the rental space was subtracted from the rental income prior to

its inclusion in the model.

———
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Project Capital Costs and Source of Funds

In both alternatives working capital was initially set at

$75,000. The following cost and funding assumptions were used.

Prolect Costs

Alternative 1 Alternative 2

Building $450,000 $220,000(1)
Fill 25,000
Renovations 450,000
Engineering and Design 40,000. 40,000
Equipment 80,000 80,000

Total Building and
Equipment Cost 595,000 790,000

Land (4) 102,000 150,000(1)
Working Capital 75,000 75,000

TOTAL FUNDS REQUIRED S772,000 $1,015,000

Source of Funds

Alternative 1

Equity: Land(5) $102,000
Cash 54,400

Shareholder Loan(2) 452,429
Mortgage(3)
Grant(6) 163,171

$772,000

Alternative 2

$150,000(1)
53,000

445,079
155,000
211,921

$1,015,000

(1) In Alternative 2 the price quoted was $370,000 for the land and

building. We have assigned S150,000 of this to land value for t’he

purpose of this exercise.

(2) Shareholder loans would be made by COPE at 16% interest.

(3) The theatre building has a $155,000 mortgage at 6% interest assumable

by new purchaser.

(4) Land is separate for purposes of grant calculation.

(5) Equity has been set at 20%. Land is considered part of equity for

this purpose thus COPE will contribute $156,400 and $203,000 equity

in Alternatives 1 and 2 respectively, as veil as the required

shareholder loans.

(6) Grant calculation (G.D.A. or Special ARDA funds):

.25 (capital cost) + .15 (average wages and salaries :~ear 1 and 2).
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VII RESULTS OF THE FINANCIAL MALYSIS

Operating Profits

The assumptions described in the preceding chapter were used

to develop the financial model for which details are set out in AppendLx

2. The Appendix shows the monthly balance sheets and income statements

for Alternative 1 and 2 for each of the first three years of operation.

These details are briefly summarized in Tables 7.1 and 7.2. All of the

information is set out in 1981 dollars and no allowance is made for

inflation.

Alternative 1 shows an operating loss

$39,000 and $20,000 respectively. In year 3 an

in years 1 and 2 of

operating profit of

$15,000 is achieved. Alternative 2 indicates operating losses of $31,000

and $11,000 in years 1 and 2 and a profit of $30,000 in year 3.

Thus based on the assumptions made, both alternatives appear

to have the potential to make a profit contribution, but not until the

third year of operations.

Return on Investment

As a guide to the investment decision, the level of earnings

must be related to the amount of the initial investment. This requires

a calculation of cash profits, as opposed to accounting profits which

are net of non-cash itms. The calculation relates the annual cash

return to the initial cash investment and expresses the result as a

“return-on-investment”. The concept of return on investment is similar

to the concept of interest on a savings account, and is expressed identically,

as an annual percentage rate.

Both alternatives were analyzed from the viewpoint of return-

on-investment. In each case the cash returns were adjusted to reflect

inflation at the rate of 12;: per year. The cash returns for year 4 and

beyond were assumed to be identical to that of year 3. The calculations

were performed for 20 years. Income ta:ces were not included in the

calculation as their tipact would not be substantial because of the

effect of capital cost allowances.
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TABLE 7.1

ALTERNATIVE 1

SUMMARY INCOME.STATEMENT
(In $000’s)

Year 1 Year 2

$ 362 $ 462

254 335

$ 108 $ 127

$ 147 $ 147

(Loss) (39) .(20)

Total Profit (Loss) $ (39) $ (20)

Total Net Assets

Capital:

Short Term Debt
Mortgage
Grant
Equity

SUMMARY B~NCE SHEET

Retained Earnings

(COPE)

Year 3

$ 574

415

$ 159
=

15

$ 15

(In $000’s)

Year 1 Year 2 Year 3

$

$

738 $ 704 $ 691
_ -

458 $ 444 $ 416

163 163 163
156 156 156
(39) (59) (44)

$ 738 $ 704 $ 691

—.
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TABLE 7.2

ALTERNATIVE 2

SUMMARY INCOME ”STATEMENT
(In $000’s)

Year 1 Year 2 Year 3

$ 574
-.

Total Sales $ 362

Cost of Sales 254

$ 462

335

$ 127

415

$ 159Gross Margin $ 108

Operating Costs $ 148

Operating Profit (Loss) (40)

Other Income 9

$ 147 $ 143

16

14

(20)

9

$ (11) $ 30Total Profit $ (31)

S~Y BALA.NCE SHEET
(In $000’s)

Year 3

$ 904

Year 1

$ 971

year ~

$ 928Total Net Assets

Capital:

Short Term Debt (COPE) $ 455
Nortgage 131
Grant 212
Equity 203
Retained Earnings ~)

$ 448
106
212
203
(41)

$ 421
79

212
203
(11)

$ 971 $ 928 $ 904

—.—
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Tables 7.3 and 7.4 show the summary cash flow data for each of

Nternatives  1 and 2 respectively. The calculations indicate that the

before tax return-on-investment would be over 30% for each of the two

alternatives. In both cases these returns are higher than the annual

rate of interest required to finance the projects.

While bcth alternatives appear to be capable of producing an

attractive return on the capital invested, the return-on-investment

approach does not result in a marked preference for either one.

. .

. .

. . .

-–
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TABLE 7.3

S~Y CASH FLOW

Alternative 1
(In $000’s)

Year O Year 1 Year 2 Years 3-20(1)

Profit (Loss) per
income statement $ - $ (39) $ (20) $ 15

Add : Depreciation 34 34 34

Interest 73 72 70

Cash flow from operations
before financing charges - 68 86 119

Investment:

Equity and loans
Less: Grant

Xet Cash Flow

Inflated at 12%

Before Tax Return
on Investment:

$(772) -
163

$(609) $ 68 $ 86

$(609) ; 76 $ 108
- -

30.8%—

$ 119

(1) It is assumed that operations will stabilize in year 3. The only

changes in Net Cash Flow thereafter will be inflationary increases,

which are assumed to affect revenues and expenditures evenly.
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TABLE 7.4

SUMMPXY CASH FLOW

~ternative  2
(In $000’s)

Yezr O Year 1 Year 2 Year 3-20(1)

Profit (Loss) per
income statement $ - $ (30) $ (11) $ 30

Add : Depreciation 43 43 43

Interest 81 80 76

Cash flow from operations
before financing

Investment:

Equity and loans
Less: Grant

Net Cash Flow

Inflated at 127<

Before Tax Return
on Investment:

charges - 94 112 149

$(1,015) -
212

$ (803) $ 94 $ 112

$ (803) $ 105 $ 140
=

30.2%

$ 149

$ 212

(1) It is assumed that operations will stabilize in year 3. The

only changes in Net Cas’n Flow thereafter will be inflationary

increases, which are assumed to affect revenues and expenditures

evenly.



Price
Waterhouse
Associates -32-

VIII CONCLUSIONS LW

The conclusions are based

which are set out in Section VI and

contained in the preceding chapter.

(

RECOMME~ATIONS

~n the assumptions

the results of &he

These assumptions

with IDC prior to use in the model to insure that they

used in the model

financial analysis

were discussed

were consistent

with the experience of the operators of Country Foods and the objectives— -. .—
of DC. In summary the key qualifying assumptions are:

[
i’

.

.

.

.

.

Product supplies and sales as forecast by IDC can be achieved.

These supplies are particularly critical for musk ox (500 per

year) and caribou (270 per year).

The theatre building, Alternative 2, is structurally sound and

renovations do not exceed $450,000.

That secured agreements can be obtained for space rental in

Nternative 2.

That COPE is prepared to invest sufficient funds to provide

equity capital and to make the necessary short-term loans as

shareholders that each of the alternatives requizes.

Inflationary changes will affect revenues and expenditures

evenly.

Conclusions

Based on the above assumptions the most significant conclusion

is that expansion of Country Foods through either alternative is feasible.

Examination of the pro forma financial statements shows that both alternatives

make an operating profit by year 3, although on first glance, .Qternative

2 appears to be more attractive. Further analysis of returns on investment

indicates that the before tax returr. would be over 30% for each alternative.

The return on investment approach does not indicate a preference for

either alternative.

——
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Because the general conclusion is that the expansion of Country Foods is

feasible under either alternative, the decision between them must be

based on non-financial measures of which the undernoted appear to be the

most significant:

Alternative 1 Alternative 2

. Limited road access. . Good road access

.-
-.

,.,

. Limited parking. . Ample parking.

to 3 sides.

. Good location in town. . Excellent location as it

is more visible, particularly

to tourists.

. Feasibility based only on . Feasibility based on country

country foods. foods and rental of space

to other businesses.

. Only satisfies the country . Satisfies a variety of needs

food objectives but beyond country foods - could

has no scope for use for consolidate present IDC/COPE

other IDC/COPE projects. operations and provide

space for further projects.

. h older building - costs

are less assured and are

subject to engineering inspection.

Subject to engineering studies on structure and conversion costs, we

conclude that Alternative 2, purchase and conversion of the theatre

building, will best serve the needs of IDC because:

. New building - present cost

estimates reasonably certain.

. It will provide a centre for all IDC/COPE activities.

. It has the potential for future expansion and adaptation to

include expanded fish or meat processing if required.

. %e location is excellent relative to the traffic flow and

public prominence.
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Recommendations

The following recommendations outline the key

taken by IDC in confirming the feasibility study and in

steps to be

future actions.

. IDC should carefully review the information contained in the

feasibility report in conjunction with the detailed assumptions.

If IDC does not agree with all of the assumptions, the model

should be re-run on a different basis.

. If IDC decides to apply for funding assistance for this project,

they should request that their application be considered

subject to engineering confirmation of capital costs.

. Prior to investing in either alternative, qualified engineering

advice is required on site suitability, layout and design, and

capital cost of construction or renovation. In the case of

Alternative 2 the

determined before

. IDC should consider

structural soundness of the buiiding must be

any commitment to purchase is made.

constructing any processing facilities to

federal meat inspection standards in anticipation that, at

some time, Country Food supplies might exceed Mm demand thus

necessitating shipment of product out of the Territories.

. If Country Foods is expanded to include a restaurant and butcher

shop as described, operational procedures, financial contzols

and structure should be documented and start-up assistance

retained.
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CARCASS CUT-OUT CHARTS
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A2PENDI:< 3-1

I

APPROXIMATE YIELD FROM A GRADE  Al OR A2 SIDE  OR QUARTER
(Eased  on Side Weight of 250 tbs.)

AVOtOI.  ~m P8Tc8maq* POrcem~
you mw exs 01 the of tn9

(lb*) Sde Hid OuWw

[

ROUNO (Steaks and Raa*) 18.5 7.4 15.5
RUMP ROASTS 1 Z5 5.0 10.6
SIRLOIN TIP  ROASTS a.8 3.5 7.5
SiRLOIIU  STEEKS 11.0 4.4 9.3
PORTEHiiOUS= S7-*KS 3.5 1.4 3.0

~ T-aONE  STEAKS 7.7 3.1 6.5

~ WING ST-dKS 4.0 1.6 3.5

FUNK (Steak  or Stewing Seef) 1.2 .5 1.1

STEWING SEEF ANO GROUNO  BEEF 22.5 9.0 19.0

99.7 76.0

WAS~c (rat. bone and shrink) 28.5 24.0

118.2 1 00.04/0

Percenu9c

.u

of tn~

Q

Frcm a-f

n-

*[

R18 (Raasts  and Steaks) 14.2 5.7 10.8

SHORT RIB ROASTS (may be
inc!uded with Cross ar  51ade  Rib) 10.5 2.2 7.9

BRAISiNG  R18S 4.8 1.9 3.7

CROSS RIE ROAST 1 2 0 4.8 9.2

~ BMOE R O A S T S T20 4.8 9.2

Z SXOULOE8  ROASTS (may be inc!uded
o
a

as Stew aeef) 6.3 2.5 4.7

~ aRISK= (may be incfuded as
Graund or Stew Beef) 7.0

SHANK

2.3 5.3
2.5 1.0 1.9

STEWING ANO GROUNO  BEE? 33.0 13.2 25.1

102.3 76.3 n.a

WASTE (fat. bone and shrink) 29.5 23.2 22.2

t31.a \ Oo.o=k 1 oo.o%

TOTAL US~8LE  MEAT 192.0
T O T A L  W A S T E 58.0

250.0

—.
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HPE~LX 3-2

Figure 4.3

STANDAFID PRIMAL BEEF CUTS

CQUrtHY  ei Nationai  Livmtock and Meof 8aard.  U.S.A.

BEEF )/
CHUCX,  S.c I
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