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INUVIALUIT DEVELOPMENT CONORATI ON

Feasibility Study of
Country Foods Project Expansion

I | NTRODUCTI ON

Ob i ectives

The objectives of this study were to assess the feasibility of
Country Foods as an independent business operation of the Comittee 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 exanple, one of the Inuvialuit Devel opment Corporation’s
(IpC) recent projects, the Misk Ox Sport Hunts - an enterprise expected
to gross over $500,000 this coming year - is dependent for its continued
exi stence on the Country Foods organization to market the meat from the
‘nun ts.  Such indirect benefits are not included in this project analysis.

Backgr ound

IDC's initial project grant in 1978 was for its Country Foods
project. This project was an inter-settlenent trade and devel opnent
concept to provide traditional native food products to the various
conmmunities in the Northwest Territories (Wwr). |In the past two years
of its operation, Country Foods has grown into the first major native
inter-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 enployees and a part-tinme nmanager
were pai d from Special 4RDA grants or held dual positions in the COPE
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organi zation. Country Foods indirectly supports various occupations by
providing an outlet for the products of a nunmber of native fishing,
hunting or trapping famlies. The cost of this indirect enploynent is
reflected in the purchase cost of the product.

The rapid success of Country Foods, although gratifying, has
created some structural problens. Presently operated on an ad hoc basis
t hrough COPE premises with | DC personnel, Country Foods has grown to the
point where specific facilities, trained personnel and an appropriate
organi zation are required to best serve COPE and the people of the NWT.

In its present form Country Foods’ primary narket area is the
Inuvik | ocal region and secondly, the institutional trade in Yellowknife.
O her than Yellowknife there is little inter-settlenment trade with the
eastern Arctic. Al products sold are basically wholesaled with a
m ni mum of 1labour input or value added. This lack of “processing” or
packaging does not attract all potential customers and precludes extensive
product novement between NWT communiti es.

The mainstay products for present sales are char and caribou.
G her products are reindeer, fish and small anounts of other country-
type foods such as nuskrat and rabbit. Musk ox has been tested |ocally
for two years and experience has shown that while it has sold, it noves
slowy in whole carcass or large portion form A market devel opnent
program is presently underway through a separate General Devel opnent
Agreenent (GDA) grant. Preliminary results of this programindicate
considerable demand for smaller and better packaged cuts of nusk 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 t0 offer a largervariety Of retail packaged fish

products.  The successful devel opnent of the initial phase of the Country
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Foods project has denonstrated that it could beconme economically viable
and that it has community acceptance. The inpetus is now toward continued
devel opment. The intention has always been to turn this project over to
IDC who would put it on a self-sustaining commercial basis wth proper
facilities. In June 1980, IDC requested financial assistance from GDA
toexam ne the feasibility of expanding the Country Foods operation.

This assistance was granted in |ate March 1981 and IDC retai ned Foodwest
Resource Consul tants, now nerged with the management consulting firm

Price Waterhouse Associates, to undertake this assignment.

This study examnes the feasibility of establishing an independent
Country Foods operation with its own facilities and staff. Follow ng
di scussion with IDC personnel, Price \aterhouse Associates have anal yzed
an expanded project with two related but distinct facets: a processing
and retailing operation (butcher type stora) and a country foods specialty
restaurant. In both operations, however, the basic prem se of encouraging
wi der access to country foods and economi c devel opment of the native
sector has remained intact.

'l CONCEPT AND OPERATI ONS

The concept of Country Foods expansion through a processing/butcher/
retai|l operation coupled with a restaurant is probably novel. As the
obj ective of the Country Foods programis to increase the supply and
availability of traditional native food products to NAT residents, the
restaurant concept may be questioned by some. Many Inuvik residents are
not famliar 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 lccal native people to be
able to eat local traditional foods in a restaurant. The restaurant
will provide job training for localpeopleandwill purchase country
foods from the processing/retail establishment. |f successful, this
concept could be expanded to Yellowknife and other communiti es.
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But cher Shop

The butcher shop enterprise will be a direct extension of
current Country Foods operations enconpassing both a processing area and
a retail shop. This butcher shop will sell both locally and to any of
the comunities in the Arctic desiring products. The activities of the
but cher shop will include hol ding of whole carcasses or primal cuts,
thaw ng, cutting, grinding, wapping 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 wll increase
dramatically through improved advertising, product handling, smaller
sizes of packages and presentation of product in a nore famliar form
such as steaks or roasts.

Products carried in the butcher shop will include all of those
avai | abl e today through Country Foods plus a variety of additional
items. Red meat products such as nusk ox, caribou and reindeer will be
cut and sold as roasts, steaks, stew meat and hamburger. A snall portion
of the meat will be sold in quarters to satisfy present custonmers’ needs
but this type of sale will be mininmzed. The advantage of further
processing will be that far |ess 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.

Gowh 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 Canbridge Bay.

O her types of fish will be obtained fromthe new fish processing plant
in processed form \Witefish and other species will be sold frozen,
dried or smoked. It is expected that sales for these products wll
increase with better packaging and sone further preparation.

The butcher shop will also process 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 commnities in the NWT for products in a properly
packaged formor in cut up identifiable parts. The butcher shop operation
will not handle any of the domestic neat 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
Rest aur ant

The concept of the Country Foods restaurant is an extension of
the basic goals of the original Country Foods project: that is, country
stylef oods should be nore freely available to the conmnity. The
restaurant would sell country style foods cooked in a traditional manner
thus promoting a greater awareness of traditional native culture anong
the southern oriented urban dwellers, whether native or white.

There are presently four full-service and three take-out or
lunch-only restaurants in lnuvik. For a town based popul ation of
approximately 3,000 this is nore than adequate. However, the Country
Foods restaurant will be unique in its nmenu and presentation. This
restaurant will conpete, obviously, with existing ones though it wll
al so serve a new market. Limted 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 w ne
license. There will, of course, be seasonal fluctuations in food sales
reflecting tourist arrival and this has been accounted for in the financia
nodel

The restaurant menu has not been deternmined 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 devel oped recipes. The preparation and presentation
woul d, of course, ‘nave to be such that it would appeal to the potentia
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custoner base. The decor in the restaurant would be conducive to attracting
tourists and local custoners. An exanple of a restaurant sinilar to
this that was successful in Vancouver is the Mukamuk.

[l APPROACH

Data was collected through interviews with IDC and COPE personnel
Inuvik residents and merchants, NwT government officials, butchers and
meat processors. A literature search was undertaken to provide technica
and processing information. Financial analysis was based on a Price
Wt er house conputer nodel that projected incone statenents, bal ance
sheets and cash flows for the two alternatives over three years. Assunptions
for this nodel were drawn fromour own familiarity with the food industry
and the interview dat a.

Data pertaining to present supply/demand factors, sales and
finances came from COPE and IDC's own files. Information regarding game
and fish quotas came from the NWT Department of Renewabl e Resources and
federal Department of Fisheries and Cceans respectively. Local health
and municipal officers were specifically consulted regarding regulations

The town planning reconmrendations and devel opnent proposal s
di scussed in the Inuvik CGeneral Plan, Background Report by Underwood
McLellan Ltd., March 1981 were studied with care. It is obvious that a
pernmanent Country Foods outlet would have to be centrally located if it
is to effectively supply country foods to local residents and tourists.
Popul ation growth estimates for Inuvik vary considerably and we have
chosen the nost pessimstic (done by the NWr governnent) 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 |ocational
constrai nts that exist. Discussions with IDC representatives regarding
financial capability and commitnents, as well as COPE needs beyond this
project, allowed us to concentrate on two major alternatives
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IV ALTERNATI VES

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 |ocal sales
to both residents and tourists as well as expanded inter-settlement
trade. Sites that will maximze this local direct sales business are
not plentiful.

According to the Underwood McLellan planning study many
residents walk rather than drive about town. The mgjority 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 devel opnent
alternatives, all retaining, beautifying and enphasizing 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 recomrend street w dening and provision of
sufficient parking, thus these were considered in site selection. If
careful ly marketed, the potential of tourist sales through the store and
restaurant is thought to be high. The planning study estimates over
2,200 tourists in 1981 all of Whom may be expected to pass through the

downtown core

Site selection also required consideration of future expansion
possibilities, ease of access by custoners and delivery trucks, terrain
of the ot and capital costs

Using the above criteria, two alternative sites on Mckenzie
Road in the downtown area were identified (Figure 4.1 and 4.2).

Alternative 1

This alternative is based on the purchase of the Ssection of
land (Lots 1-5, Block 20, Plan 228) adjoining the Northern |nmages Craft
Shop . The lot is approximately 18,000 square fzet With a significant
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enbankment.  The property woul d require extensive land fill to bring it

to grade. An appropriate building would be constructed.

COPE has had an unofficial option on this undevel oped |and 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 woul d cost approximately $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 |and 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. Oher advantages are that new building
construction will allow maxi mum freedom of planning in operation |ayouts
and the total cost would be [ower 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 inconing goods and outgoing products. This site does not lend itself
well to truck access nor does it have sufficient |level road parking for
| ocal customers. It would be useful to have expansion capability in
future in case the fishing, or other projects, becone feasible.

Al ternative 2

In the mdst 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
t he Mackenzie Hotel showed it to be a viable alternative.

There are approximately 42,000 square feet of fairly |eve
terrain on the property with access fromtwo roads to the building,
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which is just over 5,000 square feet as it stands. Significant renovations
are necessary to convert the 20 year old structure froma theatre to a
butcher shop and restaurant. Although not yet engineer approved, |oca
contractors who have |ooked 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 conpleted the building would be a two-storey structure
cont ai ning 9, 000-10, 000 square feet of useable space. The expanded
Country Foods project would use a maxi num of 5,000 square feet and the
remai nder could be rented as office space. In this regard, secured
rental agreenents can be obtained for office space from IDC, COPE, Delta
Taxi Services, and other businesses. Part of the building is presently
rented to retail establishnents.

The present owner of the property, Mr. Bemnet, has offered it
to COPE at $370,000. Conplete renovation costs have been estimated by
|l ocal contractors at approximately $450,000. If this alternative is
chosen, engineering studies will be required to confirmthe building s
structural soundness. At that time detailed draw ngs woul d be prepared
and precise conversion costs would be documented by the engineers. For

purposes of this prelimnary analysis, $450,000 for conversion has been
used. The total cost, therefore, would be $820, 000.

This location has several advantages. Freight access is
excel lent. Being across fromthe “lgloo 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 fromoffice space will conpensate
for assuming a building larger than Country Foods’ initial needs. This
site is ideally located at the eastern entrance to downtown and cannot
be m ssed by the 1,000 plus tourists who arrive via the Dempster H ghway
annual ly. Parking is a real asset at this site.
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1. HAPPY YALLEY- 2resantly the Town's camo-site for sgurists, thisis one of thasites Of
2arily (nuvik settlement. P20pla roved here from the delta and 1i ved in frame tents.

2. C.0 a.i___ deadquartars Of the Committee fOr QriginalPeop les Znti tlement.

Country foods are sold here.

3. FIRST 20CK - site Of thefirstlnuvikdoek. Northern Transportation Co. Ltd. (NTCL)
pargas now load and unload 3 miles ‘down acrth'alongthefast Channel.

4. POWERPLANT & STORAGE TANKS - Northern Canada Pewer Commissicn (NCPC) diesel
ganerating pianc. ineutilider (above ground sipes) originates nere,asroviding
water, heat and sewage sarvices to most homes in [nuvik.

3. DUCX LAKE - Muskrats live all year ‘round im this lake, while ducks may be sasn

here during the summer.

6. BOAT RENTALS and MARINA - Take timeout to trave}l our myriad waterways.
7. APARTMENTS - 8cot Lake Acarwments on the right, built by [nuit Taperisat of Canaca (ITC)

10.

11.

12.

13.
14.

15.

16.

17.

13.

19.

0.

21.
n2.

are leased to the Territorial Government. Jdnthe left are units built by the
Federal Government.

RESEARCH LABORATORY - Tnisfacility was established in 1964 asa base for scientists
working inthe north. Under the teegee mof, a cosmic ray counter transfers
information to Chalk River, Ontario. Many northern books are i n the reference
1 ibrary and i f you are interested in data about this region you should inquire here.

SCULPTURE - John Oiefenbaker. hen prime Minister of Canada, dedicated thissculpture,
symooiic of the three resident cultures, in 1961.

CHURCH OF THE ASCENSION - This Anglican Church, i n addition to regular services, holds
a service 1nfskimo every Sunday at 3:007M. Thespecialal tar cloth was headed %y
£11zabeth Greenl and. Across the fieid behind che church is STRINGER HALL. Until
1975, this hastal accommodated students. but higner gradesnave now ceenestadi i shed
in many of the settlement schools. frank Peake has writt2na biograohy of
81shop Stringer entitled “The 3ishop Who Ate His Boots”.

SIR ALEXANOER MACKENZIE SCHOOL - built by-the Government of Canada. and opened in 1955.
Approximateiy 450 stuaents attend classes from kindergartanto grade six.

3ROTHER ' S GARDEN - affi - that gardening north af the Arctic Circle is possible.
Cespitacnesnort growing season, forty-seven days of possible 24-hour sunshine
encourages rapid growth.

GROLLI ER HALL - a student residence, named aftar an =arly Catholic3ishcp.Uoto
250 students can be accommodatad here.

FAMILY HALL - built by the Roman Catholic Church as a facility forpublic
social gatherings.

OUR LADY OF V ! CTORY CHURCH - designed and built by the late Father Adam,this structure
oT unusualdesignrestsfimiy on a gravel Pad. Mostbuilaings are an tiles to be
above the permafrost.

NORTHERN [MAGES - is a craft store offering a wide selection of [auit and Indian
arts and crarts from across theilorthwest Terri tories.

THE CENTEMNIAL L I3RARY . was opened in 1767 and circuiates aver 1,000 books monthly.
Tourist informacion is available nere.

SAMUEL HEARNE SECONDARY SCHOCL - seines aporoximately 4nQ students in grades 7-12.
Students are encouraged to continue their educatien tnrougn fully sponsored grograms.

TOW HALL - Opened in 1976, this comolex houses the Town .offices,withCouncilChambers
upstairs. ~lso located ners is the Fire Hall , manned by a full time Fire Chief, witn
a crew of valunczer firefighters.

SZMM.ER' S STORE - an interesting stare that resembles a trading past. Slim is a
free trader, still buying and seilingfurs.
[NGAMO HALL - Friendsnio Centre, built 8y log craftsman Alan Crich. Visitors welcome.

TOWN ATRSTRIP - Charter flights and private aircraft use this strip for trios tsand.
“r i din g sectlements.

Original presarsd as a community sarvice by the University Women' S Club.
Revision by Town Recreation 8card.
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V PLANT AND RESTAURANT REQUIREMENTS

Although plant production is phased in over three years, the
facilities and equipnment recommended are sufficient to process with ease
the 155,000 1bs. of product in year 3.

Processing steps to be perforned include

Receiving - whole or part carcasses
frozen or fresh
Freezing
Frozen and refrigerated storage
Cutting frozen or thawed product
Slicing, tenderizing, patty making, grinding, stuffing
Snoki ng
Packagi ng
Retail display

A suggested plant layout is shown in Figure 5.1. A list of
naj or equi pment is shown below. Itens shown with an asterik are already
owned by COPE and have not been included in the cost estimte of $40,400.
This cost includes freight to Inuvik from Ednonton.

12" Self-contained service nmeat case
Cylinder scale
Receiving scale
Vl k-in cooler
Vl k-in freezer
Tenderi zer

G inder*

Slicer

Sausage stuffer
Patty machine
Snoker

Band Saw
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Heat Seal machi ne
Cash register
Preparation table
Doubl e stainless steel sink
Accessories - i.e., trays, cutlery, handsaws, scrapers
t hernoneters, etc.

The restaurant will have a capacity of 40 seats and sufficient
accessories for that many custoners. Al normal activities of a ful
service restaurant are accounted for and will require the follow ng:

Gas range and hood

Two deep-fry sets

Steam tabl e

Two soup warmers

Di shwasher

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,
cof fee machines, linen, etc

The restaurant layout is shown in Figure 5.1. The cost of
restaurant equiprment is estimated at $39,600 FOB I nuvik.
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VI ASSUMPTIONS FOR THE MODEL

Based on interviews, review of previous country food sal es and
costs, discussion with meat processors and our own food industry experience,
asetof assunptions for the financial model were devel oped. These
assunptions were critiqued by IDC personnel experienced in Country Foods
operations. In all cases, we have chosen to use the npst conservative
estimates Of markets, yields and grow hs.

Mar ket

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 assumed that the market will expand due to better product presentation
and packaging. Sales have been predicted by extrapolating the present
sales and the unfulfilled demand as determned by the present Country
Foods operations. Except for nusk 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 constant 1981 dollars for che nodel and are based on
May 1981 Inuvik retailprices for country foods and conparable beef or

fish products. Al sales prices are set at |less than conparabl e donestic
meat products such as beef or chicken.

Rest aur ant
Assumptions for the restaurant are as follows:

pen 5 says weekly (based on advice of client and |ocal
restaurateurs)

Will be licensed to sell beer and wire, which will be
served only with neals.
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Average daily sales will be 25 | unches at $5.00 each and 320
dinners at $17.00 each (there will 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 incone statenents in Appendix 2.

The dollar value of restaurant purchases as shown in the Appendix
are based on 38% of sales which is a reasonably accepted
figure for a small restaurant of this type.

| ndi vi dual Products

Asillustrated in Tables 6.1 and 6.2, the Country Foods operation
‘will sell a variety of products including: nusk ox, caribou, char,
trout, whitefish and rabbit. Small ampunts of nuskrat and berries wll
al so be marketed. The seasonal fluctuations in supply and inventory, as

shown in Appendix 1, were accounted for in the financial nodel

Variations in supply and sales are critical to the financial
success of the Country Foods enterprise. Supply is fixed by quota for
sone products such as char and trout but could have wide variations for
musk ox and caribou, the two nost inportant items to be sold through
Country Foods.

Price Waterhouse did not conduct a market demand anal ysis but
relied on information from IDC who estimted demand based on current
sales, their own discussions wth various conmunities and conments from
present custoners. Prior to investnment in Country Foods expansion, IDC
wi |l require assurances from the NWT Departnent of Renewabl e Resources
that it can maintain the harvest of 500 nusk ox and 270 cari bou required
fromyear 3 onwards
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At the present time nmusk ox and caribou are sold in limited
quantities as either whole or quartered product. The demand for such
large size neat itens is limted and the majority of area residents are
interested in buying consumable size quantities that will fit their
met hods of storage. It is also nore suitable to limted budgets to be
able to buy on a weekly need basis.

The marketing mx of the products is mpst inportant in dealing
with musk ox and caribou as the sal es value and costs of operation nust
be cal culated on a conbination of cut-up and whole product. Table 6.3
presents, in the case of musk ox, the calculation of the cut up percentages
and total value of the carcasses. A similar cal cul ation was conducted

for caribou which will be sold in both the cut-up and whole or quartered
form

It should be noted that, by conparison with beef, nusk ox and
caribou will have nore waste and a |ower percent of fancy cuts due, in
part, to the smaller carcass size. Misk ox average 180 |bs. dressed
because of the mix of mature and immture aninals. Table 6.4 illustrates
the sales assunptions for the three years. This gives a blended val ue
of musk ox sales in the large and smaller cuts. Table 6.5 illustrates
the sales assunptions for caribou.

Quantities of char from both Paulatuk and Aklavik are fixed by
quo ta. The trout referred to are |ake trout and the 11,000 pounds
reached in year 3 is less than 50% of the area quota. Whitefish is used
as a generic termto enconpass all non-char or trout species but wll
consi st mainly of broad and hunpback whitefish. The whitefish will be
sold as frozen whole, filleted dried or snoked product.

It is estimated that rabbit should sell at bel ow chicken
prices and should have a ready acceptance through tke country foods
operation. There has been a steady demand for rabbit but lzck of proper
facilities has not encouraged purchase of the product by Country Foods.
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TABLE 6.1
‘ PURCHASES OF RaW PRODUCT
Pr oduct $/1b. Year 1 Year 2 Year 3
| bs. Value$ lbs . Value$ . lbs. Value$
Musk OX 1.17 W 36,000 42,120 b 72,000 84,240 | 90,000 105, 300
l Cari bou .90 13,680 12,312 21, 360 19, 224 32, 400 29, 160
Rabbi t .90 3, 000 2,700 4,400 3, 950 6, 750 6,075
-- Char (Paulatuk) 2.00 10, 000 20, 000 10, 000 20, 000 10, 000 20, 000
14/ char (Aklavik) “©—1.50 2,000 3, 000 2,000 3, 000 2,000 3, 000
Trout 2.00 5,000 10, 000 8, 000 16, 000 11, 000 22,000
Wi t ef i sh .15 10, 000 7,500 12, 000 9, 000 15, 000 11, 250
‘ O her 8, 000 12, 000 16, 000
TOTAL $105, 632 $167, 414 $212, 785
TABLE 6.2
: SALES OF FI NI SHED PRODUCT
Pr oduct $/1b. Year 1 Year 2 Year 3
1bs. Value$ | bs. Value$ | bs. Value$
Musk OX 2.02-2.07 36,000 72,720 63,000 129,780 85,500 176, 905
Cari bou 2.25-2.44 14,400 32, 400 16, 800 40, 992 27,000 63, 990
Rabbi t 1.97 3,060 6,028 4,080 8,038 6,375 12,559
Char (Paulatuk) 3.46 10, 000 34, 600 10, 000 34, 600 10, 000 34, 600
Char (Aklavik) --- 2.47-- ©-2,000 4,940 2,000 4,940 2,000 4,940
Tr out 3.46 5,000 17, 300 6, 875 23,787 9,875 34, 167
whi t efi sh .95 10,000 9, 500 11, 250 ,1.0, 637 13, 875 13, 181
L e < T
O her 9,960 “11",940 19, 320
Ser vi ces 95960 (if,@ | 13,944
TOTAL $197,408 $267,716 N/  $364,206
l b5 ¢ fo ]
SOURCE : Quantity of purchases and potential sales based on information from IDC.
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TABLE 6.3

MUSK 0X TO BEEF COMPARISON
(Cut out estimates and retail prices FOB Inuvik)

I Beef Misk 0x
Carcass Wi ght 500 1bs. 180 1bs.
& Front/H nd % 53/ 47 60/40
Retail Cuts:
_ $/1b. lbs . $/1b. Tot al
| Hind % Retail Price(l) | % Yield Retail Price Value
Roasts (round, runp) 26.1 4.15 20 14. 4 3.75 $ 54.00
Sirloin 16.8 5.29
St eaks (porterhouse, 13.0 5.49 }25 18.0 4.50 81.00
T- bone)
Stewi ng, G ound 20.1 2.65 25 18.0 1.89 34.02
Wast e 24.0 30 21.6
00.0 100 72.0 $169. 02
Front
Ri b Roast 10.8 5.50 10 10. 8 4.90 52.92
Braising Ribs 3.7 3.00 4 4.3 1. 50 6. 45
Roasts(crossrib ,chuck | 26.3 3.59 25 27.0 2.70 72,90
Bri sket 5.3 1.79 (boned)
Shank 1.9 1.79 35 37.8 1.89 71.44
Stewi ng, G ound 29.8 2.65
Waste 22.2 26 28.1
.00.0 100  108.0 $203.71
Heart, Liver 2.4 3.5 6. 25 1.00 $ 6.25
edi bl e of fal
Total Cut-up Value 180 2.11 $378. 98
Whole or Quarters:
Hi nd 40 72 2.20 $158. 40
Front 60 108 1.48 159. 84
Total Side Value 180 1.77 $318. 24

(1) Beef retail prices My, 1981 Inuvik.
Source: beef cut outs - Beef Information Centre
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TABLE 6.4
SALES ASSUMPTIONS - MUSK OX
Year Type of Sal es Nunber Sold Carcass Value  Annual Revenue
1 Whol e or Quarters 50 $318. 24 $ 15,912
Retail Cuts 150 378. 98 56, 847
200 $ 72,759
2 Whole or Quarters 50 .$318 .24 $ 15,912
Retail Cuts 350 378. 98 132, 643
400 $148,555
3 Wiol e or Quarters 50 $318.24 $ 15,912

Retail Cuts 450 378.98 170,541

500 $186,453
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TABLE 6.5
SALES ASSUMPTIONS - CARI BQU
Year Type of Sal es Nunber Sol d Carcass Value  Annual Revenue
1 Wiol e or Quarters: $235.80
Hi nds 100 140.00 $14,000
Fronts 75 92.80 6,960
Retail Cuts: 327.28
Hi nds 20 152.28 3,046
Fronts 45 175.00 7,875
Necks (ground) 75 7.50 562
Tot al 120 $32, 443
2 Wiol e or Quarters: $235.80
Hi nds 100 140.00 44,000
Fronts 75 92.80 6, 960
Retail Cuts: 327.28
Hi nds 100 152.28 15,228
Fronts 125 175.00 21,875
Necks (ground) 75 7.50 562
Tot al 200 $58, 625
3 Wiol e or Quarters: $235.80
Hi nds 100 140.00 14, 000
Fronts 75 92.80 6, 960
Retail Cuts: 327.28
Hi nds 200 152.28 30,456
Fronts 225 175.00 33,375

Necks (ground) 75 7.50 562

Tot al 300 $85,353
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Labour Costs

Labour costs have been calculated on the basis of the follow ng:

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

positions over eight hours per day assuned to be one full-time
wor ker and one part-time worker.

A Manager at $10 per hour for seven hours per day would be hired
in year one, and allocated 60% to the butcher shop and 40%to
the restaurant.

An Assistant Manager at $6.50 per hour for eight hours per day
would be hired in year three to take over direct management of
t he butcher shop.

An Apprentice Butcher at $6.50 per hour for seven hours per day
would be hired in year one.

A Cerk for the butcher shop at $5.50 per hour for seven hours
per day would be hired in year three.

A 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
managenent .

A Waitress at $5 per hour for ten hours per day woul d be hired
in year one

A clean-up person at $5 per hour for seven hours per day woul d
be hired in year two. Time would be allocated 67% to the
but cher shop and 33% to the restaurant.

In summary, total staff would be as follows:

Full-time Part -t he
Year 1 4 2
Year 2 5 2
Year 3 7 ?



Price
Waterhouse
Associates - 24 -

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 NWT Department of Econonic Devel opnent,
adjusted to 1981 price levels. Random checks in the Inuvik business
community have confirmed these estinates.

Depr eci ati on

Bui I dings are depreciated on a straight line basis over 20
years and equi pment is depreciated similarly over 10 years.

Muni ci pal 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 mll rate
was applied to the cost of acquisition, not the present assessed val ue
as a new assessnent would have to take place when construction was
conpleted. This format necessarily, to sonme extent, overestimates
annual taxes.

M scel | aneous

O fice supplies, advertising and promotion 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 neat processors.

Contribution from Ofice Rental

Rental of excess office space in Aternative 2 has been costed
at $10. 00 per square foot as “other income” in the nodel. In order to
make the alternative conparable, the nmaintenance, operating and depreciation
costs of the rental space was subtracted fromthe rental income prior to
its inclusion in the nodel
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Project Capital Costs and Source of Funds

In both alternatives working capital was initially set at
$75,000. Thefollowing cost and funding assunptions were used.
Project Costs

Alternative 1 Al ternative 2
Bui | di ng $450, 000 $220, 000( 1)
Fill 25,000
Renovati ons 450, 000
Engi neering and Design 40, 000. 40, 000
Equi pnent 80, 000 80, 000
Total Building and
Equi pment  Cost 595, 000 790, 000
Land (4) 102, 000 150, 000( 1)
Wrking Capital 75, 000 75, 000
TOTAL FUNDS REQUI RED S772, 000 $1, 015, 000
Source of Funds
Alternative 1 Al ternative 2
Equity:  Land(5) $102, 000 $150, 000( 1)
Cash 54, 400 53,000
Shar ehol der Loan(2) 452, 429 445,079
Mor t gage( 3) 155, 000
G ant (6) 163,171 211,921

$772,000 $1,015,000

(1) In Alternative 2 the price quoted was $370,000 for the |land and
bui I ding. Ve have assigned S150,000 of this to [and value for t'he
purpose of this exercise.

(2) Sharehol der |oans would be made by COPE at 16% i nterest.

(3) The theatre building has a $155,000 nortgage at 6% interest assunable
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
shar ehol der | oans.

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

.25 (capital cost) + .15 (average wages and salaries vear 1 and 2).
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VI1 RESULTS OF THE FI NANCI AL ANALYSIS

Operating Profits

The assunptions described in the preceding chapter were used
to devel op the financial nodel for which details are set out in Appendix
2. The Appendix shows the nmonthly bal ance sheets and income statenents
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. Al of the

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

Alternative 1 shows an operating loss in years 1 and 2 of
$39, 000 and $20,000 respectively. In year 3 an operating profit of
$15,000 is achi eved. Alternative 2 indicates operating |osses of $31,000
and $11,000 in years 1 and 2 and a profit of $30,000 in year 3.

Thus based on the assunptions made, both alternatives appear
to have the potential to make a profit contribution, but not until the
third year of operations.

Return on | nvestnent

As a guide to the investment decision, the level of earnings
nust be related to the amount of the initial investnent. This requires
a calculation of cash profits, as opposed to accounting profits which
are net of non-cash items. The calculation relates the annual cash
return to the initial cash investment and expresses the result as a
“return-on-investnent”. The concept of return on investnent is sinilar
to the concept of interest on a savings account, and is expressed identically,
as an annual percentage rate.

Both alternatives were analyzed fromthe viewoint 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 assuned to be identical to that of year 3. The calculations
were perforned for 20 years. Incone taxes were not included in the
cal cul ation as their impact woul d not be substantial because of the
effect of capital cost allowances
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TABLE 7.1

ALTERNATI VE 1
SUMVARY INCOME STATEMENT
(I'n $000's)
Year 1 Year 2

Total Sal es $ 362 $ 462
Cost of Sales 254 335
G oss Margin $ 108 $ 127
Qperating Costs $ 147 $ 147
Operating Profit (Loss) (39) -(20)
O her | ncome
Total Profit (Loss) $ (39) $ (20)

SUMVARY BALANCE SHEET

(I'n $000's)
Year 1 Year 2
Total Net Assets $ 738 $ 704
Capital:
Short Term Debt (COPE) § 458 $ 444
Mort gage
G ant 163 163
Equity 156 156
Ret ai ned Earni ngs (39) (59)
$ 738 $ 704

Year 3
$ 574
415

$ 159

$ 144
15

Year 3
$ 691

S 416

163
156

(44)

$ 691
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TABLE 7.2
ALTERNATI VE 2
SUMVARY | NCOVE "STATEMENT
(I'n $000's)
Year 1 Year 2
Total Sales $ 362 $ 462
Cost of Sales 254 335
G oss Margin $ 108 $ 127
Operating Costs $ 148 $ 147
Operating Profit (Loss) (40) (20)
Ct her | ncome 9 _9
Total Profit $ (31) $ (11)
SUMMARY BALANCE SHEET
(I'n $000's)
Year 1 Year
Total Net Assets $ 971 $ 928
Capital:
Short Term Debt (COPE) $ 455 $ 448
Mortgage 131 106
G ant 212 212
Equity 203 203
Ret ai ned Ear ni ngs (30) (41)
$ 571 $ 928

Year 3
$ 574
415

$ 159
$ 143

16
14

Year 3

$ 904

$ 421
79

212
203

an

$ 904
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Tables 7.3 and 7.4 show the sunmary cash flow data for each of

Alternatives 1 and 2 respectively. The calculations indicate that the

before tax return-on-investnment would be over 30% for

each of the two
alternatives

In both cases these returns are higher than the annua

rate of interest required to finance the projects
Wil e bcth alternatives appear to be capable of producing an

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

approach does not result in a marked preference for either one
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TABLE 7.3

SUMMARY CASH FLOW

Alternative 1
(In $000’ s)

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

Profit (Loss) per

i ncome st at enent $ - $ (39) $ (20) $ 15
Add :  Depreciation 34 34 34
| nt erest 73 72 70

Cash flow from operations

before financing charges - 68 86 119
| nvest ment :

Equity and | oans $(772) -

Less: G ant 163
Net Cash Fl ow $(609) $ 68 $ 86 $ 119
Inflated at 12% $(609) $ 76 $ 108 $ 167

Before Tax Return
on | nvestnment: 30.8%

(1) It is assumed that operations will stabilize in year 3. The only
changes in Net Cash Flow thereafter will be inflationary increases,
whi ch are assuned to affect revenues and expenditures evenly.
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TABLE 7.4

SUMMARY CASH FLOW

Alternative 2

(I'n $000's)
Year O Year 1 Year 2 Year 3-20(1)

Profit (Loss) per

i ncone st at ement $ - $ (30) $ (11) $ 30
Add ©  Depreciation 43 43 43

I nt erest 81 80 76

Cash flow from operations

before financing charges - 94 112 149
| nvest ment :

Equity and | oans $(1,015) -

Less: Gant 212
Net Cash Fl ow $ (803) $ 94 $ 112 $149
Inflated at 12% $ (803) $ 105 $ 140 $ 212
Before Tax Return

on |nvestment: 30. 2%

(1) It is assumed that operations will stabilize in year 3. The
only changes in Net Cash Flow thereafter wiil be inflationary
increases, Wwhich are assuned to affect revenues and expenditures
evenly.
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VI11 CONCLUSI ONS AND RECOMMENDATIONS

The conclusions are based on the assunptions used in the node
which are set out im Section VI and the results of the financial analysis
contained in the preceding chapter. These assunptions were discussed
with IDC prior to use in the model to insure that they were consistent
with the experience of the operators of Country Foods and the objectives
of IC. In sunmary the key qualifying assunptions are

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 agreenents can be obtained for space rental in

Alternative 2.

That COPE is prepared to invest sufficient funds to provide
equity capital and to make the necessary short-term |oans as
sharehol ders that each of the alternatives resquires.

I nflationary changes will affect revenues and expenditures
evenly.

Concl usi ons

Based on the above assunptions the nost significant conclusion
is that expansion of Country Foods through either alternative is feasible.
Exam nation of the pro forma financial statements shows that both alternatives
make an operating profit by year 3, although on first glance, Alternative
2 appears to be nore attractive. Further analysis of returns on investnent
i ndi cates that the before tax return would be over 30%for each alternative.
The return on investnent approach does not indicate a preference for
either alternative.
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Becauset he general conclusion is that the expansion of Country Foods is
feasible under either alternative, the decision between them nust be
based on non-financial neasures of which the undernoted appear to be the
most significant:

Alternative 1 Alternative 2
. Limted road access. . Cood road access to 3 sides.
Limted parking. . Anpl e parking
Good | ocation in town. . Excellent location as it

is nmore visible, particularly

to tourists
Feasibility based only on . Feasibility based on country
country foods. foods and rental of space

t o ot her businesses.

Only satisfies the country . Satisfies a variety of needs
food objectives but beyond country feoods - could
has no scope for use for consol i date present IDC/COPE
ot her IDC/COPE projects. operations and provide

space for further projects.

New building - present cost . An older building - costs
estimates reasonably certain. 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
bui | di ng, will best serve the needs of IDC because:

Itwill 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

The location is excellent relative to the traffic fl ow and
public proninence.
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Reconmmendat i ons

The following recommendations outline the key steps to be
taken by IC in confirning the feasibility study and in future actions.

IDC should carefully review the information contained in the
feasibility report in conjunction with the detailed assunptions.
| f IDC does not agree with all of the assunptions, the node
should be re-run on a different basis.

|f 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, aad
capital cost of construction or renovation. In the case of
Alternative 2 the structural soundness of the building nust be
determ ned before any commtnent to purchase is made

IDC shoul d consider constructing any processing facilities to
federal meat inspection standards in anticipation that, at
sone time, Country Food supplies mght exceed NWT 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 controls
and structure should be docunented and start-up assistance
retai ned
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22 LUTCHER SDOF SaLE &

20 RESTADRANT SALES
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313
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4,392
502
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(YEAR 2)
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APPENDIX 3

CARCASS CUT-QUT CHARTS



APPENDIX 3-1

APPROXIMATE Yl ELD FROMA GRADE A1QR A2 SIDE OR QUARTER
{Based on Side Weight of 250 Ibs.)

ADDIox. weignt Percemage Percamage
you may expect of the of the
—__ (los.) side Hing Quartar
ROUND (Steaks and! Roasts) 18.5 7.4 18.5
RUMP ROASTS 125 5.0 10.6
SIRLOIN TIPRQASTS 8.8 3.5 7.5
SIRLOIN STEAKS 11.0 4.4 9.3
- PORTERHOUSE STSAKS 3.5 1.4 3.0
> T-3ONEIESITR2AKS 7.7 3.1 6.5
=] WING STEAKS 4.0 1.6 3.5
1 FLANK (Steak or Stewing Seef) 1.2 5 1.1
STEWING BEEFAND GROUNDBEEF 22.5 9.0 19.0
99.7 76.0
WASTE ({tat.banme and shrink) 28.5 24.0
I 118.2 1 00.04/0
Percantage
of the
U Front Quarter
24
n RI1B (Raasts and Steaks) 14.2 5.7 10.8
SHORT RIB ROASTS (may be
inctuded with Cross ordlade Rib) 10.5 4. 7.9
BRAISING RIBS 438 1.9 3.7
CROSS RIB ROAST 120 4.8 9.2
= BLADE ROASTS 12.0 4.8 9.2
ZSHQULDER ROASTS (may be inciuded
g as Stew Seef) 6.3 25 4.7
. SBRISKET (may be included as
Ground or Stew Beef) 7.0 2.3 5.3
SHANK 2.5 1.0 1.9
STEWING ANO GROUNDBEEF 33.0 13.2 25.1
102.3 76.8 77.3
WASTE (fat. bone and shrink) 29.5 23.2 22.2
R 131.8 100.0°%% 1 00.0%
TOTAL USEABLE MEAT 192.0
L--TGDTAL WASTE 58.0
| 250.0




Figure 4.3

STANDARD PRIMAL BEEF CUTS

BEEF LOIN)
TRIMMED )

Caurtesy of Nationai Livestock and Meat 8oard, U.S.A.
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Acrohuls 2-3

2T, C

RETAIL CUTS OF YEAL WHERE THEY COME

FROM AND HOW TQ COOK THEM

LT ot
B

Shank

)
o | |7 BT

. Rivets toeesfibles @ Shuf o
e Catlt 18 i e

e IO 318 OF RGOV D A0 IO WY Clt. This chart approvad by D Mot Lime Stmass ama Mout Saard @
e e o e e 1252 National Live Stock and Meat Board
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Pr

Franched b Chaps. o)

I

@ fib: Chags

1RLO | =G

MIND SHANK- | - - GROUNQ OR CUSED tama *
. 7 & | ;;‘.":g,g
- o . B Ty fa) A
o =] o eo  uise
Fore Shank D greae Roiisd Braast Shuffed Breast Hind Shank (Larqe Pecs)  Lamd for Slew® (St Piecer)
o dcaing, Coot in inmagr | |~ “eememeedns Rgagt, Sruse- A, —mee — drtin, Countt in Ugmuier Sooam. Cant i L s
o ,:_.‘3_.
s 3. S ST o SIPTEN N
! \ & @f %’%&fﬁe@
@, = )
Scacents Stuffed Chaps Lamb Patties * Groung Lamg
weitama, Rosst (Robtbme  —dred Panteed, Penirye— ———— e, Ponived, PESi ce—— s At (B0} wnermmee
¢ Lums 107 stow wr Grinaung May D Mmade from amy Cut This chart approvad by

CRLDE0S OF CUGD SN MOy BE Mus KU Avy
UeCh Botel GuaCE OF DOASISes LD,

National Live Stock and Meat Board

S Mavnat Live St s Must dencw @)



