How to Use this Section

The assumption behind this manual and, in particular, this prefeasibility or exploratory
section is that a group is discussing the possibility of starting a business to slaughter
cattle raised by group members and selling the meat in a variety of products. A 10-step
checklist is included here to guide the group through the process.

Purpose: To reevaluate, if necessary, your idea.
Action item:
» It’s time to put ideas, discussions and early findings down on paper.

[

Purpose: To guide the formation of a team and to understand the dynamics of group

member interactions.

Action items:

» Form ateam to explore your idea. For guidelines on recommended team members or
the type of expertise to include, please read “How Will the Process Start?”

»  Since the process most likely will involve working with a group, read “Working With
Groups” to gain an understanding of the five phases that groups go through during
projects. Discuss the implications for your group.

Purpose: To do preliminary cost and revenue analysis of the business idea.
Action items:

» Review together the article “Cost and Financial Models.”

»  Discuss how to gather the information required.

[

Purpose: To learn about the information required for a preliminary financial feasibility of

the idea before writing the business plan.

Action items:

»  Review the cost model for categories of data.

* Read two articles to help determine additional information that may be required for
your financial analysis. The two articles are “Factors in New Business Success”
and “Deals from a Bankers Perspective.”

» Decide what data is missing and needed for an initial review.

» Assign teams to gather the missing data.

Purpose: To gather the necessary data.
Action item:
»  Gather data.
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Purpose: To complete the financial analysis using the data gathered.

Action items:

»  Develop computer spreadsheets and enter data.

* Analyze data to determine if idea is still feasible.

» Iftheideais not feasible, decide what can be changed to make it so. Then redo the
financial analysis and reevaluate.

|

Purpose: Begin the business planning stage if idea is feasible.

Action item:

»  Review the remainder of the manual to learn the business plan sections, determine
the information required and identify sources for that information.

Purpose: To gather the data and information required for the business plan.
Action items:

»  Assign committees to work on each section of the business plan.

*  Whole team meets as needed to form needed strategies.

Purpose: To review the idea and plan as the business plan writing progresses.

Action items:

»  Group meets on a planned basis to review progress, discuss issues and set business
strategies.

»  Group also continues to evaluate the idea to improve the feasibility of the plan.

Purpose: To obtain financing once the plan is complete.

Action items:

» After the plan is complete, is the idea still feasible?

» Have the plan read by an independent source, such as an Extension agent or
specialist, to ensure the plan is complete and sound.

* Review the manual articles “Sources of Capital” and “Working with an Economic
Developer.”

The process should take six to nine months to complete with the longest phase the
writing of the actual business plan. Good luck!
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10-Step Checklist

Estimated New
; Person(s) Due | completed?
Step Completion : pletedsl pye
Time Responsible] Date Yes No Date
1. Reevaluate idea One day
2. Form team One day
3. Review financial
) Two days
analysis process
4. Learn about
] . Two days
information data
5. Gather data 60 days
6. Complete financial
P ) 10 days
analysis
7. Begin business
gin bus! Three days
plan process
8. Gather business
or busine 180 days
plan information
9. Review business
. Two days
planidea
10. Arrange for
. g 60 days
financing
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How WiIill the Process Start?

Many new ag ventures under formation today are the result of groups working together.
There are several groups in the planning stages now to market grain or livestock related
products. Two or more people are a group; a partnership among people seeking to
achieve a common goal. The purpose of this chapter is to discuss how groups work and
the stages groups go through in reaching their goal.

To be successful, a group must establish a structure very early in the process. Key roles
need to be filled to ensure the group is working towards its goal.

This person has the vision or burning desire that is the driving force. He/she will be
responsible for keeping the group on schedule, calling and conducting meetings,
assigning tasks, following up and setting direction.

Someone needs to be appointed to take minutes of all meetings, handle correspondence
and perform other duties.

Appoint someone to serve as treasurer. This is a potential new venture, so people
involved need to act like it is one. Expenditures may be necessary and funds may need to
be raised to finance the prefeasibility stage. An account of all financial matters should be
kept.

During all phases of prefeasibility through planning and start-up, issues will need to be
dealt with in the functional areas of business — marketing/sales, accounting, finance,
production, human resources, purchasing and general management. Appoint committee
members to be team leaders for all of these areas. Their assignments are to address the
many issues, questions and concerns that fall in their respective functional areas.

This person should have industry knowledge and experience as well as corporation and/
or cooperative experience. Experience should be in federal and state laws and
regulations.

This person should have industry knowledge and experience as well as corporation and/
or cooperative experience. He or she also should have experience with start-up
businesses.

These would be investors other than producers or other committee members. They need
to be at the table to make the “GO” or “NO GO” decisions in these exploratory stages.

This person needs to have industry knowledge and experience as well as corporation
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and/or cooperative experience. He/she should have a working knowledge and
understanding of federal and state laws and regulations concerning the industry. And,
this person must have experience in start-up operations.

This needs to be a person who can provide overall assistance and guidance to the
group, will help the group establish goals and will help it work through the five stages of
a group. This person should enhance the decision making process through use of
techniques such as brainstorming, affinitizing, data collection and analysis, and the
problem solving cycle of the plan (do-check-act).

n

A starting point for the group, after getting organized, is to read and discuss “The Cycle
of a Project” chapter in this manual. A list of key issues is included in the article. Of that
list, the two questions to consider now, before proceeding any further, are:

1.  What s the need for the project?

2. What is the potential membership base and volume of product for the project?
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Working with Groups

Groups go through five phases of development: forming, storming, norming, performing
and ending or transforming. The phases usually follow in order, but at times, groups find
they must go back to an earlier phase to repeat a process.

The group begins as an assortment of individuals who have a lot to do. The mood is
upbeat and a little uptight, because working with new people is both exciting and nerve-
wracking. There may be anxiety and confusion as the group begins to organize. For some
people, it may be too much too soon.

Members have to get acquainted and decide to cooperate. They have to figure out how
to make decisions and set goals. They also have to decide what the role of each person
in the group will be.

The following may be characteristics of your group:

* Members may be concerned with personal safety in the group.

» Members are concerned with acceptance and fear rejection.

* Members communicate in a tentative and very polite manner.

» The members behave in ways that suggest a need for dependable and directive
leadership.

» The leader is seen as benevolent and competent.

» The leader is expected and encouraged to provide members with direction and
personal safety.

» The leader is very rarely challenged.

» Goals are not clear to members, but clarity is not sought.

* Members rarely express disagreement with initial group goals.

» The group assumes that consensus about goals exists.

* Role assignments tend to be based on external status, first impressions and initial
self-presentation of members, rather than on matching member competencies with
goal and task requirements.

»  Member compliance and conformity is high.

«  Communication tends to be centralized.

» Participation is generally limited to a few vocal individuals.

*  Overt conflict is minimal.

» Alack of group structure and organization is evident.

» Cohesion and commitment to the group are based on identification with the leader
rather than other factors.

»  Subgroups and coalitions are rare at this stage.

Appropriate leadership behaviors in the forming phase

* Minimize speaking to lessen the group’s dependency on leadership direction and
avoid establishment of a centralized communication style.

*  Minimize singling out individuals by using group-level interactions. (e.g. “People are
working hard,” or “How will this decision help us reach our goals?”)

» Focus actions on creating a safe environment, open communication system and
individual disclosure and work.

*  Minimize personal activity.

»  Continually assess member actions for their impact on group dynamics.
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Appropriate membership behavior in the forming phase
» Be friendly as you attempt to understand others.
* Voluntarily share.

During the storming phase, anxiety increases and group morale may sink. There may be
some conflict. During this phase the group may “bottom out.” It's normal, and it will pass.
Think of it as essential tension — accept it and prepare for it. It's energy the group can use.

Group members may disagree; voicing differences can benefit the group. One way to
manage storming is to generate ideas to solve problems. Ideas are the key to group
creativity.

The following may be characteristics of your group in this phase:

»  Conflicts about values surface.

» Disagreements about goals and tasks emerge.

* Increased feelings of safety allow dissent to occur.

» Dissatisfaction with roles may surface.

» Clarification of goals begins.

» Role clarification also begins.

* Members challenge the leaders.

»  Subgroups and coalitions form.

»  Group intolerance of subgroups and coalitions is manifested.

* Increased member participation is evident.

»  Decreased conformity begins.

»  Deviation from emerging group norms occurs.

» Attempts at conflict management are evident.

» If efforts to resolve conflicts are successful, increased consensus about group goals
and culture become evident near the end of this stage.

+  Conflict resolution, if successful, increases trust and cohesion.

Appropriate leadership behaviors in the storming phase

» Appreciate members’ conflicts. Accept changes in members’ feelings toward the
leader.

»  Encourage members to express their views regarding leader-member and member-
member relations.

» Use conflicts with the leader to help the group fairly redistribute power and
influence. If a member challenges the leader, ask for proactive suggestions rather
than debating the validity of the challenge. If members disagree, invite them to
explore this opportunity to learn about each other. The goal is a united culture
without sacrificing individuality.

* Intervene in ways that model compromise, tolerance and effective conflict
resolution.

» Help the group forge a unified set of beliefs and values.

»  Encourage exploration of individual beliefs and values.

»  Exercise fortitude and be slow to correct misperceptions of personal motivations
and intentions.

»  Welcome redistribution of power and influence.

»  Encourage members to share feelings and reactions to personal leadership, using
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these times as opportunities to explore the larger reaction to authority.

»  Work to create positive relationships with members by helping individuals achieve
their own goals.

*  When a member challenges the leader’s skills, ask for suggestions for improvement.

»  When members fight, help the group understand this is a good opportunity to learn
more about each other and to build the group.

Appropriate membership behavior in the storming phase
»  Expect conflict and view it as a step toward self-exploration and group building.

In the norming phase, groups truly begin to act as a group, rather than as individuals. The
group has an identity, clear expectations and norms (informal rules about group
behavior). Norms make it possible to count on certain things being done and other things
not being done.

Norming is essential for a group to achieve its goals, but problems may crop up.
Sometimes people are so concerned about getting along they don't think critically and
consider all their options. Your group can keep its options open by airing doubts and
exploring alternatives.

Groups may make poor decisions during the norming phase. Maybe the group had faulty
information, made poor assumptions or came to the wrong conclusions. The group may
have defined the problem poorly or defined the wrong problem. It may have mis-
evaluated the consequences or violated procedures. Good decisions are informed
decisions, so listen to everyone’s ideas, positive and negative.

The following are characteristics of groups in the norming phase:

* Increased goal clarity and consensus are evident.

» Roles and tasks are adjusted to increase the likelihood of goal achievement.

» The leader’s role becomes less directive and more consultative.

»  The communication structure appears to be more feasible.

* The content of communication becomes more task oriented.

*  Pressure to conform increases again.

»  Helpful deviation is tolerated.

»  Coalitions and subgroups continue to form.

* Increased tolerance of subgroups and coalitions is evident.

»  Cohesion and trust increase.

* Member satisfaction increases.

»  Cooperation is more in evidence.

* Individual commitment to group goals and tasks is high.

»  Conflict continues to occur.

» Conflict management strategies are more effective.

»  The group works to clarify and build group structure that will facilitate goal
achievement and productivity.
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Some groups never reach a warm, peaceful co-existence, but their goal is held so
intently, they can remain focused as a group. The American Revolution may be such an
example. Many members of the group never liked each other, but tensions forced better
outcomes on issues of language and governance.

Appropriate leadership behavior in the norming phase
* Help individuals work on their goals by intervening in ways that heighten member
awareness.

Appropriate membership behavior in the norming phase
* Implement new norms within the group.

» Maintain focus on real-world (goal) change.

»  Constructively give and receive feedback.

» Beopen to new ideas and ways of reacting.

A group reaches the performing phase when it “gets down to business.” Leaders
delegate responsibilities and group members go to work. The group’s resources are fully
mobilized to achieve a goal. There still may be breakdowns from time to time. However, if
your group keeps working together, you'll get through those difficult times.

The following may be characteristics of your group:

* Members are clear about group goals.

*  Members agree with group goals.

» Tasks are appropriate to group versus individual solutions.

* Members are clear about their roles.

» Members accept their roles and status.

* Role assignments match member abilities.

» The leadership style matches the group’s developmental level.

» Delegation is the prevailing leadership style.

»  The group’s communication structure matches the demands of the task.

* The group has an open communication structure in which all members participate
and are heard.

» The group gets, gives and utilizes feedback about its effectiveness and productivity.

* The group spends time defining problems it must solve or decisions it must make.

»  The group spends time planning how it will solve problems and make decisions.

»  The group spends enough time discussing the problems and decisions it faces.

» The group chooses participatory decision-making methods.

» The group implements and evaluates its solutions and decisions.

* Voluntary conformity is high.

» Task-related deviance is tolerated.

» The group norms encourage high performance and quality.

»  The group expects to be successful.

*  The group encourages innovation.

» The group pays attention to the details of its work.

» The group accepts coalition and subgroup formation.

»  Subgroups are integrated into the group as a whole.

»  Subgroups work on important tasks.

*  The group contains the smallest number of members necessary to accomplish its
goal(s).
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» The group has access to the technical and people resources necessary to
accomplish its tasks.

* The group has access to technical or interpersonal consultation as needed.

» The group has access to technical or human relations training as needed.

* The group has a defined work territory.

* The group is allotted sufficient time to accomplish its goals.

»  Subgroups are recognized and rewarded by the group.

» The group is highly cohesive.

* Interpersonal attraction among members is high.

*  Members are cooperative.

»  Periods of conflict are frequent but brief.

» The group has effective conflict-management strategies.

Appropriate leadership behaviors in the performing stage
» Encourage independence and confidence in members.
» Transfer problem solving and influence to group members.

Inevitably, groups reach the transforming or ending phase. They may go back to earlier
phases or regroup to tackle a new task. Some members may leave the group, or new
members may join. A group may disband after accomplishing its task. For some groups,
transforming is a time of sadness or loss. Members are disappointed that their goal(s)
has been achieved or that the group may disband. But for other groups, transforming is a
satisfying time as members look forward to new activities.

For groups that will continue, it is a good idea to redefine group goals and roles. This will
help renew group commitment and visions, re-energize current members and build a
sense of ownership and belonging among new members.

The following may be characteristics of group members at this stage:

»  The ability to manage conflict may degenerate.

»  Work activity may increase or decrease abruptly.

» Feelings of solidarity may increase. Increased expressions of positive feelings
among members may occur.

»  Stress and anxiety among members is evident.

»  Some members may become apathetic with regard to the group.

[ | Working with Groups - 17

Notes




Group conflict is essential to a group’s cohesion. It helps groups identify areas of
common values; provides greater group stability through shared beliefs; helps to balance
the differences between extreme positions; and helps to clarify roles and structures. To
have effective conflict, it is necessary to create a safe environment. Frequently, if
managed constructively, conflict can be a strong indicator of a group’s effectiveness.

A problem-solving method usually is the first thing people employ in a conflict situation. If
that method doesn’t bring about quick resolution, contentious tactics may be used until
escalation of the conflict forces participants back to problem solving. The following are
key steps in problem solving to move the conflict toward a win/win for all parties:

1.

Separate the people from the problem. Put yourself in their shoes. Don’t deduce
their intentions from yours. Don’t blame them for your problem. Discuss each other’s
perceptions. Look for opportunities to act consistently with perceptions to
demonstrate your good faith in a negotiation. Give people a stake in the outcome by
involving them in the process. Allow windows for face saving, making your proposal
consistent with their values. Recognize and understand emotions of all parties.
Listen actively. Speak about yourself rather than them. Speak for a purpose. Build a
working relationship. Be hard on the problem, soft on the people.

Focus on underlying interests not stated positions. Ask “why” and “why not” for
each position. Reconcile interests (not positions), since interests define the problem.
(Behind opposing positions lie shared and conflicting interests.) Acknowledge
others’ interests as part of the problem. Acknowledge their interests before you
state what you want. Look forward rather than arguing the past. Always be firm on
interests and flexible on solutions.

Generate a variety of options before deciding what to do. Be creative in how you
can maintain or enhance the relationship with others in the conflict. Judgment
hinders imagination. Brainstorm ideas by separating invention from imagination.
Look through the eyes of different experts. Change the scope of the agreement to
make it easier. Start with easier issues and work out resolutions that build
momentum for the more difficult issues. Dovetail differing interests. Make their
decision easy.

Base agreement on objective criteria and fair procedures. Frame each issue as a
joint search for an objective standard. Be open to reason to the type and application
of standards. Yield only to principle, never to pressure.

Prepare in advance what you'll do if negotiation fails (i.e. your walk-away
alternative). Know your best alternative plan if you leave an interest-based
negotiation. Know their best alternative plan. Be patient and persistent in
negotiations until your walk-away alternative becomes the better choice. Never be a
victim. If you have to, leave them knowing you worked hard on the problem. Stay
true to your interests, and treat others as you would want to be treated.

To help you use interest-based negotiation effectively, keep the following behaviors in
mind as you negotiate.

Keep your composure.

Focus on interest, yours and theirs. Know their walking shoes as well as your own.
Keep focused on the real issues.

Recognize dirty tactics. Look for multiple clues and incongruent communication.
Maintain a healthy skepticism.
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Know your hot buttons. Pause as needed to break an automatic reaction to being
pushed.

Maintain an interest in the long-term relationship of participants.

Let them save face. Use reasonable requests such as, “You won't mind if | check this
out?”

Ask questions such as, “What would you do in my place?” Invite specific criticism.
Use humor, laughing at yourself and your shared situation.

Respond to reason not personal attacks or force.

Allow them to vent frustrations, if it moves the negotiation ahead. Respond by
saying, “l respond better to knowing your interests or figuring out options.” Warn
but do not threaten by saying, “Here’s what the situation will be.” Then bring
everybody back by talking about the problem. Ask, “What do you think will happen if
we don’t resolve this conflict?” or “How do we make sure this doesn’t happen
again?”

The following communication rules can improve problem solving:

State your problem and interests. Speak with “I” statements. Acknowledge the
other’s problem and interests. Avoid name calling and answering a complaint with
another complaint.

Listen to the other parties and know their interests. Ask “why,” “why not” and “what
if” questions to better understand. Use silence to demonstrate you are willing to listen
or to help move the other side into a position to listen more effectively to you.

Offer an apology when appropriate.

Stay in the present and the future. The past has already been lived.

Stick to the present topic.

Look for areas of agreement.

Set the time for the next discussion and take a time out if the discussion
deteriorates.

Use mutual restating until a party who continues to feel misunderstood feels
understood appropriately.

State requests for change in behavioral terms. Don'’t ask for changes in attitude or
feeling just to be different.

Consistently express verbal and body messages. If negative feelings must be
expressed, only use words. Show confidence in the process, relax, use good eye
contact and show interest.

Nonverbal communication is important. According to research by Alfred Mehraian, the
persuasiveness of a message depends on:

Nonverbal communication, includes facial expression, movement and gestures.
Voice communication, includes the tone with which the message is conveyed such
as confidence, desperation, anger or condescension.

Data communication, includes the actual meaning of words and any supporting
information.
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You can listen to each other and still have differences. These characteristics apply:

Listen to understand.

Accept that what the other person is saying is true for him/her. Respect the others’
feelings.

Repeat for clarification.

Find a point of agreement.

State or restate your own opinion.

Acknowledge another’s statements and state, “I will give it serious consideration
before | take further action.”

When you receive feedback:

Listen carefully and repeat what you heard.

Ask to fully understand.

Say thank you and state that you will consider their comments before taking further
action.

Seriously reflect on what you heard before taking further action.

When you give feedback:

Separate the behavior from the person. Be specific and factual about behaviors.
Avoid value judgments and demands for a change in attitude or emotion.
Describe how you feel.

Describe how this affected you.

Be sensitive and respectful. Present this feedback as a gift, then leave it behind.

These are strategies to guide action in conflict;

Start cooperatively with positive attitudes about the other person or team.

Set boundaries for negative behavior.

Be forgiving.

Keep your strategy simple.

Continue to put forth conciliatory gestures even when locked in a negative pattern.
Eliminate envy by attempting to do no better in any transaction than the other party.

When addressing a problem or conflict, ask problem-solving questions. Let the problem
be the teacher. These strategies can help:

Ask “why?” questions. “Why is it that you want that?” or “Why is that a problem?”
Ask “why not?” Through their criticism seek to understand their interests.

Ask “what if?”” Use this to explore options without holding anyone to a position.
Remember to invent first and evaluate later.

Ask for the other party’s advice. “What would you suggest that | do?” “What would
you do if you were in my shoes?” “What would you say to my clients?”

Ask “What makes that fair? You must have good reasons for thinking that is a fair
solution. I'd like to hear them.”

Ask open-ended questions. Preface questions with “how, why, why not, what or
who.”

Tap into the power of silence. Silence is the gestation period that can bring forth
creativity and understanding.

The turning point is when you change the game from positional bargaining to
problem-solving negotiation.
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Cost and Financial Models

Cost and financial models are vital tools in assessing the feasibility of a potential new
business. Because the success of any new venture eventually comes down to the
numbers, models keep the attention focused on profits. Assuming a market exists for
products or services that are being contemplated, the two essentials for profitability and
long-term survivability are cost and cash management. Cost and financial models
become the basis for organizing cost, pricing and marketing information so that
marketing and investment decisions are made wisely.

It needs to be pointed out, however, that cost and financial models are not forecasts.
Rather they provide the basis for conducting a series of “what-if” scenarios. These,
then, form the basis for rigorous analysis to determine if the venture is feasible or
sufficiently profitable to warrant the investment; and if feasible, what is the most
advantageous strategy.

Conscientiously prepared cost and financial models reduce investment uncertainty

because they:

»  prevent surprises by making certain that all costs are recognized prior to start-up —
serve as a cost inclusion checklist.

» determine the cost behavior for each of the significant cost elements, i.e., the effect
of volume changes on individual cost elements.

» match and measure the cost of various inputs (resources) with the expected
revenue of each of the outputs (products or services).

» estimate the physical quantity and cost of resources required to generate
anticipated revenue.

» identify critical performance measurement requirements and facilitate the design of
performance measurement processes.

» establish amount of initial capital investment required to operate the firm at
profitable levels.

Cost and financial models are particularly useful to prospective investors and lenders as
they conduct due diligence analyses of a new venture. This is especially the case if
historical profit and loss and balance sheet statements are not available for review.

From the perspective of those conducting due diligence analyses, who is making the
cost and financial models is as important, if not more important, than the models
themselves. To be credible, the assumptions used in models will have to be made by
individuals who have expertise in the type of enterprise under consideration. The
expertise used must be drawn from all phases of the business: marketing, product and
process technology, finance and general management. Investors and lenders will have
to be convinced that the individuals who will start up and operate the enterprise have the
ability to “make it happen.”

It also should be pointed out that cost and financial models may reveal that a prospective
venture is not feasible, or that the potential is marginal at best. In this case, the modeling
process serves an equally valuable function by preventing a bad investment.

Two types of financial models commonly used are the breakeven analyses and cash flow
projections. The third type, used less often, is the input/output cost model. Breakeven
analyses, explained in Section 3 of this manual, is used to determine unit and dollar sales
required to cover all expenses. The cash flow projection has several uses. The main
purpose is to estimate when the firm will achieve a positive cash position and to
determine the amount of operating capital required.
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The input/output model differs from pro forma operating statements in that physical
resources (inputs) used to produce revenue are matched with the sources of revenue
such as products or services (outputs). As mentioned, it gives a more accurate picture of
the physical resources in terms of raw material, labor, plant and equipment utilization,
etc., required to generate revenue at various levels. Itis an essential step in the
information-gathering process because it provides supporting data for pro-forma
financial statements.

A useful tool in preparation of cost models is a process flow chart. The chart will
indicate where various inputs take place in the production process until the end
products/outputs are produced. The flow chart for this purpose does not have to be
highly detailed or elaborate. If it indicates the major cost elements and where they
occur in the production process, it should be sufficient.

The next step is to prepare input/output revenue versus cost models. The purpose of this
model is to match physical units of inputs, hogs purchased and processing tasks, with
the costs incurred in purchasing hogs and in each of the processing steps. To be of
value, the costs of producing each product need to be matched with the revenue derived
for that product. There are several ways to classify sources of revenue: by product or
product category; by method of distribution (wholesale versus retail); or by specific
customer (supermarket chain A versus supermarket chain B). Fortunately, present day
computer systems have the capability of matching costs with revenue in many different
ways, depending upon what is being analyzed at the moment.

Since it is impossible to predict future sales it is advisable to prepare several statements
based upon different assumptions. Well thought-out assumptions will serve the purpose
of establishing parameters, which then can be useful in analyzing the success
probability of the new venture. For example, an approach might be to construct three
scenarios: a conservative estimate, mid-range and an optimistic estimate. An added
advantage of this approach is that it identifies the costs that will increase or decrease
with volume and the capacity utilization required for each sales level.

As stated in the first paragraph, models are particularly useful in assessing the feasibility
of a new venture. Market feasibility studies should indicate the potential demand for a
product (outputs), and what customers would be willing to pay — particularly the price
premium for a unique product. Technological feasibility will determine the physical
resources (inputs), along with the costs needed to process, package and distribute the
product. Financial feasibility will consolidate the information obtained from the market
research and technology feasibility studies, to determine if the difference between price
and cost justify risk.

With respect to developing models for a pork processing facility, examples of several
worksheets are included at the end of this chapter (Exhibits 3-A through 3-E). To
facilitate data gathering and revision of data as more information is accumulated, it is
highly recommended that spreadsheets be developed using these worksheets as guides.
Since no two operations are similar, the spreadsheet applications should be specific to
the venture under consideration.
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In sequence of use, the first worksheet, “Beef Processing Feasibility Study/Business
Planning Costs,” is designed to accumulate all costs associated with this part of the
start-up process. While financial expenditures invested during this phase of the process
are intangible, therefore cannot be used as collateral for financing purposes, it is still
important to have this information. For one thing, it documents for potential lenders and
investors the efforts that have been made in determining the feasibility of the enterprise.
In other words, that the organizers have “done their homework.” It also can be useful in
negotiating stock ownership share when the capital structure is determined. It is also
possible these costs can be written off against future earnings (check with a tax expert
as to eligibility and documentation required).

As mentioned previously, a purpose of the feasibility study/business planning worksheet
is to serve as a checklist so that many costs related to this phase of business
development are not overlooked. Since these costs likely will have to be paid by the
enterprise organizers, this worksheet could be a useful guide in developing a budget for
this phase — thus assisting in keeping cost from getting out of control.

[

The next worksheet, “Beef Processing Plant Start-up Costs,” is used to gather all the
costs connected with acquiring and constructing physical facilities and related pre-
start-up expenditures. Unlike feasibility and business planning costs, start-up costs are
not likely to be incurred until equity and lending financing have been obtained or
approved. It is essential that this information is available to investors, lenders and
economic development agencies on a periodic basis in the form of progress reports.
Again, this information is necessary for tax purposes.

If custom processing is used in lieu of building or acquiring processing facilities,
then the cost of custom processing per head should be used in the Revenue/Cost Model
and subsequently in the pro-forma financial statements. In effect, a variable cost is being
substituted for a fixed cost thereby reducing the start-up risk. Preparing the start-up cost
worksheet is still a useful exercise because it identifies the cost of eventually building
new facilities as well as indicating the volume that needs to be reached before building
processing facilities.

The “Beef Processing Input/Output Model” and the “Beef Processing Revenue/Cost
Model” are tied together because the input/output analysis provides the necessary data
for the revenue/cost model. The first step in the model preparation is to develop capacity
assumptions. The models use cattle processed per day as the basis for determining
capacity. However, organizers can use whatever measure makes sense to them as the
basis for determining capacity.

Whatever measure is used, it is strongly recommended that several capacity

assumptions be used so that side-by-side comparisons can be made. It will help to
identify the effect volume will have on each of the cost elements. This will assist in
answering the question: “If volume increases or decreases, which of the costs will
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increase or decrease — both on an aggregate and on a per unit (pound) basis?”

It is important that as much cost detail as possible is included in the revenue/cost model;
and that all significant sources of revenue are included — individual product sales are
listed in the input/output model. Typically, processing industries have low profit margins
so it is important that all revenue and costs are identified. Fortunately, personal
computer spreadsheet applications make this process much less cumbersome.

The input/output model example calculates the “material margin” for each of the
capacity levels. It is the difference of what is paid for the hogs, and the revenue that is
likely to be received for the end products. The reason for calculating the material margin
is that it provides a number that can be used to compare with historical data. For
example, assume 20 percent is determined to be the minimum material margin
acceptable, in terms of covering processing, selling, general and administrative costs as
well as providing a sufficient return on investment. Statistical analyses can be used to
determine how often that margin was 20 percent or within a given time period.

Since small processing plants are likely to be aimed at niche markets, premium prices
paid to producers and premium prices paid by consumers for end products need to be
taken into account when establishing revenue and cost data.

Using three capacity level assumptions was previously suggested. It is also suggested
that a minimum of three separate assumptions be made in determining the material
margin for as called for in the input/output model.

The basis for these assumptions could be as follows:

»  Best case (from processor’s perspective): high margins because of low prices paid
to producers and high wholesale prices.

»  Most likely case: average margins over a period of time.

»  Worst case (from processor’s perspective): low margins because of high prices paid
to producers and low wholesale prices.

A minimum of nine different scenarios (three revenue/cost assumptions x three capacity
assumptions) should be sufficient to determine if the venture is feasible and, if feasible,
the optimum size of the venture. Establishing parameters is perhaps the most practical
way to deal with the infinite number of possible revenue versus cost combinations in this
type of enterprise.

While the focus of any statistical analysis is on the material margin, from the investors
and lenders perspective, earnings before taxes (line 13 of the revenue/cost model), is the
figure they are most interested in examining. That item should also be identified for each
scenario used.

Calculated on the revenue cost model is the “Contribution Margin” (line 5). The
contribution margin percentage can be used to calculate the breakeven point for each of
the assumptions used. It is determined by dividing the nonvariable or fixed costs
(indirect labor + processing machinery + facilities + selling and marketing + general and
administrative) by contribution percentage x 100. In addition to dollar and unit sales
required to breakeven, it can also be used to determine the percentage of capacity
required to achieve that number. Breakeven calculations can be used for other
purposes as well: labor required to breakeven, cash flow breakeven, etc.
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The “Sources and Uses of Financing Worksheet” is used to calculate the total capital
required for the new venture and to indicate where that capital is coming from. The asset
side (uses of financing) is in the same format as a balance sheet, while the sources of
financing side generally follows the same sequence as the liability and net worth side.
While lease and rental agreements are not part of the balance sheet, they are included
here to indicate how some of the capital equipment or facilities may be financed.

Since the amount of investment required will be determined by processing capacity, a
separate worksheet should be prepared for each capacity assumption. Industry
statistics, such as Robert Morris Annual Statement Studies, should be consulted as
guidelines. For example, data for meat processing plants could be used to determine the
ratio of current assets to fixed assets, and sales to determine the amount needed for
working capital.

[

Models, as here described, are particularly vital in judging the potential feasibility of a
new enterprise. But they are only as valid as the people who construct them.
Assumptions should be made by, or at least verified by, industry experts. Earnings and
cost data that deviate significantly from industry norms need to be satisfactorily
explained in order to be credible to vendors and lenders.

Information obtained for the models in the feasibility stage should be used as the basis
for financial projections included in business plans and loan proposals. They can also be
used as guides in developing performance standards and monitoring systems once the
firm is in operation.
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Exhibit 1-A

Beef Processing Feasibility Study/

Business Planning Costs

(Expenditures from time of idea perception to present - include anticipated amounts)

Item

Project Management
Administrative Support
Consultants/Expertise
Engineering

Laboratory Equipment
Facilities - Rent, Utilities, Insurance
Reference Materials

Data Processing/Software
Materials

Market Research/Feasibility
Patent/Trademark

Product Testing

Travel

Office Equipment
Telephone

Insurance

Miscellaneous Office Expenses

Amount

Comments

TOTAL EXPENDITURES
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Exhibit 1-B

Beef Processing Plant Start-up Costs

Item Amount Comments

Project Management

Administrative Support

Office Expenses

Land

Environmental Studies

Building/Building Improvements

Facilities Planning/Design

Machinery/Equipment

Machinery/Equipment Installation

Lease Deposits

Leasehold Improvements

Initial Inventory

Initial Working Capital

Legal

Accounting

Consultants/Architects

Property Insurance

Management Recruitment

Workforce Recruitment

Workforce Training

Marketing/Advertising

Product Liability Insurance

Other Insurance

Travel

Telephone

TOTAL START-UP COSTS
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Exhibit 1-C

Beef Processing Input/Output Model

A guide for developing a “what if” spreadsheet model for the purpose of matching revenue and costs to physical inputs/outputs. Use data derived from this model for the revenue/cost model.

Annual Inputs

Assumptions Processing Capacity per Day chWmcmer%wa Purchase Price per Head Total Cost of Cattle
Assumption |
Assumption Il
Assumption I1I

Annual Outputs

Assumption | Assumption Il Assumption 111

Products or Product CategorigsPrice per Pound  Pounds Sold Total Sales A_@ _u_uwmq”“\Mﬂﬁ:nmuﬂ Pounds Sold Total Sales @r _u%m«,n\mw&mﬁ Pounds Sold Total Saleg ($) _u%mmmmm_mﬁ

Product or Product Category A

Product or Product Category B

Product or Product Category C

Product or Product Category D

Totals

Less: Cost of Cattle Purchas

Material Margin
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revenue/cost model here
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financial worksheet here
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Assess Group Skills

You face a very basic question: What type of beef marketing business should the group
start? Which prompts the next question: How do we get started?

Although the group is right in its desire to look for answers instead of more questions —
the truth is that many questions need to be answered. This will be a discovery process
about yourself and the group. You are the only one who will know if the answers are right
for you.

Many successful businesses are founded on skills and knowledge acquired when
working for someone else.

Eight years ago, an individual who wanted to be self-employed chose to start a machine
shop/tool and die business. He had been working for someone else in the same business
and felt he had acquired the knowledge and ability to succeed on his own. He wrote a
business plan, obtained financing and started a small shop.

Today?

He has expanded his operation to a bigger building, hired more people, purchased
additional machinery and equipment, and increased his business volume through unique
sales and service programs.

Successful business ideas are often a result of recognizing a need while working in a
related field.

A number of years ago, three brothers were in the homebuilding business and were
regular purchasers of custom-built cabinetry.

They spotted an opportunity and began building their own product. Soon, they were in
the business of manufacturing cabinets and selling them to retailers and other builders.
In time, they opened their own retail stores, expanded their plant, purchased new
equipment and hired additional employees.

[

There are many examples of successful businesses built by individuals using the skills
and knowledge they acquired through years of “doing.” Many case studies exist for
agriculture ventures.

A Web site that contains a list of family farm-based enterprises is www.familyfarms-
direct.com/familyfarm/ind.html. Even though most of those families are not involved in
Midwestern style agriculture, the farms featured on those Web pages are great
examples of the variety of ways producers are attempting to diversify.
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Experience is a great teacher. Members of the group might benefit from spending some
time on the road and seeing for themselves what other producers have already done.
There is nothing like a face-to-face visit to learn things like:

» How others got started in a new venture.

*  Where they secured financing.

*  Who their customers are.

*  What experience has taught them.

*  How they manage their business on a day-to-day basis.

*  What s the best way to maintain cash flow.

*  Where would they make changes if starting over today.

*  What would they advise you to do in your business.

Learning from others is the time-honored principle of success. Before going out to visit
with others, put together a list of questions. The visits do not have to be made only with
people and firms in the ag products or food business. Seek out the successful
entrepreneurs in your communities, sit down with them and ask for their advice. Be
honest with them, tell what you are thinking of doing and always ask questions about
what has made them successful.

1. Where are we now?
2.  Where do we want to be?
3. How do we get there?

If possible, put together a contact list of experienced business people who are willing to
lend their experience to your business effort. Or, establish an advisory board that will
meet with your group quarterly to provide advice and assistance as you start and grow
your business.

The analysis is a starting point. An assessment needs to be made of each person in order
to establish an inventory of the skills and knowledge. The needed skills can then be
obtained through owner training, hiring of new staff, establishing relationships with key
business vendors or contracting for accounting or other professional services.

To ensure the tasks required match the group’s combined abilities right from the start,
each member of the group should fill out the following form. The goal is to make sure that
the idea being pursued matches the group’s total talents.
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Skills Assessment Checklist

Categories and Skills E;(epserleplc(:)e Comments
Business
Accounting
Hiring/firing
Purchasing
Marketing

Cold call sales

Telephone sales

Production management

Processing

Safety

Supply chain management

Quality

Supervision

Cash flow management

Account management

Computer

Word processing

Spreadsheet

Database

Web site building

Web site support

Leadership

Enjoy supervising others

Work well with people

Like providing direction to groups

Like making decisions for groups

Able to correct others

Able to commit/ make financial decisions

Personal

Willing to take financial risk

Willing to work nights and weekends

Can take input and criticism of others

Can make a plan and follow it

Willing to work for no salary

Enthusiastic

Have the courage to take risks

Self starter

Creative and innovative

Not discouraged by others’ negativism

Financial

Have money to invest that | can lose

Willing to accept no return on business
investment for 3-5 years
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Once all parties to the new business have completed the checklist, the answers will be
compiled and analyzed. In the analysis, look for trends or high numbers of the same
response. For example, if many members answer that they are not willing to work for no
income or do not have money to invest that they can lose, then those members might
reevaluate their role in the new venture.

n

Each member should also be thinking about:

»  What type of business he or she is interested in forming?

*  What s the personal commitment he or she is willing to make to the business?

Business Requirements Checklist

Business Requirements Yes | No Comments

Willing to work 10 to 40 hours per week
Willing to work nights and weekends
Willing to supervise others

Willing to deal with dissatisfied customers
Willing to call on new sales prospects
Willing to change to raising organic or
otherwise different livestock

Willing to price below competition to gain
market share

Willing to lose money for 3-5 years
Willing to market additional cattle the
first year while also investing time

and money

Willing to sign a loan with a personal
guarantee to assure money for the
business

Willing to offer current home or farm
assets as collateral for a business loan
Wants a business that does not require
personal time

Wants a business that offers only a
product through a broker

Would prefer a product supply business
not a service business
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The issue of financial resource availability cannot be ignored. Each participant in the
new business venture must analyze his or her particular financial situation to see what
income or financial resources can be contributed to the business. A simple sheet
obtained from a bank would be sufficient to help each decide what monies he or she has
available. A short version of such a form is included here.

Financial Resource Checklist

Financial Resource Amount Available Comments

Checking account
Savings account
Stocks, bonds, CDs
Family and friends
Credit available at bank
Credit cards

Assets to sell

TOTAL
Dollars willing to lose?

This is the time to be honest with yourself and your potential business partners.

You face two critical issues now:

»  What does the analysis tell you about your willingness and desire to get involved in
the business?

*  What does the analysis tell about the group’s ability and desire to continue with the
project?

At this stage, if most of the items on your list are checked as “no” or “not OK,” your
involvement in the project should be reevaluated. If the group as a whole has mostly
checked “no” or “not OK,” then the group should evaluate if the business should
continue.
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The Cycle of a Project

The planning process of developing a new product, idea or service has been described

in many ways. Here we look at the project cycle described by James Matson,

Cooperative Marketing Specialist, in The Cooperative Feasibility Study Process, USDA

Cooperative Services. Your group will most likely go through these five phases:

» Identification; Preliminary idea creation, planning, pre-feasibility studies, refining
ideas.

» Deliberation: Formalization of a group, conducting feasibility studies, decision to
proceed with the project.

* Implementation: Securing capital, construction, obtaining permits, hiring
management.

»  Operation: Mobilization of manpower, equipment and materials to carry out the plan.

»  Evaluation: Determining what worked and did not work (in preparation to plan again).

This description is chronological, but it does not signify that equal amounts of time will
be required for each stage in the project cycle. The time spent on each will depend on
the particulars of the project being undertaken and the group involved. It can take two
years, or even more, for a cooperative project to move from the initial planning stages to
the evaluation phase.

This project cycle includes deliberation as one of the stages in the project
developmental process. During this time, the efforts of the planners are focused on
determining whether or not they should proceed with the project. The study of feasibility
is conducted during this stage, before the group has made decisions to implement the
project or not. In addition, planners need to know what arrangements contribute to a
successful project. Towards these ends, the feasibility study serves as an important tool
for the group’s deliberations.

Many projects are quite expensive to undertake. The projects involve business
operations, which differ from those of the members’ individual businesses. Often, people
are unfamiliar with the risks that accompany these operations. The feasibility study
allows groups developing a business idea to preview potential project outcomes and
decide if they want to continue developing the project. Though the cost of conducting a
feasibility study can seem high, almost always these costs are relatively small when
compared to the total project cost. A small initial expenditure on a feasibility study by a
group can help to protect larger investments later.

[

Feasibility studies are useful tools for a wide range of projects. Evaluation of a new
business idea, both from newly formed groups and existing businesses, is their most
common application. Studies can help groups decide if they should expand existing
services, build or remodel facilities, change methods of operation, add new products, or
even merge with another business. A feasibility study can assist decision makers
whenever they need to decide among alternative opportunities.

The proposed project will usually need investment in the form of risk capital from
members and debt capital from banks and financiers to become operational. These
potential investors typically require an objective evaluation of the validity of the project
concept. A feasibility study conducted by someone who does not have a vested interest
in the project outcome can provide this assessment.
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The creation of a feasibility study, although part of the larger project cycle, contains a
process in itself. The four key factors in the feasibility study process can be
characterized as project definition, groups characteristics, group decisions and
feasibility study decisions.

For a cooperative project to be undertaken, a group of people must feel the need for

solving a problem or taking advantage of an opportunity together. The project must be

understood, and the group members must believe that reaching the goal is possible. In

order for a project to succeed, according to Matson, the project must be:

a. defined, understood, described and quantified,;

b. significant, broad and large enough to warrant group action;

c. capable of solution from a purely economic and financial point of view; and

d. economically and socially fitting (cultural/anthropological) or capable of being
considered a reasonable solution by members of the group.

When all four of these elements exist in a project idea, then a successful project can be
achieved from the initial idea. If all four of these do not exist, then the idea needs to be
revisited before continuing to develop a project.

A group that is large enough to achieve a “critical mass” must be interested in pursuing
the project for it to have any possibility of success. The number that is “large enough”
will depend on the product involved in the project, the scope of the project and the
economic resources available to the members. Obtaining the support of enough
members is a critical element in the development of a cooperative project. This support
by the “critical mass” of interested persons is not merely a head-counting game. A small
number of people who are truly committed to the project can have a higher chance of
success than a larger number who are only partially committed to the project. Before
proceeding, the group must assure itself of support for the project.

Attendance at meetings and survey results expressing support or willingness to work to
plan the project all are acceptable means of demonstrating support. Financial backing of
the project by members is perhaps the best single method a group has for expressing its
support. One of the tasks of a feasibility study is to determine what number of members
or volume of product is required for the project to proceed.

Advisors and consultants are useful aids to group formation. This assistance may come
from outsiders, such as Extension staff, lenders, etc., who interact closely with the
group. These advisors can help the group focus its ideas. They also can help to assure
that the ideas of all the members are heard and considered. Another role an advisor can
play is helping the group with its own internal organization and planning.

While outside advisors can be useful to the group, they should not drive the process. The
project should be developed for the group’s benefit. The leadership for the project should
come from within the group. The group should make the final decisions on a project’s
direction.
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Strong leadership is essential for the process of defining and understanding a problem
and deciding if further studies should be conducted. Informed leadership with
enlightened self-interest as well as a commitment to a group action is what is needed,
according to Matson. Leaders must press forward and keep all parties in some degree of
creative stress until there is a decision to proceed or not.

Group decision making is often one of the greatest initial challenges that a group faces

in developing a project. Applying these guidelines to the group’s decision should help

with the sometimes difficult task of creating a system for making decisions.

1. Unanimous agreement is not required before going forward.

2. Never make a decision to proceed based solely on negative reactions; for example,
out of resentment toward middlemen, bankers, etc.

3. Afewreliable and loyal persons are superior to a larger number of doubtful persons.

4, Extravagant promises of what can or will be done should be avoided.

5. Expectations of participants should always be based on the economic and social
realities faced.

6. Make each decision only once.

Given difficulty in making a decision, some groups try to avoid it altogether. This tactic is
not recommended. Not making a decision or choosing to postpone a decision are
decisions in themselves. There is always more information that can be gathered,;
however, there is also a cost to taking more time to further deliberate. Sooner or later, a
decision must be made. The proper moment is when further investigation costs more
than new information is worth.

[
1.  What is the need for the project?

a.  What product or service is the project about? What is the essence of the
project? This should consist of one or two concise statements. (There can be
more than one idea in which the group is interested; however each of these
should be clearly defined.)

b. What is the group’s comparative advantage? What is the market demanding,
and what do producers do well?

c. How will the project benefit the members and the community?

d. Have the potential members determined the need or is it being promoted by
others from outside the group?

2. What is the potential membership base and volume of product for the project?

a.  What s the support by producers, community and potential leaders?

b.  What is the number and size of producers who are willing to participate?

c.  What volume of product will be included in the project?

d. What future expansion is possible?

3. What is the market and who are the potential competitors for the project?

a.  What is the size of market for inputs, outputs and supply area?

b. Who are the major competitors? What are their market shares, their facilities,
their structure, etc.?

c. What are the possible competitive reasons?

Has a clear, persuasive case been made as to how sales will be generated?
Are there ways that the group might work with any of these potential
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competitors to accomplish its goals?
What are the organizational needs for the project?
a.  What organization structure is right for your project?
b.  Who will serve on the board of directors?
c. What qualifications are needed to manage this business?
What are the capital needs and possible sources of this capital?
a. How much money is needed?
b.  When will it be needed?
c.  What are the budgeting and financial needs of the project?
d.  What are the possible sources of financing?
What are the legal requirements of the project?
a.  What documents or agreements are needed?
b.  What permits and inspections will the project require?
What are management requirements?
a.  What skills will the group require for a management team?
b. Are the skill sets readily available?
c.  What will the management cost?
d. Can producers pay enough to attract the top personnel?

The engagement of a consultant to create a feasibility study can be one of the most
important decisions that the group makes, according to Matson.

Criteria for a good consultant should include:

© o N s WD

Previous experience conducting feasibility studies.

Experience with the industry to be studied.

Understanding of legal structures, including cooperatives.

Willingness to listen to the group’s ideas.

Willingness to work with designated contact members of the group.
Accepting of reasonable revisions to the submitted study.

Ability to accomplish the study within an agreed upon timeline.

Ability to work within the budget designated by the group.

Ability to provide clear, useful information at the completion of the study.

Positive results from a feasibility study do not necessarily imply the group should
proceed. Several valid factors could cause the group to stop at this stage.

Reasons to not implement a project after a positive feasibility study include:

1.

Economic or market conditions might have worsened since initiating the feasibility
study.

The risks required for the project might be greater than the group is willing to
accept.

Capital, size, capacity, etc., requirements could be more than the group can
accommodate.

Other information outside the study reveals some of the key assumptions to be
invalid.

By the same token, a negative feasibility study does not necessarily signify the group
should stop the project.
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Reasons to continue towards implementation of a project after a negative feasibility

study include:

1. Economic or market conditions have improved since initiating the feasibility study.

2. Critical assumptions for the feasibility study might be perceived as unduly harsh or
negative.

3. More people have agreed to join the project, increasing volume, capital or viable
levels.

4. The group has found a partner to share the cost, risk, etc.

5. Technical limitations of machinery or design have been resolved.

I Resources

Matson, James, The
Cooperative Feasibility Study
Process, USDA Cooperative
Services.

U.S. West Corporation,
Planning, Research and Your
Industry; NxLevel Training.
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Questions to Consider

As a group forms and begins to meet, an initial question to address is “What do we
(members of the group) need to do or check out about our business idea?”

Two articles that follow — “Factors in New Business Success” and “Deals from a
Banker’s Perspective” — provide checklists that are designed to give the group an idea of
all the issues to be addressed in exploring a new business idea.

The assessment lists can be broken into segments and assigned to the functional teams
or committees formed within the group. The purpose of the lists at this early stage of the
process is not to answer all the points included on the lists. Instead, the idea is to show
areas that must be addressed, to help you determine what the group does and does not
know at this stage of the process and to help develop a plan to gather information and
further develop the business idea. Another purpose of the lists is to help the group
members understand the amount of work involved in bringing the idea to reality.

These lists are only a starting point and may include issues not relevant to your idea.
However, they do serve to show you what information is required for your
implementation plan and for your business plan.
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Factors in New Business Success

Are there other firms in the industry you wish to enter? How many? Of what size?
Plot out the varied sizes of those firms. What is the same about all of them? What is
different about them? Are there reasons for the sameness or differences that might
impact what you are trying to do?

What is the success rate of your competitors (those other firms)?

Where are the other firms located geographically? Are they in small or large
communities, and do you know why? Where are they located in terms of national or
state regions? Globally?

How do transportation availability and cost fit into operations of these other similar
businesses? How will they impact your ability to compete with these other firms?
How interdependent are these other similar businesses with other industry, such as
in supplying technology, equipment, materials, etc.? Is there a dependence on other
industry as customers?

What kind of technologies are these other firms putting to use?

Do sources of supply for raw materials, parts, etc., exist for the other businesses?
Will they exist for you? At what cost or cost ratio?

What has been the recent business activity (mergers, acquisitions, failures) of
similar businesses in the area in which you wish to do business?

Are there negative perceptions in your community, among government agencies or
in society in general about the business you wish to enter? Are there positive
perceptions? List both.

Plot out population as it relates to your business venture.

Can you define the age and numbers of people in the age groups to whom you hope
to market?

What race, sex, education, occupation, etc., characteristics apply to the population
group you are targeting?

What does this mean in terms of the number of persons who make up your available
market?

How are demographics (population characteristics) shifting in the areas in which
you will be marketing your products? Growing? Declining?

What do economists and community experts predict for the future as far as
changing demographics?

What term can you apply to the markets for your products — growing, stable,
declining?

Given the changing demographics and your information about potential markets, can
you estimate the volume of sales you might realize if you do everything else right?
Can you state the volume of sales needed to give you a satisfactory return? Does
that compare favorably with your findings for the previous question?

After studying the environment, competitors and markets, you need to set your
company’s strategy for reaching goals. Set major objectives by defining your proposed
company in very specific ways.

What large goals do you wish to accomplish by what time?
What smaller goals, if reached, help you achieve the larger goals?
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Most business ventures
are not entirely “new.”
Instead, they enter a field
of competition and an
environment that will be
helpful to the business’
success or be factors that
must be overcome.
Questions will allow you to
map out to some degree
the factors that can be
considered as helpful and
those that will have to be
considered as negatives —
something to be overcome
or cause you to alter plans

in some way.

If you don'’t know the
answers to most of these
questions, you need to

find out.



*  What specific products/services can most easily be promoted to help you achieve
both large and small goals?

»  Given competition (as outlined earlier), what goals or objectives can you reasonably
set for obtaining a portion of the market share for your company?

»  Consider your product. What variations in product (as set against those products of
others in the industry) might help you achieve goals — size, cost, availability, quality?

Set goals also for research and development, like having a product change or
improvement every year, two years, etc., to grow the market.

§€’+ MF a CZ/\ar'f' Set goals also in terms of finances, such as debt-equity ratio and target return on sales.
f{g'h'y\g{ ‘H\g Give these goals dates that enable you to meet your obligations.
7ues+i0ms down -
one S’dé aVW{ a Selecting a site for your plant or for your sales is one of the most critical activities you
qraé{iyw[ g(,lg'f'em will carry out. Some experts say location is “everything.” At least, it can be said that a
GCross +He +o good Ipf:ation contributes to success, whether you are talking about a working plant or
" , | the ability to reach customers.
- a&{eﬂua@, _ .
u Ficf et « | Consider the following factors:
:AMS& Israc 0“’7/ Sl Is the site accessible to markets?
cost inolved. «  Are raw materials readily available?

» Istransportation available — at what cost?
o thro the . _
é h Mé{k L\ * What are the labor rates and estimated skill levels of labor?

Ff Ocess Of ebch |« Are utilities adequate? (water, power, gas, sewer)
site bein *  What is the business atmosphere?
. * Isthis a site at which we can expand or would we have to relocate?
COMSI&{@’e&{. SOW\@ » Isthe layout of the site conducive to the type of business we are in? With
answers will expansion?
come. Forwar&{. * Arethere seryices, ;uch as fire and police?
» Isthere housing available for workers and at what cost?
»  Will the land increase or decrease in value with activity surrounding the site?
» How s this site different from sites of other similar firms?
»  What are zoning regulations for the site?
» Are there options? (Go through the same question process for those.)
» Are there alternative ways to do business, such as sharing some resources in an
industrial group setting?
*  Would those shared resources assist you?

I Resource

Tate, Curtis E. Jr., Megginson,
Leon C., Scott, Charles R. Jr,
and Trueblood, Lyle R.; The
Dow Jones-Irwin Business
Papers, Dow Jones-Irwin,
Homewood, IL 60430; ISBN 0-
87094-145-3; 1977. Adapted
and rewritten.
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Deals from a Banker’s Perspective

n
When writing your plan and developing your ideas, remember two important rules:
1. Speak their (the lenders’) language!
2. Develop a business plan that puts the plan/dream on paper:
e goals
» defined expertise
*  mission statement
» operating plans
» risk elements and plans to deal with/mitigate them
» suggestions for addressing risk elements

[

One of the primary reasons for the preplanning work is to consider various factors that
can impact your project. Once you decide which factors are important to the success of
your venture, then you must decide what to do about them to minimize risk. Minimization of
risk is one of the key reasons for all this planning activity and for writing the business plan.

Here, we have outlined a variety of factors associated with getting your business

started — all or some of them will apply. All are considerations that carry some risk. As

you read down the list, ask yourself these critical questions.

1. Based on what | know now, which risks must | consider as part of our business?

2. Ifthe risks may be factors, who should do the investigative work to check further?

3. How can we minimize risk in this venture?

4, How much financial risk can the initial investors handle? That is, how much money
can they afford to lose?

» Costoverruns

» Timing of completion

»  Correct building and equipment design

»  Risk of noncompletion

»  Proper payment of subs/potential mechanics liens
* Management of existing operation

»  Due diligence on construction contractor
» Bonding of contractor

+  Fixed cost contract

»  Proper construction monitoring

*  Planning discipline

»  Depth of management

*  Planning

*  Key person

» Management expertise

»  Personnel management

*  Production information

»  Preparation of business plan

»  Key person life insurance

» Consultants (nutritionist, veterinarian, financial, human resource, peer group data)
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With this workbook, you
are working to develop
and write a business plan
for your new business
venture. One of the ways
the plan will be used is to
secure financing. To do
this, you will need the
cooperation of a banker.
So the smart thing to do
before going to see the
banker is to consider if
you have covered all
aspects of the business
as seen through the eyes

of a banker.

The following information
has been rewritten from a
presentation by Tom
Vincent, President, Agri-

Division, Brenton Banks.



These relate to what type of supplier quality management system will be in place. The

issue is assuring a quality animal delivered to you for processing.

* Input (feed, forage, grain); price variability

» Effect of climate (extremes)

* Replacement animals

* Herd health plan

» Degree of formality to marketing plan (open market vs. contract)

»  Building/system design

»  Procurement plan/discipline

*  Monitoring of production/quality (See the chapter on quality in this manual for a
discussion of quality systems.)

No one, and most of all, your banker, wants your project to be the lead article in the local
paper because of environmental risks.

»  Costs — fully include environmental considerations

»  Permitting requirements

*  Manure management plan, easements

»  Contingency fund

»  Degree of adaptability to increased regulation

+  Utilization of consultants

» Building plans

» Long-term easements

»  Compliance plus (ability to adapt in the future to greater regulatory burden)

The input cost model will assist you in putting these factors into numbers so you can
quantify your risk.

* Interestrates

e Loan structure

*  Margin for error (cash reserve)

» Attention to yield curve, interest rate cycle

»  Fixed or adjustable rates

»  Proper working capital

* Outside resources

» Livestock — 5-year, monthly payment loans with revolving feature, driven by a
borrowing base

»  Equipment — 7-10 years, monthly payment

»  Facility — 10-15 years, monthly payment

* Interest only first 6-12 months

» Line of credit — typically minimal amount unless significant crop operation is involved

» Loan to value at 75 percent of cost

»  Secured by mortgage on real estate facilities

»  May capitalize start-up (first year) operating losses within facility loan

* Rates are competitive (variable, adjustable, fixed)
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Cash flow and cash management are very critical in the early stages of a new business.
Proper cash management to maintain cash flow can be improved by working closely
with a bank to establish cash management functions.

»  Capture of sales proceeds electronically or via lock box

» Loan/investment sweep account to keep funds fully invested

»  Payroll accounts and direct deposit of payroll

Your business may not have any employees at the start. However, as business increases
and you are trying to run a farm operation plus a processing/wholesale operation, the
need for employees may quickly arise.

*  Group health insurance

»  Payroll processing and reporting

»  “Bank at Work” program for employees

»  Retirement plans for employees (401K, defined benefit)

»  Retirement plans for owners (SEP, Keogh, SIMPL plans)
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Searching for Capital

Inadequate capital is the cause of many business failures. Enough capital is needed to
start up the business, to operate it through the hard times and to provide an opportunity
for growth and expansion. There are several sources to consider when looking for
financing for your business. But first you need to consider how much money you are
going to need.

The financial needs of your business will vary according to these factors:
» the type of business;

» the kinds of products or services you provide;

» who your suppliers will be;

» where you are located,;

» the purchasing power of your customers;

» the amount of competition in your trade area;

+  cost of labor; and

» general economic conditions.

If yours is a start-up business, you will need capital for fixed assets such as equipment
and buildings and working capital for licenses or permits, inventory, supplies, raw
materials, labor, etc.

The first place to look for money is your own savings or equity.
Personal resources can include profit-sharing or early retirement funds, real estate
equity loans or cash value insurance policies.

A standard feature of many life insurance policies (not
term insurance) is the owner’s ability to borrow against the cash value of the policy. The
money can be used for any business or personal need. It takes about two years for a
policy to accumulate sufficient cash value for borrowing. You may borrow up to 95
percent of the cash value of the policy of an insurance premium, and paying the interest
you owe often can be deferred. The loan will reduce the face value of the policy, and, in
the case of death, the loan has to be repaid before the beneficiaries of the policy receive
any payment.

A home equity loan is similar to a second mortgage. It is a
loan backed by the value of the equity you have built up in your home. For example, if
your house is worth $100,00 with an outstanding mortgage of $60,000, you have $40,000 in
equity you can use as collateral for a home equity loan or line of credit. Some home
equity loans are fixed-rate loans paid to the borrowers in a lump sum; others are set up
as a revolving credit line from which you draw only the amount you need at any one time,
using a special check or credit card provided by the lender. Interest on home equity
loans is tax-deductible, which makes them particularly attractive to borrowers.

Many entrepreneurs look to private sources, such as
friends and family, when starting out in a business venture. Often money is loaned at a
low interest rate, which can be beneficial when getting started with a business. If you
borrow from a friend or relative, do it on a business-like basis by writing up a loan
agreement that specifies the amount borrowed, the length of the loan period, the
interest, schedule of payments and any collateral.
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Many value added agricultural businesses in the upper
Midwest have been capitalized partially by producers cooperating and pooling their
money to capitalize a company.

Banks and other commercial
lenders are popular sources of business financing. However, most lenders insist on a
solid business record and plenty of collateral, which are very hard to come by in a start-
up situation. Once your business is well underway and you can supply profit and loss
statements, cash flows and balance sheets, you may be able to borrow more operating
capital or money you need for expansion.

Commercial finance companies may be
considered when you are unable to secure financing from other commercial sources.
They may be more willing to rely on the quality of the collateral than your businesses
track record or profit projections to repay the loan. If you do not have substantial
personal assets or collateral, a commercial finance company may not be the best place
to secure business capital. Also, the cost of finance company money is usually several
percentage points higher than other commercial lenders.

Venture capital firms provide capital to unproven young
businesses in exchange for equity or partial ownership in the firm. Generally, they are
looking for high-growth businesses. With loan repayments and interest charges, they do
reduce the primary owner’s share of the profits.

Federal, state and local governments have several
programs designed to assist the financing of new ventures and small businesses. The
best known are the Small Business Administration (SBA) and the USDA Rural
Development programs.

n

The SBA does not provide direct loans, but provides loan guarantees. This means the
money comes from your local lender, but if you were to default on your loan, the SBA
repays the loan to the bank up to 85 or 90 percent of the amount borrowed. SBA interest
rates on loans vary from year to year based on the cost of money to the government.
These are some of the financial assistance programs offered by the SBA:

Maximum to $750,000; 5-7 years for working
capital, 10 years for equipment and up to 25 years for business real estate. The standard
7(a) loan can require pretty extensive applications and could take several weeks to get
approved at a bank that is not an SBA Certified Lender.

Fixed asset
financing only for growth and expansion of small businesses. The borrower must come
up with 10 percent, the bank loans 50 percent, and the development company makes a 40
percent second mortgage on fixed assets, such as land, equipment or buildings. Geared
to create and retain jobs; the borrower must create one job for every $35,000.

This program provides a streamlined application for borrowers
with good character. Maximum is $80,000; 5-7 years for working capital, 10 years for
equipment and up to 25 years for business real estate.
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This is for venture-capital
companies that wish to supplement their private investment capital by borrowing funds
at a preferred rate from the SBA. The SBIC, in turn, makes long-term loans or provides
venture capital to small businesses.

For borrowers with insufficient collateral for
conventional financing. The CAP program offers default protection to participating
lenders who pay into a loss reserve account each time a CAP loan is made. The cost to
the barrower is higher than for a standard loan, and the money is to provide working
capital for short-term needs (up to 5 years).

Other SBA loan programs include the following:
» Seasonal line of credit guarantees

* Energyloans

»  Export working capital

* International trade loans

»  Pollution control financing

»  Surety bond guarantee program

»  Small loan program

»  Small general contractor loans

» Loans to qualified employee trusts

»  Employee stock option plans (ESOPS)

»  Employee Retirement Income Security Act (ERISA)

Provides guarantees on loans of up to $10 million or more made by private lenders for
start-up or expansion purposes to for-profit or non-profit businesses or investors of any
size located in rural areas with populations under 50,000.

Provides 1 percent, 30-year loans to eligible intermediaries to establish a revolving loan
fund. The intermediary then relends the funds for business and community development
projects in rural areas with populations under 25,000. Competition will require an equity
contribution by the intermediary.

[

With $24 billion in assets, CoBank has been the leading lender to some of America’s most
successful businesses since 1916. It specializes in cooperative, agribusiness, rural
communications, rural energy and infrastructure, Farm Credit association and
agricultural export financing. There are 14 offices in the U.S., including a national office
in Denver, plus representative offices in Mexico City, Singapore and Buenos Aires.

CoBank offers a broad array of services specially, including short-, intermediate- and
long-term financing at variable and fixed interest rates. It also offers on-line financial
solutions, cash management services, international trade tools, letters of credit and
interest rate risk management services.Leasing is offered through a subsidiary, Farm
Credit Services Leasing Corp. Private placements, equity sourcing, trust-preferred
securities, asset securitization and tax-exempt financing are offered through strategic
alliances of CoBank.
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The bank is owned by its U.S. customers, including approximately 2,600 cooperatives and
other businesses serving rural America. CoBank is governed by a board of directors
elected by the cooperative owners of the bank. The bank operates on a cooperative
basis and, historically, has returned a substantial portion of bank earnings to the bank’s
patronage customers in the form of patronage refunds.

CoBank is part of the Farm Credit System, an $89-billion nationwide network of lending
institutions created by Congress in 1916. The funds to finance CoBank loans primarily
come from the sale of Farm Credit securities to the national and international money
markets. Because of the market acceptance and attractiveness of Farm Credit System
securities and the volume of funds raised, CoBank offers competitive interest rates.

|

Most lenders believe a business should be started with the owner’s personal assets
providing much of the financing. Expect to invest at least 30 percent or more of the total
financial needs of the business. The size of your commitment is critical. Lenders will
hesitate to risk their funds if you are not risking some of your own.

Traditionally, smaller businesses have used local banks for their financing needs. When
you borrow money from a bank, savings and loan, credit union or other lending
institution, it is important to know the kind of money you need. Here are the basic
categories lenders generally use to classify loans, grouped according to the expected
duration of the loan.

Business runs on short-term loans. Technically a
“short term” loan means repayment in less than a year, but in real life, short-term loans
often expand to two to three years. Businesses usually seek short-term loans to finance
their accounts receivable and supplies/inventory needs.

generally require collateral. They are usually used to finance
equipment, fixtures and expansions.

extend payment over 10 to 15 years and must be linked to some
business purpose, such as the purchase of real estate or a major expansion.

Community Economic Betterment Account (CEBA)
lowa Department of Economic Development, 200 E. Grand Ave., Des Moines, IA 50309
Phone: (515) 242-4819; FAX: (515) 242-4749

Designed to increase employment opportunities for lowans by increasing economic
activity in the state. While financial assistance from CEBA is intended to expand existing
businesses and encourage start-ups, CEBA funds are only a small piece of the financial
package. The remaining investment must come from private and local sources. CEBA
applications are filed by communities on behalf of the interested businesses.
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Economic Development Set-Aside (EDSA)
lowa Department of Economic Development, 200 E. Grand Ave., Des Moines, IA 50309
Phone: (515) 242-4819; FAX: (515) 242-4749

EDSA is funded through a portion of the federal Community Development Block Grant
money lowa receives that is allocated for economic development projects. It provides
forgivable loans and direct loans to businesses. These projects must be sponsored by
lowa counties or cities with populations under 50,000.

Entrepreneurs with Disabilities Program

lowa Department of Economic Development, Bureau of Business Finance, 510 E. 12" St.,
Des Moines, IA 50319

Phone: (515) 242-4819, FAX: (515) 242-4795

Provides technical and financial assistance to qualified individuals with disabilities who
are seeking self-sufficiency by establishing, maintaining, expanding or acquiring a small
business.

Export Trade Assistance Program (ETAP)

lowa Department of Economic Development, International Division, 200 E. Grand Ave.,
Des Moines, IA 50309

Phone: (515) 242-4819; FAX: (515) 242-4749; www.state.ia.us/international

Provides financial assistance to businesses that participate in overseas trade shows and
trade missions. ETAP money is available to lowa firms that produce products or provide
services in lowa.

Self-Employment Loan Program (SELP)
lowa Department of Economic Development, 200 E. Grand Ave., Des Moines, IA 50309
Phone: (515) 242-4819; FAX: (515) 242-4749

Offers low-interest loans to low-income owners of new or expanding small businesses.
The Bureau of Business Finance oversees SELP-loans, which can total as much as
$10,000 with a 5 percent simple interest rate.

Targeted Small Business Financial Assistance Program
lowa Department of Economic Development, 200 E. Grand Ave., Des Moines, IA 50309
Phone: (515) 242-4819; FAX: (515) 242-4749

Designed to create and expand minority- and women-owned businesses. The TSB
program has two components: direct loans or equity grants of up to $25,000 and loan
guarantees of up to $40,000.

Value-Added Agricultural Products and Processes Financial Assistance Program
(VAAPFAP)

lowa Department of Economic Development, 200 E. Grand Ave., Des Moines, IA 50309
Phone: (515) 242-4819; FAX: (515) 242-4749

Promotes and encourages the “value-added” processing of agricultural commodities.
VAAPFAP is designed to increase the types of agricultural products and commodities
produced in lowa with applied research and innovation.
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lowa Small Business Loan Program and lowa Economic Development Loan Program
lowa Finance Authority, 100 E. Grand Ave., Des Moines, 1A 50309
Phone: (515) 242-4819; FAX: (515) 242-4776

Provides financing to new and expanding businesses through the sale of tax-exempt
bonds. The maximum loan is $10 million, and interest rates vary depending on the market.

Link Investments for Tomorrow (LIFT)
Treasurer of State’s Office, Capital Building, 1% Floor, Des Moines, IA 50309
Phone: (515) 281-3287

Assists with rural small business transfer, and horticulture and alternative agricultural
crops. Contact the Treasurer of State’s Office for further details.

Entrepreneurial Ventures Assistance (EVA)

lowa Department of Economic Development, Bureau of Finance, 200 E. Grand Ave., Des
Moines, IA 50309

Phone: (515) 242-4819

Offers financial and technical assistance to start-up and early-stage enterprises. An
initial investment of up to $50,000 may be awarded. To be eligible, a business must be
located in lowa and in an industry offering the greatest start-up and growth potential for
the state, including, but not limited to:

»  Biotechnology

* Recyclable materials

»  Software development and computer-related products

»  Advanced materials

* Advanced manufacturing

* Medical and surgical instruments

To qualify, applicants must have completed or must be participating in entrepreneurial
training from a John Pappajohn Entrepreneurial Center or have comparable training or
experience. Businesses engaged in retail sales, the provision of health care or other
professional services, or the distribution of products or services are not eligible for EVA
funds.
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Business and Industrial Loan Guarantee Program
USDA, Rural Development, 873 Federal Building, 210 Walnut St., Des Moines, IA 50309
Phone: (515) 284-4714, FAX: (515) 284-4859

Provides guarantees on loans of up to $10 million or more made by private lenders for
start-up or expansion purposes to for-profit or nonprofit businesses or investors of any
size located in rural areas with populations under 50,000.

Intermediary Relending Program
USDA, Rural Development, 873 Federal Building, 210 Walnut St., Des Moines, IA 50309
Phone: (515) 284-4714; FAX: (515) 284-4859

Providesl percent, 30-year loans to eligible intermediaries to establish a revolving loan

fund. The intermediary then relends the funds for business and community development
projects in rural areas with populations under 25,000. Competition will require an equity
contribution by the intermediary.

Small Business Administration Loan Program

U.S. Small Business Administration, Federal Building, 210 Walnut St., Room 749, Des
Moines, IA 50309

Phone: (515) 284-4422; FAX: (515) 284-4572; www.sbaonline.sba.gov

Offers a number of guaranteed loan programs designed to meet the needs of small
business. The SBA reduces risk to lenders by guaranteeing major portions of loans made
to small businesses that demonstrate the ability to repay the loan, and enables lenders to
provide financing to small businesses when funding is otherwise unavailable on
reasonable terms.

lowa Business Growth Company (SBA Fund 504)
7043 Vista Drive, West Des Moines, IA 50266
Phone: (515) 223-4511; FAX: (515) 223-5017; E-mail: iabusgrowth@MSM.com

Provides fixed asset loans for land, buildings, remodeling, new construction and
machinery or equipment. SBA 504 loans are available for qualified small businesses
throughout lowa and provide up to 90 percent financing for most projects. A low fixed
interest rate and 10 or 20 year maturity is standard. IBGC is the statewide 504 provider.
For more information on local organizations providing 504 funds, contact SBA at

(515) 284-4422.

Small Business Innovation Research Grants (SBIR)

U.S. Small Business Administration, Federal Building, 210 Walnut St., Room 749, Des
Moines, IA 50309

Phone: (515) 284-4422; FAX: (515) 284-4572

Provides small, high technology firms a greater share of federal research development
funds. SBIR ensures that federal agencies with substantial research and development
budgets direct a certain percentage of research and development contracts to small
firms.
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Companies require capital to thrive. While a few companies manage to succeed with just
the funds they raised at the kitchen table, most successful companies, particularly those
involved in technology, raise money from professional investors or from the public at
some time in their histories. Strategies for raising funds include angel financing, venture
capital financing, public market initial public offerings (IPOs) and direct IPOs.

Angel Financing refers to backing from one or more individuals who take an interest in
helping small businesses grow. These investors make most or all of the same demands
that professional venture capital (VC) firms make, but are sometimes willing to get
involved at an earlier stage in a company’s development and are interested in (and
sometimes limited to) smaller financing than would typically interest a VC firm.

Venture Capital (VC) refers to financing that comes from firms in the business of
investing in young, privately held companies. VC firms usually don’t want to participate in
the initial financing of a company unless the company has management with a proven
track record. Generally, they prefer to invest in companies that already have received
significant equity investments from the founders, and, if necessary, friends and family.
They also prefer that companies have something to show for their efforts, either in the
form of a patent, a proven demand for the product or a very special (and protectible)
idea. VC investors often take a hands-on approach to their investments, requiring
representation on the board of directors and sometimes the hiring of new corporate
officers. VC investors can provide valuable guidance and business advice and are
looking for substantial returns on their equity investments.

Public Market IPOs are usually available to companies with profitable operations,
management stability and strong demand for their products or services. This generally
doesn’t happen until companies have been in business for several years. To get to that
point, they usually will have had to raise money privately on more than one occasion.

While a start-up may not be able to access public markets right away, it can improve its
future appeal by being careful in structuring its early financing. For example, a company
can include in its standard shareholder agreement a provision that requires each
shareholder to refrain from selling into the public markets for some period (such as six
months) after an initial public offering (IPO). Underwriters routinely require such a share
lock-up, which can be difficult to arrange if, for example, shares have been left by a
deceased founder to a widow who has little interest in locking up her shares. Other
planning issues will affect the ability to show a profit after the IPO, which is always a key
concern to underwriters.

Direct IPOs or initial public offerings made directly by the company, are possible through
the Small Corporate Offering Registration (SCOR) form U-7. In such an offering, a
company sells stock to the public without the benefit of an underwriter. When these
transactions work, they are wonderful, but successful SCOR offerings are few and far
between. They require a special relationship between the company and a target investor
group that is numerous, loyal and well-heeled enough to be able to invest large sums of
high-risk capital in a young company.
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The offer and sale of an equity interest in a business enterprise will generally be
considered the offer and sale of a “security” and requires that you comply with
applicable federal and state securities laws. The basic requirement under securities
laws is that offers and sales of securities must be registered with the applicable
regulator authority or completed in compliance with an exemption from registration
provided by the applicable statute or the regulations adopted under that statute. The
following is a summary for reference only. Use your attorney’s counsel to carefully
analyze the needed regulations for your project.

The registration of an offering under federal and
state security laws requires the preparation and filing of a detailed registration
statement. The registration statement includes the prospectus, which is actually to be
distributed to prospective investors, and other information that will become public after
filing with the applicable regulatory authority. Preparation for an equity offering requires
extensive effort and typically takes at least 30 days, often longer. Once the registration
statement is completed, it is filed at the federal level with the Securities and Exchange
Commission (SEC) and the appropriate state authorities. The SEC staff and state
agencies review the document and make a series of comments regarding the
registration statement. The comments are usually received in a comment letter provided
by the SEC staff about 30 days after the initial filing with the SEC. Upon receipt of the
staff comments, the enterprise must react to the comments, usually through the filing of
one or more amendments to the registration statement. Only after the SEC staff is
satisfied that adequate responses have been provided for all of its comments, the
registration statement will be declared “effective.” Only then can the business begin
accepting subscriptions for the sale of its securities. State security laws generally
include procedures similar to the federal procedures followed by the SEC, although they
may include authority to review the “merits” of the proposed venture, as well as
commenting on the adequacy of the disclosure contained in the registration statement.

In addition to the significant amount of time involved in completion of securities
registration, the process can be expensive. The registration process requires the efforts
of attorneys and accountants, as well as printing expenses and payment of filing fees.
The total cost of a securities registration at the state and federal level for new ventures
frequently ranges from $75,000 to $150,000. Depending on the complexity of the issues
presented, the costs can exceed that amount significantly.

Given the time and expense involved in a securities registration, most value added
agricultural ventures attempt to structure their efforts to obtain the benefits of an
exemption from registration.

On the federal level, there are four
primary varieties of exemptions which may be of interest in a value added project. Those
are (i) private offering exemptions, (ii) the small offering exemptions, including Regulation
A, (iii) the intra-state offering exemption, and (iv) the cooperative exemption.

Congress has enabled the SEC to adopt “private
offering exemptions” to allow entities seeking investment from a very small number of
individuals to obtain the investment without the cost and expense involved in a
registration. In addition to the statutory exemption for a transaction not involving a public
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offering, the SEC has adopted a variety of safe harbor exemptions from registration.
Although generally not limited by dollar amount, the private offering exemptions are
premised on a private contact between the issuer and small number of prospective
investors.

The counterparts of the private offering exemptions,
described above, are exemptions from registration for certain “small offerings.” Private
offering exemptions are focused on the number of participants and, with one exception,
do not contain dollar limitations on the amounts of the investment that may be obtained.
There are two basic small offering exemptions: sales of securities in which the dollar
amount invested is less than $1 in a 12-month period, and the “Regulation A” exemption,
in which the total dollar amount sought is less that $5 million in a 12-month period. In the
second case, a mini-registration process must be undertaken.

These are transactions that are considered “local” in
nature, but, in general, mean all the investors in an offering are located in one state. No
specified form of disclosure is required, and there is no limit on the number of investors
who may participate.

Cooperatives classified under Section 521 of the
Internal Revenue Code are exempted. However, this exemption is not available until the
cooperative has applied for and obtained a determination letter from the IRS indicating
the cooperative is tax exempt.

Most states require securities to be offered
through registered brokers or dealers. Brokers or dealers will provide their services at
varying costs.

All business owners — whether their businesses are large or small, well capitalized or
operating on a shoestring — should develop a working relationship with their primary
lenders. Both problems and opportunities will require financial assistance, and the best
hedge against a lender’s loan rejection is to maintain a constant rapport. There are a
number of steps a business owner can follow to do this. The following are offered as
suggestions:

1. Establish a credit history with the lender. Borrow funds for short periods and repay
promptly.

2. Find out what types of customers your lender is interested in serving. Is your
business too large or too small? Most small businesses need lenders who
understand their unique situations.

3. Getto know the lender and the employees even if you do not need them now. Invite
a potential lender to your business. Introduce him or her to your employees.

4, Keep your lender current on information concerning your business. Share your
plans for the future. For a start-up venture, the new business will need to have a fully
developed business plan to share with the lender. Included in this business plan
must be a clear indication of the financing to be provided by the owners. The plan
must show how the management team will make the business be successful.
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5. Apply for loans well in advance of the actual need for the money.

6. Never surprise your lender. If you foresee repayment problems, tell him or her right
away. He or she may have a solution and be prepared to help. Lenders would rather
restructure loans for repayment than have to foreclose.

7. Be honest with your lender, since the truth always comes out sooner or later.

[

Bankers are willing to provide loans for business ventures that are well collateralized,
have equity provided by owners who have a sound business plan that shows how
lenders will be repaid and a management team that can make the project a success.
Bankers judge a project in general by the “Five Cs” of lending, which follow.

Borrowers should present themselves as upstanding, responsible members of the
community and be able to back up this claim with references. Their background and
track record must demonstrate a high level of honesty and integrity. In addition, if
the management and board can show they have the experience necessary to
operate the business, they are more likely to get the loan.

The most important issue that lenders look at here is whether or not the business
will generate enough cash flow to make the loan payments. They will also examine
the financial projections to ensure they are realistic.

The lender wants protection in case the borrower defaults on the loan, so often
takes a lien on the property being purchased with the loan. Personal guarantees by
the business principles as well as additional collateral may be required.

Lenders require that the business owners invest their personal assets in the
business. In cooperatives, this is known as member equity. Most lending institutions
require the owners to invest 30 - 50 percent of the total capital needed.

The final criteria is the general economic conditions at the time of the loan request
(and the projected state of the economy for the coming several years). The state of
the industry in which the borrower will operate is also of interest to lenders.
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Adapted from Searching for
Capital, by Barbara Rowe,
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on Business Opportunities, a
Guide to Building a Home-
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Plan, Southeast Regional Rural
Council and Mississippi State
Extension; March 1998.

Center for Industrial Research
and Service (CIRAS), lowa
State University Extension,
2272 Howe Hall, Suite 2620,
lowa State University, Ames,
1A 50011.

The following were used for
background, supplemental and
direct information:

Antitrust Laws, USDA
Agricultural Cooperative
Service Information Report 100.

Cooperative Principles and
Legal Foundations,; USDA
Agricultural Cooperative
Service Information Report 1.

Flocking Together, Marketing
Associations Help Poultry
Growers Boost Returns,
Farmer Cooperatives, August,
1993; February 1992 70
Anniversary of Capper-
Volstead Act issue.

Hanson, Mark J., Starting a
Value Added Business — the
Legal Perspective, Lindquist
and Vennum, PLL.P
Minneapolis, MN, from Illinois,
New Generation Cooperatives,
Institute for Public Affairs.

Managing Cooperative
Antitrust Risk, USDA
Agricultural Cooperative
Service Information Report 38.

The Capper-Volstead Act.

Also, the following Web sites
were frequently used as direct
sources for materials included
in this article and may provide
further information for readers:

http.//www.cooperative.org/
primer.cfm
http.//www.cooperative.org/
success.cfm
http.//www.bromsun.com/
practice/buatxt.htm#ccorp
http.//www.bromsun.com/
practice/bubtxt.htm






Making Use of Economic Developers

Your local economic developer many times can be of considerable assistance in a
proposed project. Try to look at your proposed project considering the economic
developer’s objectives: creating good jobs and maintaining/improving the economy in the
area. Keep in mind that quality of life and the environment are also considerations.

[

An economic developer can help your firm develop a sound business strategy and help
you develop key business relationships. Economic developers can open doors for your
firm. The developer will know the community leaders and the local bankers and builders.
He or she knows the key people who are looking to support development deals. These
people often rely on the developer to identify and make happen deals in the community.

An economic developer may be someone who works with a local economic development
organization, or he/she may be an executive with the local Chamber of Commerce, a city
employee or someone working with a utility or utility organization. This person also may
work for the county or for a regional organization.

However, when you do go visit the economic developer, you should be prepared to
provide answers to a lot of questions. You definitely should have completed many of the
steps in this manual. Don’t leave gaps. For example, you should not be making any
requests of bankers until you really have something to talk to him/her about (a well-
defined and supported business plan).

Economic development agencies can provide a variety of services to assist your group

in developing a business idea.

» Identify financial programs at local, county, state and federal levels.

»  Provide general business development strategies to make your business a success.

»  Help make the idea become reality.

» Assistin locating a suitable development site that will help the idea be a success.

» Help arrange for needed infrastructure for the site, such as water, roads and sewer.

»  Assist with understanding and compliance with local, state and federal
requirements.

» Make introductions to key local, state and federal business leaders.

» Discuss finance strategies to use all available programs.

»  Serve as a source for information such as wage rates and employment rates.

»  Critique your business plan from the standpoint of making your business a success
in the local community.

Here are a few of the questions you should expect to hear from the economic developer
you visit. If you do not have all of the answers, this person may be able to assist you in
gathering information.

» Just what is it that you are proposing to do?

*  What types of processes will be used?

* Have you determined the operations capacity and expected volume?

*  Who will be involved?

» Have you identified a qualified manager?

*  What would be the size, type of construction and estimated cost of building?

*  How much land do you anticipate needing?

*  Who would be the suppliers and the customers, and what are their locations?

*  What would the wages and benefits be?
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These also will be key factors to consider in site selection:

What would be the traffic volume and type?

Would you need parking area for trucks?

How many shifts and how many employees per shift?

What volume of water would be needed?

What are volume and characteristics of sewer discharge?
Would you pretreat sewage?

What arrangements will be made for by-products?

What amount and type of electrical service will be needed?
What volume of LP gas or natural gas will you require?

Will livestock be held on the site? (This could become an important consideration to
assure compatibility with nearby land uses.)

Will the holding area be open or enclosed?

Other factors to be used in site selection would include:

Is the site flood prone?

Are the soil types suitable for the type of development proposed?

Land use zoning may also be a consideration.

Is the property zoned for the proposed use and, if not, what are the chances of
getting it rezoned?

The preceding is a laundry list of some of the many questions that should be answered in
the process of project development. If you are armed with enough information, the local
economic developers may be able to support you in your venture and identify financial
programs on the local, regional, state or national level to help make your proposal a
reality. They also can guide you through the maze of site qualities necessary to your
operations, saving you time as well as site investment risk.
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Initial Thoughts on Marketing

When you get the appropriate people around the planning table, as discussed earlier in
this section, one of the first things to start thinking about is your marketing plan. This
document is a thought starter — a way to ask for and record information. As you work
through the market analysis stage, this plan could be finalized for use in writing the
business plan.

The Entrepreneur’'s Marketing Plan

This is the marketing plan of

A. Target Market - Who are the customers?
1. We will be selling primarily to (check all that apply):

Total Percent
of Business

LI PFIVALE SECLOT ... eseees s s ss s seess s

LIWRNOIESAIETS ..o

LI RELAIETS ...t

[0 =Y T3 T=Y o OO

[0 T OO

2. We will be targeting customers by:
a. Product line/services. We will target specific lines
b. Geographic area? Which areas?
c. Sales? We will target sales of
d. Industry? Our target industry is
e. Other?

3. How much will our selected market spend on our type of product or service
this COMING YEAI? ......vviviecire s $

B. Competition
1. Who are our competitors?
Name
Address

Years in Business
Market Share
Price/Strategy
Product/Service Features

Name
Address

Years in Business
Market Share
Price/Strategy
Product/Service Features

2. How competitive is the market?
COHigh  OMedium  [JLow
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3. List below your strengths and weaknesses compared to your competition
(consider such areas as location, size of resources, reputation, services,

personnel, etc.):

Strengths Weaknesses
1. 1
2. 2.
3. 3.
4 4

C. Environment

1. The following are some important economic factors that will affect our
product or service (such as trade area growth, industry health, economic
trends, taxes, rising energy prices, etc.):

2. The following are some important legal factors that will affect our market:

3. The following are some important government factors:

4, The following are other environmental factors that will affect our market,

but over which we have no control:

A. Description

1. Describe here what the product/service is and what it does:

B. Comparison

1.  What advantages does our product/service have over those of the
competition (consider such things as unique features, patents, expertise,

special training, etc.)?
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2. What disadvantages does it have?

C. Some Considerations
1. Where will you get your materials and supplies?

2. List other considerations:

A. Image
1. First, what kind of image do we want to have (such as cheap but good, or

exclusiveness, or customer-oriented, or highest quality, or convenience, or

speed, or ...)?

B. Features
1. List the features we will emphasize:
a.
b.
C.

C. Pricing

1. We will be using the following pricing strategy:

a. MarkuponCost _ What % Markup?

Suggested Price
Competitive
Below Competition
Premium Price
Other

-0 oo00oT

2. Are our prices in line with our image?
[JYes CJNo

3. Do our prices cover costs and leave a margin of profit?

[JYes [INo

D. Customer Services
1. List the customer services we provide:
a
b.
C.

2. These are our sales/credit terms:
a.
b.
C.
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3. The competition offers the following services:
a
b.
C.

E. Advertising/Promotion
1. These are the things we wish to say about the business:

2. We will use the following advertising/promotion sources:

[ Television [J Radio

] Direct mail [ Personal contacts
[ Trade associations [ Newspaper
[]Magazines [ Yellow Pages

[ Billboard (] Other

3. The following are the reasons why we consider the media we have chosen
to be the most effective:

I Resource

Small Business
Administration (SBA).
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