FINAL LINK:

GETTING LIVESTOCK FROM
FARM TO FORK

A Rural Business Enterprise Grant
Funded by USDA Rural Development
Administered by CalaverasGROWN

Published September 2012






Table of Contents

PURPOSE 4
GOALS OF THE PROJECT 5
ACKNOWLEDGMENTS 5
CHALLENGES 6
CONSIDERATION 6
ACCOMPLISHMENTS
Task 1 - Advisory Committee
Task 2 - Harvest Locations 8
Task 3 - Distribution Hubs 13
Task 4 - Distribution Locations 13
Task 5 - Inventory of Current Information 14
Task 6 - Models 14
Task 7 - Jobs and Education 15
Task 8 - Regional Prosperity Message 18
Task 9 - Business Plan 18
Task 10 - Funding 18
Task 11 - Website 19
NEXT STEPS 19
CONCLUSION 20
REFERENCES 22
APPENDICES

1.1 Livestock Processing in the

Mother Lode:

Evaluation of a Rural Economic Development

Project
1.2 Value Chain

1.3 Food and Livestock Planning, Inc Financial Models

1.4 Models Created by Jim Dodge
1.5 Motherlode Foods Business Plan
1.6 Transportation Analysis

1.7 Newspaper Articles

1.8 The New Mother Lode: Local Community and
Economic Benefits of a Livestock Processing

Facility in the Region
1.9 Possible Grants and Loans



Purpose

Throughout California and the United States,
ranchers are noticing a new market demand: the
demand for locally produced, direct-marketed
meat products. This market offers the potential
for higher profits for ranches of all sizes through
value-added products, yet currently the market
demands are not being met.

While many ranchers are interested in breaking
into this market, several hurdles exist. The most
notable hurdle is the lack of infrastructure to pro-
vide for small ranchers looking to sell their prod-
uct to restaurants, grocers, or customers.

In 2010, El Dorado, Amador, Calaveras, Tuolumne,
and Mariposa counties sold 70,000 cattle’, the vast
majority at livestock auctions from which cattle
are sent to feedlots, often in the Midwest. Captur-
ing just a small percentage (less than 5 percent)
of this market would provide 3,000 cattle each
year to the local markets, helping to fill a need for
grass-fed or natural meat that is currently most-
ly being filled with meat from Australia and New
Zealand.?

CalaverasGROWN, a county-wide nonprofit which
focuses on local food support and advocacy, was
chosen to administer a Rural Business Enterprise
Grant which funded a project called: Final Link:
Getting Livestock from Farm to Fork. The project
sought to address the lack of infrastructure and
begin the process of building a vibrant microen-
terprise network for delivering local meats with-
in and beyond the identified California Foothills
region. The region identified for this project is El
Dorado, Amador, Calaveras, Tuolumne, Maripo-
sa, and Merced counties.

1 From 2010 crop reports by county
2 Market research done by previous RBEG grant into cur-
rent grocery store and restaurant offerings



Goals of the Project

Task 1: Designate advisory committee through outreach; Press
Releases, Newspaper Articles, Meetings (RCD’s, Local Food Orga-
nization, Farm Bureau'’s etc.)

® Collaborators: Coordinator, CARC&DC, Center for Region-
al Change, UC Davis

Task 2: Identify potential regional harvesting locations with or
without cut and wrap facilities

® Collaborators: Coordinator, Advisory Committee, Center
for Regional Change, UC Davis

Task 7: Evaluate regional job opportunities and educational pro-
gram to support processing, distribution, transportation, models.

® Collaborators: Coordinator, Advisory Committee, Merced
County EDC Alliance for Workforce Development, Inc.,
Center for Regional Change, UC Davis

Task 8: Develop regional leadership marketing group for deliver-
ing a regional economic prosperity message.

® (Collaborators: Coordinator, Advisory Committee, BALLE

Task 3: Identify possible centralized processed distribution hubs.

® Collaborators: Coordinator, Advisory Committee, Center
for Regional Change, UC Davis

Task 4: Identify distribution locations and transportation

® Collaborators: Coordinator, Advisory Committee, Center
for Regional Change, UC Davis

Task 9: Develop business plan based on selected location(s), mod-
el, production, spatial statistics, and message.

® Collaborators: Coordinator, Advisory Committee, Pacific
Community Ventures

Task 5: Inventory current harvesting/cut and wrap facilities stud-
ies, assess for costs, evaluate for accuracy and for California use.

® Collaborators: Coordinator, Advisory Committee, Center
for ED, CSU Chico, Center for Regional Change, UC Davis

Task 10: Develop funding opportunities/options for selected
location.

® Collaborators: Coordinator, Advisory Committee, RSF
Social Finance

Task 6: Develop processing models with costs and potential regu-
latory restrictions.

® Collaborators: Coordinator, Advisory Committee, Com-
munity Colleges, Center of Excellence, Center for Region-
al Change, UC Davis

Task 11: Develop a repository/website and resource guide,
including flow charts, templates and models, identifying steps for
development of new and/or existing niche meat harvesting/cut
and wrap facilities.

® Collaborators: Coordinator, Advisory Committee, Center
for ED, CSU Chico, Center for Regional Change, UC Davis
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Challenges
Lack of Continuity of Coordinator

A few months into the yearlong grant, the coor-
dinator and CalaverasGROWN were unable to
continue their relationship, and a new coordina-
tor was hired. This set back progress on project
goals by several months, and in the end the grant
was extended for one quarter in order to finish the
project.

Region

From the beginning, the project region posed a
problem for coordinators and stakeholders. The
original project region covered foothill coun-
ties from north to south: Amador, Calaveras, Tu-
olumne, Mariposa, and Merced. A few months
into the grant El Dorado County was also added
to the north.

These counties, while bordering each other, are
not a cohesive region due to a lack of corridors
between them. Roads are small and windy, and
people do not regularly travel north-south, but
instead travel east-west on major highways and
to urban centers like Sacramento, Stockton, and
Fresno. Travel from the north end of the region
in El Dorado County to the south end in Maripo-
sa County could easily take five or more hours on
small, dangerous, windy two-lane roads.

It would have been extremely difficult to form a
nadvisory committee to cover all the counties or
to do meetings or outreach that would apply to
the entire region. Infrastructure located in the cen-
tral part of the project region would not have been
reasonably accessible to the whole region.

The advisory committee and project coordina-
tor decided to divide the project into a northern
section, including El Dorado, Amador, and Cala-
veras counties, and a southern section, including
Tuolumne, Mariposa, and Merced counties. Tu-
olumne County could foreseeably be in either sec-
tion. However, Mariposa and Merced in particular
have almost no contact with the foothill counties
to the north.

Regional Involvement

While some of the regions had many ranchers and
organizations that wanted to get involved, it was
much harder to recruit help from other regions. It

took the coordinator six months to build relation-
ships in Mariposa County, at which point some
progress was made but no one was really willing
to take the project further. After repeated attempts,
no successful contacts were ever made in Merced
County, and that County was dropped from the
project when it became apparent there wasn’t
enough interest from the community at this time
(or that the project coordinator was unable to find
those interested).

Risk Aversion

The advisory committee was composed mostly of
livestock producers, and would have benefitted
from the inclusion of some entreprenuerial types
with more experience taking out loans and start-
ing businesses. Livestock ranchers, as a group, are
generally risk-averse. While this has benefits and
prevents many doomed businesses from starting,
it can also serve as a hindrance to progress if a
group is too risk-averse. The committee contin-
ually balanced the natural risk-aversion of most
of its members, often lobbying back and forth be-
tween larger, more regional facilities, and smaller
local facilities that would be less viable but also
lower risk. While in the end it created balance and
reigned in the sometimes out-of-control plans, it
also caused some frustration and took much lon-
ger to come to a conclusion as we kept revisiting
lower-risk facilities. While we waffled between
facility types, it was hard to move forward in cre-
ating models, presenting our findings to the com-
munity, seeking investors, or planning job and ed-
ucational programs.

In the end the continual analysis of all the options
led the committee to a few possible facility de-
signs that we are all very excited to pursue, but
some progress on other areas of the project was
lost during the time it took to settle on the size and
scope of a facility site and design.

The lack of entreprenuers on the advisory com-
mitee may foreshadow another challenge - the
lack of marketing entreprenuers in the region it-
self. This may prove a further challenge as plans
move forward and it is necessary to take some
risks to get the business started.

Current Cattle Market

Cattle market prices are much higher right now than



usual due to recent droughts in the midwest which
forced many large ranchers to sell off their entire
herds. Now there is a shortage of cattle coming out
of the midwest, and prices for cattle in our region
are higher than many ranchers have ever seen.

The high auction prices remove the monetary in-
centive for ranchers to get into direct marketing.
Auction prices are projected to stay high for the
next several years, making it a hard time to con-
vince cattle ranchers to switch to a regional system
of marketing their meat.

Accomplishments

Task 1

Designate advisory committee through outreach; Press
Releases, Newspaper Articles, Meetings (RCD’s, Lo-
cal Food Organization, Farm Bureau’s etc.)

Before the project began, Sean Kriletich of Calaver-
asGROWN had already done some work putting
together a thoughtful committee to discuss the
possibility of adding a meat processing facility to
our area. Many of the advisory committee mem-
bers for El Dorado, Amador, Calaveras, and Tu-
olumne counties started meeting before the begin-
ning of the project, and when the current project
coordinator took over the process, they decided
to keep the same committee to retain continuity
and vision while adding a few members to ensure
well-rounded views.

The committee consists of the following individ-
uals: Carina Bassin (staff, Amador County), Sean
Kriletich (producer and CalaverasGROWN),
Michael Kriletich (producer and Calaver-
asGROWN), Dan Port (producer, Amador Coun-
ty), Anonymous (producer, Calaveras County),
Fred Hunt (El Dorado and Georgetown Divide
RCDs, previous RBEG staff), Jim Dodge (produc-
er with facility expertise, Calaveras County), Tim
Saunders (staff, business plan, local value-added
product developer, Calaveras County), and Felic-
ity Lyons (UC Davis rural economic development
grad student). For the majority of the duration of
the project the committee also included two local
business/economics experts.

The committee represents a well-rounded, knowl-

Consideration

While the project seeks to include all types of meat,
the most prominent species raised for meat in the
region is cattle. Much of the analyses throughout
the research had a particular emphasis and poten-
tial bias toward beef, though throughout the pro-
cess we have retained the desire to provide infra-
structure for various types of local meat, including
lamb, goats, pigs, cull cows, and potentially poul-
try and small game.

edgeable, interested group of professionals from
throughout the region. They meet monthly and
communicate via email and phone conversations.
They plan to continue to meet after the project has
been completed and are committed to finding a
practical and successful solution to the local pro-
cessing bottleneck. The committee recognizes the
need to add more business professionals to the
group, but has so far been unsuccessful.

Graduate student Felicity Lyons did her mas-
ters’ thesis report on the group and their project,
researching community organizing and group
dynamics. Appendix 1.1 is her paper detailing
the process we went through, including group
dynamics, individual visions, challenges, and
successes in the process. The paper will provide
insight and direction to other groups seeking to
create local meat systems in their communities.

In addition to the advisory committee, the project
put together a contact list of over 100 stakeholders
from across the region, holding a few larger meet-
ings for all and keeping them updated through
periodic emails.

The committee for Mariposa County ended up
being a fairly insular group - we did not get
anyone from Tuolumne or Merced counties in-
volved. That said, Mariposa County also formed
a well-rounded group consisting of ranchers, lo-
cal government officials, and restaurateurs, com-
municating mostly via email and holding three
meetings. The energy and resources seemed low-
er than in the more northern counties, but at the



time of this report a renewed interested had formed
in working with the fairgrounds to build a process-

Task 2

Identify potential regional harvesting locations with or
without cut and wrap facilities.

As soon as we began to look at the value chain (see
appendix 1.2) and talk with local producers and
consumers, the committee decided that the num-
ber one need in our region was for more accessi-
bility to processing. USDA inspected processing is
required by law if meat products are sold to con-
sumers by producers who do not own a state-cer-
tified facilty. Current USDA processors are far
away and booked up. So, in order to address the
regional bottleneck, our priority became looking
into building a local processing facility.

As a result of significant thought and research in
El Dorado, Amador, Calaveras, and Tuolumne
counties, an ideal zone for a facility was identified.
This zone would provide fairly convenient harvest
and/or slaughter to producers in these counties,
while also allowing for accessibility to larger Cen-
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ing facility and food hub. For more about the pro-
cess, see the next page.

tral Valley meat producers who will bring needed
business. The image below shows current USDA
harvest facilities (red circles), USDA cut and wrap
facilities (blue squares), the region of the grant
(green area) and the region that would be well
served with a facility in this zone (yellow area).
The ideal zone for establishing a facility is within
the bright yellow circle.

The advisory committee and Project coordinator
worked together to analyze possible locations for
processing facilities. Current state-certified cut-
and-wrap shops were interviewed to determine
their interest/potential for upgrading to USDA.
The fairgrounds in four counties were considered
for the possible addition of harvest and cut and
wrap facilities or use as docking sites for a mo-
bile facility. Several local vacant structures were
looked at for conversion to harvest/cut-and-wrap,
and some analysis has been done to determine the
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We have made a number of key findings that we believe are important to share with anyone
considering a similar process in their region or community.
by Felicity Lyons

Project Facilitator. Hiring a project facilitator with funds from
USDA-RBEG has been critical to our progress. Without a paid
facilitator, the volunteer committee members would have
trouble keeping project momentum when more pressing ob-
ligations take priority.

Facility Scale. Developing anything smaller than a fully func-
tional slaughter and cut and wrap facility is not likely to be
profit generating. This means that we’ve ruled out a mobile
unit as an option. Instead, we are looking at ways to maxi-
mize the capacity of the facility, especially through the pro-
duction of value-added goods such as sausage, beef jerky,
and pet treats.

Challenges of a Slaughter Facility. While slaughter is the
most fundamental step in livestock processing, it is also the
least likely to generate a profit and brings the most potential
for community opposition.

Common Barriers. In the feasibility studies conducted else-
where in California, the largest barriers to moving forward
with facility development were ranchers’ aversion to risk as
well as the difficulty in attracting qualified facility managers.

Committing Animals to a New Facility. It is hard for ranchers
to commit to a certain number of animals that they will have
slaughtered at a new facility. This is partly due to the high
price that ranchers can get at auction for animals, especially
beef, compared to the unknown demand and value of direct
marketed products (those sold directly to consumers from
farms or at farmers’ markets). Ranchers also can’t commit if
they don’t know the price or the quality of the work of the
yet-to-be-built facility.

Competition. There are other existing or new processors that
could potentially compete with a new facility if developed. If
we build a facility, we fear that we may not be able to keep
costs as low as other processors outside of the region.

Relationships. Strong relationships have been key to gather-
ing information and support. Various committee members have
important relationships with elected officials, farmers’ market
managers, other larger ranchers from outside the region, ani-
mal transport providers, and of course, with processors.

8.

10.
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12.

Local Officials. Part of what makes our region distinct from
a more urban region, and a good place to do business, is the
support we have from local officials. Because of the small
population, there is also a sentiment that officials are more
responsive than their counterparts in urban areas.

Regionalism. Acting as a region is seen as a benefit among
the advisory committee members. It is important for this
project to serve the region as a whole, rather than focus on

one community or county alone.

Community acceptance. Whatever site is chosen for the fa-
cility, the opinion of the community will play an essential role
in ensuring its success. Providing education about the poten-
tial benefits to the economy is a way of encouraging support.
However, it will be important not to exaggerate the benefits.
For example, it is unlikely that a livestock processing facility
will be a big jobs generator, and the community should know
this, so that they are not surprised or disappointed once it is
built and running.

Demand. The market for direct marketed meats is increas-
ing steadily. Ranchers in our region that sell their product
to Farmer’s Markets have experienced tremendous growth in
their business size in the last two years, and they struggle to
keep adequate supply to satisfy their customers.

Common Narrative. Finally, a community or region’s eco-
nomic traits alone cannot explain its well-being. In fact, the
creation of a “social infrastructure”, that is, building relation-
ships of community members within the organizations or
institutions to which they belong, is actually the precursor
to creating physical infrastructure. An integral part of our
creation of this social infrastructure has been the devel-
opment of a common narrative, or way of telling the story
about the potential of this facility. This narrative binds the
group together and continues to motivate us when we have
disputes or when the project seems infeasible. Despite the
committee’s diversity in ideological backgrounds and varied
reasons for being involved in the process of determining
feasibility of developing a regional livestock processing fa-
cility, there are three common themes in our individual and
group narratives.

A livestock processing facility in our region can be a way to honor the practices of past generations.

A livestock processing facility in our region can create opportunities for meaningful work for future generations.
A livestock processing facility can reinvigorate the local rural economy through adding value to what the land
produces, rather than relying on industrial or urban economic models.

With this common idea of success, we've started to create a vision to work toward, creating more opportunities for regional economic

development and prosperity.



costs of buying a piece of property for the facility.
Regional existing facilities have also been surveyed
to help determine the need for facilities and ideal
locations.

State-USDA Upgrade

After interviewing the owners of several state-cer-
tified cut-and-wrap facilities in El Dorado, Ama-
dor, and Tuolumne counties, it became apparent
that there was little interest from owners. They
are all currently running successful businesses, so
they are unlikely to change their business plans.
Prior research (citation - High Sierra RBEG) has
shown that USDA upgrades are not easy or clear,
and that the process can be long, confusing, and
vague. The Project coordinator surveyed a nation-
al meat processing group for guidance, and most
said that upgrades anywhere in the country are
very time consuming and confusing. It has rare-
ly been done anywhere in the nation, much less
in California. No California facility has upgraded
from state to USDA. There is one facility operat-
ing as dual state/ USDA facilities, and it was built
for that purpose. The manager of that facility has
offered his help if we chose to upgrade or build a
new facility.

Though they are reluctant to commit to the
change, the state certified site owners have identi-
fied their biggest needs as being someone to write
the HAACP plans and money to do the needed ex-
pansions and renovations. These sites are all also
far from a harvest facility, so would need to start a
transportation plan or build a harvest facility.

Due to the limited interest and large hurdles to do-
ing this type of upgrade, the committee decided
that unless a state-certified facility owner showed
interest, pursuing this method would not be the
most fruitful way to move forward.

Slaughter-Only or Cut-and-Wrap Only Facility

The advisory committee diligently went through
each possible processing option, including slaugh-
ter or cut-and-wrap only facilities that would have
partnerships with other facilities. There is a USDA
cut-and-wrap shop in the Sacramento area that is
expanding and had interest in a partnership, but
financial models showed a slaughter-only facility
of this small scale to be totally infeasible (see ap-
pendix 1.3). There are also several slaughter-only
facilities in the Central Valley, but due to various
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constraints, the commitee wasn’t comfortable with
building a facility based on a relationship with a
facility outside our region. In the end, it was de-
cided that a full-service facility was the best model
to follow.

Fairgrounds/Mobile Facility

The fairgrounds in Amador, El Dorado, Calaveras,
and Mariposa counties have encouraged the pos-
sibility of hosting a harvest/cut-and-wrap facili-
ty. Fair managers are concerned with the cost and
scope of the project, and also with preserving com-
patibility with many uses including events and
weddings. The fairgrounds in Amador, Calaveras,
and Mariposa counties are enthusiastic about the
idea.

Regarding a mobile facility, feasibility studies and
a meeting with the USDA have determined that
mobile harvest facilities for large animals almost
never pencil out and are no longer being support-
ed by our local USDA FSIS offices. The huge cost
of transporting the facilities, paying staff to break
down and put the facility back together, and the
limited number of animals they can process each
day make the fee they have to charge prohibitive.
When the facilities are being used as mobile units,
they are unable to operate at an efficient scale.

There is still the possibility of a centrally-locat-
ed fixed harvest facility with small cut-and-wrap
facilities at fairgrounds throughout the foothills,
however feasibility studies show that there is no
money to be made at the slaughter level unless the
scale is far beyond the size this group is looking
at. In attachement 1.3, 7-30-2012 Scenario C, you
can see that the slaughter-only option we chose to
model was the only model that did not make any
return on investment. A slaughter facility must ei-
ther (a) be huge, or (b) be associated with a cut-
and-wrap shop to provide revenue.

However, during the final few months of the grant
period, a few advisory committee members decid-
ed to renew the investigation into the fairgrounds
facilities, but to focus on fixed facilities rather than
mobile. They focused on the Calaveras County
Fairgrounds, and things began to fall together in
a way they hadn’t before. The option of a fixed fa-
cility at the fairgrounds that could process a few
thousand animals a year has many advantages.
The collaboration between local ranchers, the fair-
grounds, and the USDA is an attractive and inno-



vative partnership. Fairgrounds have recently had
to shoulder the burden of paying for their own
operations, and so the idea of generating revenue
while providing a community and regional ser-
vice is attractive.

Some fairgrounds are state property, which ne-
gates or significantly shortens the need for long
permitting processes and EIRs, while some have
cheap utilities, water, and waste-water systems al-
ready set up. The facilities located on fairgrounds
could also serve as a community educational
tool, retaining transparency and providing train-
ing programs and exposure to another facet of
meat production for local 4-H, Grange, and FFA
programs. There are some drawbacks to a fair-
grounds facility, most notably that the buildings
themselves would be owned by the state, making
the process of finding investors more challenging.

The fairgrounds facility at the Calaveras County
Fairgrounds is the current front-runner for an ide-
al location. This facility could provide a model for
other California fairgrounds to follow in building
their own facilities, starting a network of accessible
processing for local meat, and effectively changing
the food landscape in California. There are at least

facility which can be found in appendix 1.3 un-
der the 8-30-2012 Model C. The assumptions used
for the modelling are numerous, and the resulting
facility design is larger and more expensive than
we had hoped, so we are still working under the
assumption that we could create a smaller, more
economically feasible facility on the fairgrounds
site.

Existing Structure Upgrades

Vacant structures in Amador and El Dorado coun-
ties have been looked at for possible repurposing
to harvest and/ or cut-and-wrap facilities.

The first structure the committee looked at in
depth was the Preston facility in Ione, CA. The fa-
cility was a youth detention facility until last year,
when it was closed. Amador County is now suing
CDCR for taking away the jobs, and the facility
is looking for businesses to come in and repur-
pose the buildings on the site. A consultant that
toured one building on the site said it was one of
the best he’d ever seen for conversion to USDA
harvest/cut-and-wrap, estimating the cost of up-
grade at $1.25-1.5 million. After a second meeting
with CDCR and a brief discussion with the Pres-

two possible models to follow
at the fairgrounds, both of
which are detailed in appen-
dix 1.4. The space available
at the fairgrounds is small,
so we have looked at both
the option of a very small,
self-contained facility onsite,
and a slaughter facility onsite
with the potential to work
with a local abandoned ware-
house (old Budweiser facili-
ty) as a processing plant. This
processing facility could also
serve as a hub where other
food processing and distribu-
tion could occur. We also had
Keith DeHaan of Food and
Livestock Planning, Inc do a
model based on a fairgrounds

This facility layout shows one option
for the Calaveras Fairgrounds site. For
more details about possibilities to be
considered at the fairgrounds and fur-

ther diagrams, see appendix 1.4.
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ton Foundation, a nonprofit that currently uses the formed us that they were looking at another
historic castle on the site, it became apparent that type of repurposing and wouldn’t know what
the original building we looked at was too close to would happen with that until early 2013. So we
non-compatible uses for a harvest facility (thoughit were put on hold and eventually lost most in-
could still work for cut-and-wrap). A second build- terest in the property. Other hurdles with this
ing, located at the very back of the site, was toured property are that it is state property so may
and found to be suitable and even larger than hinder investors who want ownership, and it is
the first building. within city limits, which may pose problems for
slaughter approval. If CDCR re-opens the pos-
sibility of using Preston in 2013, we may revisit
this idea.

Unfortunately, after we drew up plans and
put together a proposal for the CDCR, they in-
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them (Madera/Fresno) are fairly isolated and
currently do not have any facilities that are
open to the public and provide both harvest
and cut-and-wrap. There are harvest facilities
in the valley in both Madera and Fresno, but no
cut-and-wrap. Currently Mariposa producers
are going as far as Paso Robles (180 miles each
way) to have their meat processed.

As in the northern region, there is considerable
interest in a facility, but a lack of someone who
wants to own/manage the facility and the funds
to build it. However, the local advisory commit-
tee is enthusiastic and keeping its eyes open for
an opportunity. The fairgrounds managers are
closely following the progress in Calaveras to
see if they may be able to replicate the efforts at
another local fairgrounds facility.

There is, however, one very promising con-
nection. Sierra Lands Beef is an LLC that was
developed by the local Sierra Foothill Conser-
vancy to create income and an incentive for
ranchers to put their land into easements. The
SLB brand seeks to build a local and regional
clientele for their beef, then work with ranchers
who have conservation easements with them to
incorporate their cattle into the brand. They are
following a model developed by Home Grown

Task 3

Identify possible centralized processed distribution
hubs.

Ideally, a processing facility will also serve as a dis-
tribution hub, providing a retail space and/or the
ability to store and ship meat to local and regional
sources. In order to maximize efficiency, it makes
sense to keep all the pieces of the value-chain in
one centralized location, eliminating costly trans-
portation of products whenever possible.

Many of the producers that utilize a facility in this
region will want to turn around and sell their own
meat, only using the facility for processing. Howev-
er, many ranchers are also daunted by this task and
would rather not reinvent the marketing wheel over
and over again. There is the possibility that these
ranchers could sell their meat to the facility, helping
to create one large, unified, local brand of meat.
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Meats in Paso Robles, CA. In addition, a local
high school has a meat-cutting program that
is interested in moving their facility and be-
coming USDA. The facility would have an es-
timated ability to process 200 animals per year
if used only by students, which is about the
number that SLB would like to process. Both
programs have strong local and governmental
support and there may be an opening for grass-
roots fundraising if someone is willing to take
the project on.

Unfortunately, this facility is located too far
from Mariposa and will be too small to be a fea-
sible solution for other ranchers besides Sierra
Lands Beef. So for now, the fairgrounds facility
in Mariposa County and the school program in
Fresno County are the most feasible locations
for facilities in the southern part of the grant’s
region.

One option in Merced that was never ade-
quatly analyzed is a USDA certified plant that
opened in Newman, CA in the past ten years
then promptly went out of business. Research
into this facility and possibility of reopening it
under new ownership could be a great next step
for this region.

If we were to put together an ideal facility that
contained its own brand of local meats, it would
be easier to work with regional and urban restau-
rants and grocery stores. One of the main hurdles
(besides cost) to local meat availability is that cer-
tain cuts are only available in small quantities,
while restaurants and grocers need high quanti-
ties of the same cuts. A local brand that was able to
purchase meat from many ranchers would create a
more saleable product. This type of facility would
also serve as a distribution hub, with the possibili-
ty of opening small stores in towns throughout the
region to serve as smaller distribution hubs.

The committee believes that a facility which does
only custom processing is economically feasible,
and that having a USDA inspected processing
facility creates further opportunity for ranchers
or other entrepreneurs to sell meat products re-
gion-wide.



Task 4
Identify distribution locations and transportation.

Most local stores and restaurants that were sur-
veyed had an interest in adding a local meat op-
tion or two to their menu/shelves. However, at
this early point, it was impossible to get commit-
ments from individual retailers, as even in ideal
circumstances it will be years before a facility like
this is producing a product.

Working with local grocery stores and restaurants
would be a priority for the business, however af-
ter much consideration and research the advisory
committee came to the conclusion that the mar-
keting side of the equation would most likely be a
completely separate business from the processing
side. This is due to the need for two very different
personalities and skill sets to manage a processing
facility versus a marketing business.

There are two existing models to study regarding
regional distribution of a brand that encompasses
the meat of many local producers. Those are Sierra
Lands Beef (discussed above), which is in its be-
ginning phases in the Mariposa/Madera/Fres-
no foothills, and Home Grown Meats, which is
a much larger company out of Paso Robles, CA
that provides meat to Whole Foods. The proj-
ect coordinator met with Home Grown Meats to
learn about their business structure. They pay
a premium on top of the current market val-
ue for approximately 700-pound animals, then
finish them out on a grass-only feedlot. They

Task 5

Inventory current harvesting/cut-and-wrap facilities
studies, assess for costs, evaluate for accuracy and for
California use.

An inventory of the studies we consulted during
this project can be found at http://motherlode-
meats.com/additional-resources/ or in the Refer-
ences section of this report. We incorporated the
studies” findings into our analyses of locations
and business structures, as well as into our mod-
els and business plan (appendix 1.5).

In addition to surveying online resources, the Proj-
ect coordinator also visited several operating and
newly constructed facilities to learn about their
processes, funding, successes, and failures. Visits
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have their own dedicated slaughterhouse/
processing in Los Angeles, where the meat is
then directly shipped to Whole Foods. They are
unable to keep up with the current demand,
and are actively seeking out new ranchers to
become a part of their brand. This marketing
strategy is interesting, and their market expe-
rience strengthens our belief that the market is
far from saturated, however there are aspects of
this business that we cannot replicate. We are un-
able and unwilling to create a feedlot; so individ-
ual ranchers would have to finish out the animals
on their own properties, at which point the brand
could buy the finished animal.

Another component of this task is the transporta-
tion. Because any new facility we may build is a
multi-year project, we looked into the feasibility
of forming a transportation co-op to send several
producers’ animals to harvest at once. A transpor-
tation co-op would be efficient for fuel and time
and also create “pull” with processors who are
currently booked and only offer slots to producers
who have a large number of animals or can pro-
vide regular animals throughout the year. Overall
this may be a good option, but at this point only for
very small producers, as producers who are able to
take five animals at a time a processing plant (if they
can get in) are currently operating about as efficient-
ly as the transportation co-op could. The full trans-
portation analysis can be found in appendix 1.6.

to five facilities in California and Nevada revealed
the following themes:

o The facilities ranged from 5,000-
20,000 square feet, though all facili-
ties had similar target capacities of
about 20 animals per week. They
ranged from very old (1965) to very

new (not yet completed).

About half of the facilities empha-
sized the importance of creating a
retail business to add income to a
facility. This business can include all
types of meat, especially value-add-
ed products like marinated meats
and sausages, and can include prod-



This excerpt from the models (Task 6) provided by Food and Livestock Planning, Inc shows some of the number the consultants were
able to come up with. The rest of the models can be found in appendix 1.3.

ucts for the pet industry like snouts,
ears, and ground pet food.

The facilities that were newly con-
structed had construction/property
budgets of $3-$7 million.

All facilities were privately fund-
ed by individuals, except for the
two associated with wuniversities,
the newer of which was still built
with private donations given to the
school to build the facility.

All facilities emphasized the need
for efficient product flow and plant
design.

Task 6

Develop processing models with costs and potential
regulatory restrictions.

Appendix 1.3 and 1.4 summarize the processing
models developed for the group by Food and
Livestock Planning, Inc and steering committee
member Jim Dodge, respectively.
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« All facility managers were free with
information regarding construction,
decisions they’d made in the pro-
cess, business details, and challeng-
es. Each manager offered to help
the group in any way they could
going forward, and several offered
to review floor plans and help write
HAACP plans when the time came.
The committee was continually im-
pressed with the forthcoming nature
of the facility managers and their
willingness to share information.

Appendix 1.3 includes an original set of models we
had made to compare a larger facility that could
process 3,500 animals per year to a smaller 2,000
animal/year facility and a slaughter-only facility.
These three models gave the committee a great ba-
sis for moving forward and a better understand-
ing of the potential costs and returns on each size



of facility. Appendix 1.3 also includes a follow-up
model we had made with some adjustments and
including a site at the fairgrounds. However, due
to the high variability of the data and many as-
sumptions made, we found the original models
more useful as a tool for analysis and comparison.
The financial models for appendix 1.3 are 35+ page
excel documents, and can be obtained by contact-
ing CalaverasGROWN. These models make many
assumptions, and are being used by the advisory
committee only to show that these facilities are, in

Task 7

Evaluate regional job opportunities and educational
programs to support processing, distribution, trans-
portation, models..

Job Creation

The projected number of jobs the facility would
provide ranges from approximately 10-100. For
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fact, feasible. The models will change significant-
ly as the project takes shape, however, the general
numbers show that facilities in our area do have a
high potential for profit.

Appendix 1.4 consists of several models put to-
gether by Jim Dodge as we visited various poten-
tial facility sites. They are based on a facility in
Kentucky (also in appendix 1.4) and the numbers
from the models in appendix 1.3.

a small-scale facility, and most facilities that run
on a model similar to the one we would hope to
pursue, the average employment is about 10 full-
time positions. However, we hope to provide a
more full-service location, including value-added
products. These business additions could greatly
increase the number of jobs available. Optimistic



predictions for the facility include up to 40 even-
tual jobs in a larger facility that also includes food
processing for non-meat products (see appendices

1.3 and 1.5).

Additional jobs would be created as a result of this
business. Livestock transporters would have more
business and potential for refrigerated delivery of
frozen and fresh meat products. Additional and
associated businesses in the area could include
cold storage facilities, local tanning of hides, asso-
ciated storefronts in local towns, a restaurant, and
more. There is also the hope that a facility like this
would make ranching a more viable option and
help create stability in that sector as well.

The facility could provide on-the-job training to
its employees, who would then possess a vital and
rare job skill that will become increasingly valu-
able as the local meat market expands and current
meat cutters age out of the business. Though the
number of jobs this facility creates may be lower
than hoped for, the quality of these jobs will be
high in their pay and the skills they provide when
compared to other regional jobs.

Education

One of the most important priorities for the ad-
visory committee is the educational components
of a local facility. Educational opportunities range
from for-credit classes at the high school and col-
lege levels, to work with local livestock groups
like 4-H, FFA, and Grange, to for-profit classes for
the public.

As part of this grant the project coordinator visit-
ed two high school meat-cutting programs to ass-
es the possibility of using their ROP programs as a
model for a facility in the Central Sierra Foothills.
The two programs visited were in Tollhouse, CA
and Tracy, CA and are thought to be the only two
functioning high-school meat-cutting classes in
Northern California.

The classes and facilities were very similar - both
are state certified and do custom cutting at an ex-
tremely low price for local ranchers to consume
themselves. They each have classes of approx-
imately 20 students per year, though the Tracy
class runs every year and the Tollhouse class only
runs every other year. Both classes have been in
existence for at least 30 years, and both instructors
do not believe a class like this would be able to
be started today due to liability. Both are thankful
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that their programs have been grandfathered in.
While these visits were interesting and the class-
es that are currently running are phenomenal, the
possibility of starting new ROP meat cutting class-
es today with education cuts and schools so afraid
of liability is extremely low. This conclusion was
supported when a advisory committee member
began working with a local state-certified cut-and-
wrap facility and their local high school, to start a
program, only to find the red tape involved pro-
hibitive and the school tentative at best.

One advisory committee member focused on
working with the local community college satellite
campuses to offer courses in meat cutting, intern-
ships, and apprenticeships. There is more poten-
tial here, as the students are of age and the liability
is significantly lower than with underage students
at a high school. While the potential of hosting
community college courses is high and there is in-
terest, the facility must be built and staffed before
this is an option. Going much further than iden-
tifying interest from community colleges is not
feasible at this point in the process. When a site is
identified and a facility plan is moving forward, it
would be beneficial to look into other community
college courses like this and begin a further plan-
ning process.

While working with public K-12 schools does not
appear to be an option, these students can still be
reached by the facility through student programs
like 4-H, Grange, and FFA. Students at the Toll-
house High School are a part of a meat-cutting
FFA program in which they judge the quality of
both carcasses and cuts and learn to identify all
the cuts of various types of animals. They com-
pete at state competitions and some have earned
college scholarships for this unique skill. While
getting students cutting at the facility may be pro-
hibitive, running courses in teaching them about
the process and the carcasses should be feasible.
These programs could vary for different ages, cul-
minating in an FFA program like the one in Toll-
house. When it comes to working with these youth
groups, the facility at the fairgrounds becomes
even more desirable because it would serve as a
central location for 4-H, FFA, Grange, and other
student groups to utilize in learning about farm-
ing and ranching.

Finally, education as a for-profit model cannot be
overlooked in building a facility such as this. Fa-



cilities across California are hosting butchering
classes to sold-out audiences who want to feel
connected to their meat. These classes appeal to
locals and tourists, and can range from slaugh-
tering and cleaning a chicken to sausage making.
One of the most successful models of for-profit
classes like these is The Fatted Calf in Napa, CA
(http:/ /fattedcalf.com/), which has nearly week-
ly courses, charges $175 per person, and sells out
months in advance.

Task 8

Develop regional leadership marketing group for deliv-
ering a regional economic prosperity message.

The advisory committee has served as the region-
al leadership marketing group as well, spreading

Throughout this process we have been impressed
by the transparency and openness of fellow pro-
cessors, and would set up a facility to have that
same transparency. This report and other doc-
uments can be seen on www.motherlodemeats.
com, and we would hope to provide a resource
and education to others looking to emulate this
process once we are successful.

the word within their communities, finding prom-
ising sites for the facility, and involving local elect-
ed government officials when they can be helpful.

The facility has been the subject of two newspaper

Public Meeting

REGIONAL LIVESTOCK
FACILITY UPDATE

articles, three TV interviews,
and two radio interview as a
result of the work of the ad-
visory committee (appendix
1.7), and public outreach has
included updates to the Calav-
erasGROWN members, several
public meetings, and a public
presentation on “How to Be a
Project Proponent” by Felicity
Lyons, graduate student (ap-

Can El Dorado, Amador, Calaveras, and
Tuolumne counties support a new, USDA livestock
processing facility? What impact would this have on the
local economy, investors, and ranchers?

COME FIND OUT!

We will be holding two meetings to discuss the extensive
findings of the Central Sierra livestock processing commit-
tee, funded by a USDA grant through CalaverasGROWN.

« Monday, September 17th, 6:30 to 7:45 p.m. Sutter Hill
Amador Co. Health and Human Services Bldg,
10877 Conductor Blvd.
Sutter Creek, CA 95685
o Tuesday, September 18th, 5:30 to 7:15 p.m. Angels Camp
Calaveras Co. Fair Frogeteria
101 Frogtown Road
Angels Camp, CA 95222
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pendix 1.8). Lyons outlined the
regional prosperity message
and passed it along to the 35
meeting attendees. The presen-
tation has also been available
on www.motherlodemeats.
com.

Overall, we have had extreme-
ly positive reactions from the
community, ranging from
“Fantastic, hope you are suc-
cessful!” to “How can I help?”
The community is convinced
of the benefits and prosperity
this facility can bring. As the
plan moves forward, it will be
integral to maintain positive
relationships with the regional
communities and, in particular,
neighbors of a chosen site and
local governments.



Task 9

Develop business plan based on selected location(s),
model, production, spatial statistics, and message.

Appendix 1.5 is the business plan that was de-
veloped by Tim Saunders to represent an ideal,
pie-in-the-sky facility. This facility would include
a commercial kitchen to serve as a food hub for

Task 10
Develop funding opportunities for selected location.

Various potential investors began presenting
themselves to the committee near the beginning
of the project, and have continued to surface
throughout the process. Some are ranchers want-
ing to invest in a facility they could use, others are
locals who are interested in helping create a food
economy in the area. As we gathered the informa-
tion necessary to move forward with a smart and
successful facility, various investors encouraged
our work and understood that the time to invest
would come once a suitable facility site and de-
sign were settled.

While these types of investors are numerous, few
have substantial amounts of money to give to
move the project forward. We project that we have
between 10-20 very interested investors, each of
which are willing to give between $10,000-$50,000
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non-meat farmers, and an extensive value-added
charcuterie kitchen for further meat processing.
The facility would also be a hub for tourism and
education, providing classes as well as a unified
local brand of meat available for sale.

toward the project. While this is a great start, it
won’t fund a $2-$5 million project. There are also a
few very wealthy ranchers in the region, and some
have reached out to voice their support. Now that
we have an option that the entire committee is ex-
cited to pursue (Calaveras Fairgrounds), as well as
several other feasible options, we look forward to
presenting our findings to potential investors.

Our work with Food and Livestock Planning, Inc
has led us to be very hopeful that we will be able
to find the required funds within our region. If we
are able to find a grant or investor to fund the next
phase of the process, Food and Livestock Planning
is available to work with the local community to
find the necessary investments. In the past, they
have worked with facilities that utilized innova-
tive funding structures, such as selling processing



Next Steps

Task

Time Frame *

Key Personnel

Task 1 — Plant Conceptual Site Plan & Design: determina-
tion of the rooms and product flow, refrigeration require-
ments, size and scope of the plant. Estimate costs of plant,
property and equipment, fee’s, permits, type of agreements,
general plan compliance and land use and zoning issues

Deliverable: Sketch of plant design with dimensions that is
engineer-ready, report on estimated cost for sketched facility
based on local vendors, list of permits and fees necessary to
build plant and any general plan or zoning issues.

October 31-

November 14, 2012

Aaron Bausted (Food
and Livestock Plan-
ning, Inc), Fred Hunt
(El Dorado RCD),
Project coordinator,
Producer Advisory
Committee

Task 2 — Wastewater treatment options and requirements:
Work with water districts and state offices. Work with city
engineers to design a conceptual model. Deliverable: Waste-
water treatment plan signed off by local authorities. Permit
application to SWRCB/CVRWQCB if necessary.

November 15-

November 29, 2012

Aaron Bausted and
Keith DeHaan (Food
and Livestock Plan-
ning, Inc), Fred Hunt
(El Dorado RCD),
Project coordinator,
Producer Advisory
Committee

Task 3 — Conceptual marketing model.

Deliverable: Organized marketing plan including working
logo, branding material design, and advertising outlets/cam-

paign.

November 30-

December 14, 2012

Fred Hunt (El Dorado
RCD), Project coordi-
nator, Producer Advi-
sory Committee

Task 4 — Producer meetings to develop supply plan and
investor plan

Deliverable: Three or more meetings with 25+ producers.
Report with estimated numbers for supply and investors.

October 31-

April 30, 2013

Keith DeHaan (Food
and Livestock Plan-
ning, Inc), Fred Hunt
(El Dorado RCD),
Project coordinator,
Producer Advisory
Committee

space in the facility as shares. We are hopeful that
an innovative funding structure like this, or even
some work with Kickstarter.com-type fundraising
could yeild results in which the community holds
a stake in the facility.

On September 17 and 18, 2012, the committee will
hold two community meetings, one in Amador
County geared toward the north part of the re-
gion, and one in Calaveras County geared toward
the south part of the region. These meetings will
serve to update and excite the communities, as
well as to act as a call for further funding.
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When planning for the project, we assume that 50
percent of the capital will come from loans. We
hope to acquire USDA guarantees on the loans, as
well as low interest rates if possible. The remain-
ing 50 percent must be raised from a variety of in-
vestors and grant funds. Appendix 1.9 details the
grant and loan possibilities and what they might
be used for. Our advisory committee has already
applied for one USDA grant, and is in the process
of applying for another. We will continue to apply
for grants as they come available and are deter-
mined to see this project through its next steps.



Task 5 - Finalize processing plan (site plan, labor plan, oper-

December 14-Decem-

Keith DeHaan (Food

ational plan) and estimate processing costs. Finalize compre- ber 28, 2012 and Livestock Plan-
hensive site plan including facility, WWTP, regulatory and ning, Inc), Fred Hunt
environmental conditions. (El Dorado RCD),
. . ) Project coordinator,
Deliverable: Final processing plan Producer Advisory
Committee
Task 6 —Develop financial models of business enterprise January 2- Keith DeHaan (Food

complete with financial statements and receive CPA review
and approval

Deliverable: Financial model

January 16, 2013

and Livestock Plan-
ning, Inc), Fred Hunt
(El Dorado RCD),
Project coordinator,
Producer Advisory

Committee
Task 7 — Manuscript writing January 17- Keith DeHaan (Food
) _ S and Livestock Plan-
Deliverable: All above deliverables organized into compre- February 7, 2013 ning, Inc)
hensive and complete business and marketing plan that will
allow the business to move forward legally to get loans and
establish the business.
Task 8 - Finance strategy development: visioning and train- February 7, 2013- | Keith DeHaan (Food

ing with board of directors, assist in the set-up of the cor-
poration and its bylaws, work with company’s attorney on
development of an offering document, call center for inves-
tors to answer all questions on the investment, development
of a debt strategy, and work with future lenders on a USDA

April 30, 2013

and Livestock Plan-
ning, Inc), Fred Hunt
(El1 Dorado RCD),
Project coordinator,
Producer Advisory

Loan Guarantee application.

place, offering document in place, written debt strategy,

investors in place.

Deliverables: Board of Directors in place, corporation in

USDA Loan Guarantee application submitted, most or all

Committee

Task 11

Develop a repository/website and resource guide, in-
cluding flow charts, templates and models, identify-
ing steps for development of new and/or existing niche
meat harvesting/cut-and-wrap facilities.

Next Steps

Though the advisory committee and Calaver-
asGROWN feel confident in the work this grant
has put forth and the accomplishments they have
made, there are several steps that must now be
taken to ensure that a successful facility is estab-
lished, and that the local rural economies can ben-
efit as a result.
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The website developed by the group is at www.
motherlodemeats.com. It includes documents detail-
ing our process and findings, models for this region
and others to use in planning this and future projects,
a list of all the resources we were able to find online,
and contact information for further information.

The most integral next step is the identification
of the two vital missing pieces: an owner and
investors. The advisory committee has provid-
ed the community with the necessary research
to show that this facility is warranted and has a
good chance of being extremely successful. Now
we must find someone to run with the models and
contacts we can provide to get the facility built.



Over the past few months the committee hasiden-  tify investors, provide construction oversight, and
tified a consulting company that can provide all ~ even provide start-up management if a qualified
the necessary steps between where we are now  local manager is not found or the chosen manager
and a functioning facility. This company is Food = needs to be trained by someone experienced.
and Livestock Planning, Inc, and they provided
the financial models in appendix 1.3. They have
identified the necessary next steps, and the El Do-
rado Resource Conservation District has applied
for a grant to complete the phase between now
and the start of construction. For the details of the
next steps, see above.

While our recommended next steps are those on
the previous page, we are willing to work with
community members to determine the best site
and strategy moving forward, and to provide all
the information and support we can to the right
individual, group, or business who is interested in
moving forward with the ideal of a local, regional
Food and Livestock Planning, Inc is available to  processing facility.
help us put together an ownership structure, iden-

Conclusion

After an analysis of the regional meat processing system, it became apparent that there are serious holes
in the current value chain. The market demands for local meats in our region are greatly outweighing
the supply, which results from a lack of infrastructure for getting local meats from farm to fork.

The advisory committee identified a regional processing facility as the primary goal to address this bot-
tleneck, and the components of an ideal facility were researched. Then came the process of trying to identify
a site and gather numbers on what the facility might cost, investor potential, and debt.

At the end of the grant, we have analyzed each available site option we could find and are currently
most interested in the idea of a facility at the Calaveras County Fairgrounds. A facility like this would
cost approximately $1.8 million, but would be able to handle the region’s need for livestock processing
and pull in some business from outside the region as well. Our models show that if the facility is man-
aged efficiently with a 50 percent debt structure, returns on investment could be as high as 33 percent
in the third year. The high potential returns represent the high risk involved in a processing facility, as
many of these facilities fail. However, the potential in our region is good, and the advisory committee
believes that the facility would be viable and contribute to the regional economy while providing a new
market for ranchers.

The next steps are to identify an owner and investors, whether an individual, group, or organization,
and then to move forward on the pre-construction site scoping, design, and plans, most likely with the
help of a consultant. The advisory committee will continue to meet and provide support as the process
moves forward.
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l. INTRODUCTION
This is an evaluation of the project undertaken by a steering committee in the four

county region of ElI Dorado, Amador, Calaveras and Tuolumne Counties (hereafter
referred to as The Mother Lode) to determine the feasibility of developing a livestock

processing facility.

To complete research on this project, | worked with the steering committee over a
nine-month period. During that time | completed interviews with all ten steering
committee members, two small scale grass-fed beef ranchers, one local retailer, one
owner of a state inspected butcher shop, and one manager of a USDA inspected livestock
processing facility. | conducted these interviews at the businesses, homes, farms, and
ranches of interviewees. | also attended, observed, and served as note-taker at three
months of steering committee strategizing meetings and attended and observed two
stakeholder meetings open to all ranchers and other interested parties in the region. |
accompanied the steering committee in their site visit to a potential facility location and
served as note-taker and photographer. | also went on several tours: | toured an existing
USDA inspected livestock processing facility that does both slaughter and packaging as

well as a livestock auction yard, and the farms and ranches of five interviewees.

In this evaluation, I will synthesize the results of my research, draw conclusions,
and evaluate the process undertaken thus far. To do this | will discuss the possibilities for
facility design and scope and models for the organizational structure. | will also look at
some of the challenges facing the project. Finally, I will discuss the characteristics of the

steering committee and its members. | will explore their individual motivations and
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attitudes, their relationships with each other, their roles in the process and how each of

these contributes to the project.

I hope that this evaluation serves to demonstrate the strengths of the committee
and to bring to light questions about feasibility of developing a livestock processing

facility in the Mother Lode.

I am not an agricultural economist, a rancher, or a businessperson, and, therefore,
I am not in a position to make recommendations for a facility design or a business model.
However, | have experience in assisting with group processes, and that is where this

evaluation is focused.

Rural development studies have shown that it is not just economics or marketing
that make a project succeed or fail, but also a number of social factors. A community or
region’s economic traits alone cannot explain its well-being." In fact, some argue that
building “social infrastructure,” that is, relationships of community members within the
organizations or institutions to which they belong, is actually the precursor to building
physical infrastructure.’ In examining the steering committee’s “social infrastructure” |
found that at its core is a common narrative, or way of telling the story about the potential
for the facility, that binds the steering committee and other stakeholders together, and
continues to motivate them when they have disputes or when the project seems infeasible.
Despite the committee’s diversity in political and professional backgrounds and varied
reasons for being involved in the process, there are three common themes in how

members conceive of the project.



Livestock Processing in the Mother Lode 6

These themes are discussed below. The use of the word “our” refers to the committee

members and other regional stakeholders:

* A livestock processing facility in our region can be a way to honor the

practices of past generations.

Steering committee members feel that they can learn from the ways that generations past
related to the land and to each other, and the way that they conducted business. For
example, they find value in using the whole animal, in being more locally and regionally

connected economically, and in understanding what the land can and can’t yield.

* A livestock processing facility in our region can create opportunities for

meaningful work for future generations.

This value is expressed in terms of creating meaningful vocational opportunities for
young people that help them to stay in the region, and have jobs that connect them to

the past and to the land, while also generating a business model for the future.

* A livestock processing facility can reinvigorate the local rural economy
through adding value to what the land produces, rather than relying on

industrial or urban economic models.

Committee members feel pride in living in a rural community and enjoy being distinct
from urban places. They express that economic development should reflect rural values
of local control, health, and valuing the land for what it can produce. They wish to
capture some of the value in the processing of raw material in a manner that gives their

region more control and more potential for economic well-being.
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It is these common values that continuously reinforce the group’s ability to work
toward the goal of developing a livestock processing facility, even as the committee
struggles to determine organizational structure, research the number of incoming animals
ranchers can commit, debate the merits of various scales and models for the facility, and,

ultimately, decide if building a facility is feasible at all.

Using the common narrative shared by the steering committee as a foundation, |
completed this evaluation on two levels that serve different purposes, and different
audiences.

1. The first level is that of documentation. This piece serves to record the process
undertaken by the steering committee so that future stakeholders in this project learn the
history of the project, and are able to use it as an entry point. This assists the steering
committee in conveying consistent and complete information to newcomers.

2. The second level is reflection. This piece compiles the conclusions drawn by the
steering committee members in interviews and allows them to look back on what their
process has accomplished so far and what next steps are necessary. This part of the

process will also assist others engaging in this kind of process in other regions.

Il1. FACILITY SCALE, SCOPE, AND FEATURES

To understand toward what end the steering committee is motivated to work, | will start
by describing the various elements of the facility that have been envisioned and
discussed. In so doing, it is important to note that, however inconvenient the existing
outlets for processing are, ranchers are making them work. There are multiple options for
USDA processing, but they are outside of the immediate region. While there are only

two facilities that can do slaughter and cut and wrap under one roof, ranchers have
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generally worked out arrangements with slaughterhouses and cut and wrap facilities to
transport carcasses. While these are not ideal set ups, they are working to meet the

current demand, except in busy periods, when these facilities get overbooked.

Ranchers generally feel that if they could process locally, they would likely
increase the size of their business by building their herds and acquiring additional leased
land if necessary. But building a new facility is a big investment and a risky endeavor.
There is some fear that if a new facility is developed, the demand for the service will not
be enough for a profitable business model, since direct marketed meat is a growing, but
still very small niche market. (Direct marketed meat includes meats identified as natural,

grass-fed, or which are simply sold outside of the dominant value-chain.)

Looking for options that would require less of an upfront investment, the group
has investigated a number of models. They looked into the possibility of building a
mobile unit, discussed the options of organizing a transportation cooperative, or
developing more local freezer storage space in lieu of the major capital investment

required by a full scale livestock processing facility.

In steering committee meetings, there has been a general conclusion that anything
smaller than a fully functional slaughter and cut and wrap facility will not be profit-
generating. According to research done by the steering committee members, and case
studies reviewed by the project facilitator, a mobile unit will lose money when it is in
transit, and to remain in operation, will have to charge a fee that would be cost
prohibitive to most producers according to financial and logistical analysis completed by

the project facilitator. Based on data collected from ranchers and facility managers,
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transportation cooperatives appeared to have little value except for the smallest of
ranchers, who are often reluctant to undergo the inconvenience of coordinating transport
anyway. In my interviews, building freezer storage was revealed to have little value,
because most ranchers of a medium- to large-scale were likely to invest in an on-ranch

freezer to avoid having to travel to pick up their product.

The group has concluded that the most

viable business models are also those that require In steering committee

meetings, there has

the most investment. This makes some steering been a general

committee members hesitant to proceed, because a conclusion that
failure could mean a huge loss. anything smaller than a
fully functional

To determine what elements will work best slaughter and cut and

wrap facility will not

for the industry and the region, the group has
be profit-generating.

started to collect information and weigh the pros

and cons for various conceptions of facility scale,
scope and features. These elements include slaughter, cut and wrap, value-added
processing, centralized storage, ordering and shipping, agri-tourism, and vocational
training. The group will likely include some or all of these elements in their final facility

concept.

A. SLAUGHTER
Slaughter is the element of the facility that brings the most potential for community
opposition. It also would require a very specific building design and expensive

equipment. This would mean extensive remodeling of an existing facility, or a high-cost
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design and construction of a new facility. Discussion at steering committee meetings has
indicated an understanding that there is no profit in slaughter, despite it being an essential

element of processing the animal. The profit is in the value-added products.

B. CuTt AND WRAP
Another possibility that has been discussed has been the development of a cut and wrap
facility without a slaughter facility. This would require forming a partnership with an
existing USDA slaughter facility, all of which are more than a few hours away from the
Mother Lode region. Some have mentioned the possibility of starting with cut and wrap
and adding slaughter at a later date, although they wonder at the feasibility of getting

community support for this idea.

C. VALUE-ADDED PROCESSING

The group has discussed the Producing products such as sausage,

possibility of starting two businesses

simultaneously. Marketing might smoked meats, jerky, and dog treats for

help bring in the needed profit, and retail sale has been discussed. Concern

support the livestock processing

about this model is that there isn’t a big
facility while it is getting established.

retail market locally. The market would

be in the nearby urban regions of
Sacramento and the Bay Area, so products would have to be transported. Also, there is
not currently a plan to have a unified marketing plan or brand. These products could be
sold under the various labels of the farmers who produce them. Developing a marketing
plan would be a very different business than developing a processing facility. The group

has discussed the possibility of starting two businesses simultaneously. The idea would



Livestock Processing in the Mother Lode 11

be that the marketing might help bring in the needed profit, and therefore be able to

support the livestock processing facility while it is getting established.

D. CENTRALIZED STORAGE, ORDERING, & SHIPPING
As mentioned previously, storage space alone seems to have little value for ranchers that
are increasing their business size because most are looking into buying their own freezers
to store meat. However, it might be valuable for very small scale ranchers. Additionally,
some interviewees are interested in the possibility of combining storage freezers with a
shipping service. One interviewee envisions that each rancher would maintain his/her
independent ranch label, but pay for a centralized ordering and shipping system. Clients
could order meat from a rancher’s website, and meat would be boxed and shipped and
inventoried from a shared central location. Each ranch would have a separate account and
separate locker, but would pay a fee to have ordering, payment processing and shipping

done by the facility.

E. AGRI-TOURISM

The idea is that not only could this model
create income for the facility, but also for

One interviewee envisions that the

surrounding wineries, hotels or bed and

facility could not only process .
breakfasts, gas stations, and coffee shops.

livestock, but could also attract

those interested in learning about

charcuterie and gourmet cuts of meat. He envisions a kind of agri-tourism in which
customers would come attend classes in the day, attend a dinner in the evening that paired
local meats with local wines, and perhaps stay the night in local lodging. The idea is that
not only could this model create income for the facility, but also for surrounding

wineries, hotels or bed and breakfasts, gas stations, and coffee shops.
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F. VOCATIONAL TRAINING
A few members of the committee see the opportunity that this facility could create in
providing training, not only for butchers, but also for those interested in retail, tourism
and business management. This model has been explored by the committee. The group
facilitator visited two high school sites that have vocational training programs in meat
processing. One steering committee member has been working on making connections at
the local community colleges. Because of the cyclical nature of livestock processing, one
rancher pointed out that using students who are on a school schedule could correlate well
with the supply cycle of animals to be processed. During the fall, a slow season, students
would be in training. By the spring, when they had learned the trade, volume would pick

up. And in the summer, when volume diminishes again, they would be out of school.

G. ASSESSMENT
Based on the opinions and experiences revealed in interviews and participant
observation at steering committee meetings, it is apparent that the ranchers in the steering
committee are particularly interested in the slaughter and cut and wrap elements of the
facility. Value-added processing, storage and shipping services, agri-tourism and
vocational training are innovative elements that are generally supported by all group
members, but are more actively discussed by the community activists, who envision this

project as meeting various economic development goals beyond those that serve ranchers.

The innovate elements, particularly agri-tourism and vocational training, should
certainly be considered from the beginning when design the facility. (Location, size,
capacity for expansion will all be important considerations). However, these elements

are more likely to be successful after the facility has gained a reputation for high quality
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work, professionalism, and concern about the community in which it is located. It is
more likely that a local community will provide the support the facility will need to gain
funding (and students!) for a vocational training program, and the political will to invest
in infrastructure that will support an agri-tourism effort (e.g. facade improvements, road
repairs, and signage) once facility operators have gained its trust. Facilitating realization
of a long term vision that may include some or all of the elements described above will
require good leadership and strategic direction. The organizational structure will be

crucial to laying this groundwork.

l. ORGANIZATIONAL STRUCTURE

The steering committee has discussed various organizational and ownership
structures. One of the steering committee members knows two local corporate attorneys
who have been providing some initial advice to the group. No model has emerged as the
most desirable. However, based on advice from the attorneys, the group has ruled out

sole proprietorship.

A. COOPERATIVE MODEL
Some members hesitate at the idea of a cooperative model because there are so few
successful examples, but many examples of failure. One interviewee pointed to the fact
that successful cooperatives are usually very large, and thereby able to exert some control
over market prices. This facility would not have the input volume needed to do that. The
advising attorneys are not experts on cooperatives and so have not been able to give them
direction on this possibility. However, at the time of this writing the project facilitator
had made contact with an attorney specializing in cooperatives who volunteered to create

a cooperative business plan so that the group might continue to vet this option.
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B. PARTNERSHIP MODEL
One example that the committee members have been looking at with interest is a small
state-inspected operation in the region that is co-owned by four ranchers who are also
restaurant owners. They are able to process animals and sell them to their restaurants.
One interviewee speculated that the reason for their success has to do with the vertical
integration of their businesses. Also, because they are restaurant owners, these ranchers
are perceived by the steering committee as being more entrepreneurial than the ranchers
on the steering committee. While this model is successful for the four ranchers involved,
it seems unlikely that the steering committee will choose this option because it does not

accomplish the goals they have of scaling up and accessing bigger markets.

C. UNIFIED LABEL
One interviewee feels strongly that the only way to successfully generate enough
consistent incoming livestock for the facility is to form a unified brand. He believes that
the profit is in adding value to the meat through slaughter, cut and wrap and marketing,
and so facility owners must plan on making their profit by having some kind of
ownership in the final product, rather than solely providing a service to individual
ranchers for which they pay a fee. While ranchers like the idea in theory, they struggle
with the fact that they won’t have direct control over the quality of the meat, risking
inconsistency in their product, and thereby a risk to their reputation with customers.
Additionally, a livestock facility consultant that has provided some advice to the
group expressed that when a plant buys the meat from the rancher, it becomes the plant’s
responsibility to market and sell the product, and that it can be hard to move this much

product. If it does not sell soon after it is packaged, it often ends up having to be severely
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discounted, and this doesn’t generate income for the facility. According to the facility
consultant, product moves more quickly when individual ranchers own it and are

responsible for selling it.

D. INVESTOR-OWNED CORPORATION
The most commonly discussed possibility is that the facility should be owned by a
corporation. The attorneys have advised the formation of a limited liability corporation
or similar business structure because it entails the least amount of risk to individual
investors. There is debate about whether the ranchers themselves should form that
corporation, or whether the investment needs to come from an outside entrepreneur. At
steering committee meetings, participants have expressed a general sentiment that
ranchers are a conservative group, and are particularly risk adverse. This sentiment has
been confirmed by the committee facilitator who relayed to the committee that in the
feasibility studies conducted elsewhere in California, one of the largest barriers to

moving forward with facility development was ranchers’ aversion to risk.

Per the advice of the attorneys, the steering committee is considering creative options
that might give them access to investors. One possibility is becoming a subsidiary to a
large scale meat packing business (like IBP). The attorneys said that this model has been
used before and that the big meat packers generally have a somewhat “hands off”
approach to ownership, allowing the locals to run the facility. Another idea is to get
sponsorship from a Silicon Valley company like Google or Apple, which might be
interested in some kind of partnership that allows them to provide local meat at their

employee restaurants. The attorneys have advised that, as they explore these options, the
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committee request a non-disclosure agreement from potential partners and investors in

order to protect their interests.

E. ASSESSMENT
A limited liability corporation appears to be the favored organizational structure.
Currently the steering committee members are eager to find an outside investor who will
take on the brunt of the risk. However, because this is being promoted to both ranchers
and the communities as locally generated project, with a potential benefit to the local and
regional economy, | argue that it is important that the committee consider the feasibility
of the facility based on their own investment coupled with financing from a local bank or
Community Development Financial Institution (CDFI). If the steering committee
themselves are comfortable making an investment, this indicates sufficient confidence in
their business model to approach potential investors. An outside investor may be more
willing to match a local investment, as it not only demonstrates that the local stakeholders
have faith in the business potential, but also reduces the risk for any one party.
However, there are still a number of impediments that need to be overcome before the
steering committee will feel comfortable soliciting investors or making their own

investments in a new facility.

I1. IMPEDIMENTS TO FACILITY FEASIBILITY

There are a number of impediments resulting from economic and social factors that need
to be addressed in order for the committee to make key decisions about the project. Most
of these consist of circumstances that are hard to predict, or are due to lack of some key

information.
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Recently, the steering committee facilitator worked with a facility development
consultant to develop financial models for three different facility sizes. Scenario A was
for a facility that slaughters and processes 3,500 head of cattle per year. Scenario B was
for slaughter and processing of 2,000 head of cattle, and Scenario C was for slaughter
only of 1,000-2,000 head of cattle. (In any scenario, the facility will likely be multi-
species, processing pork, goat, lamb, and beef, but the volume is discussed in head of
cattle for consistency and because most of the animals processed will be beef). The
consultant determined that Scenario C was not feasible because it would not be able to
compete with existing facilities. Scenario A had the best profit margins, and Scenario B
was also feasible. The committee now has a target number of 2,000-3,500 head of cattle
per year and will likely factor this number into their decision making process(i.e. can the

facility attract this kind of volume?).

A. HIGH AUCTION PRICES IN A CHANGING MARKET
Currently, conventionally raised livestock, particularly beef, is selling at auction for more
than they would by finishing on grass. This means that conventional ranchers are
unlikely to make a switch to selling through direct marketing, unless they are motivated
by factors other than price. While in the long run some steering committee members
argue that a switch to direct marketed meat allows ranchers to avoid the unpredictability
of the historically volatile auction market, current auction prices are high enough that the

effort to switch to an alternative system is not worth the marginal difference in profit.

According to one interviewee, until the mid-2000s, the cattle market fluctuated on
a 10 year cycle as herds grew and shrank depending on demand. However, this cycle

appears to be changing. One rancher attributed this change to an increasing global
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demand for meat, especially in China and other quickly developing nations.

Additionally, many ranchers are retiring, but there are fewer and fewer
replacements, due to low numbers of newly starting ranchers. Because the industry is
shrinking with less and less beef on the U.S. market and an increase in beef importation,
demand remains higher than supply. Until something alters in this pattern, it will remain
difficult for conventional ranchers to justify switching to direct marketing, which usually
entails having animals on a natural or grass-fed program. This requires significantly more
time and more investment in feed and water, since animals are finished on the farm,

rather than sold to a feed lot.

Note: It is possible that the drought that occurred at the time of this writing in the
Midwest will elevate the price of corn to the degree that conventional beef prices will go
up further, but profit margins will decrease. This may serve as an economic driver to
push more ranchers into the grass fed market. However, in the Mother Lode region there
is little irrigation available, which makes finishing cows over the summer difficult
without buying a lot of alfalfa or other grass feed, or investing in the construction of

irrigation ponds.

B. UNKNOWN INPUT
In part due to high auction prices, it is hard to get ranchers to commit to a solid number of
animals they could have slaughtered at a new facility. Most are unwilling to commit if
they know that there is a possibility that they could make more money in selling animals
at auction than by finishing them themselves. Additionally, ranchers can’t commit if they
don’t know the price for the service or the quality of the work to be done by the new

facility. Not having these input numbers is problematic because without knowing income
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to the facility, attracting investors or getting bank loans will be difficult, if not

impossible.

A survey was distributed early in the grant period to interested ranchers in the
region to ask how many animals each could commit to bringing to the facility if it were
open. However, the survey response rate was very low. Even some steering committee
members did not respond. Part of this low response rate was due to the survey being
distributed by mail. The committee has discussed the possibility of conducting the
survey again over the phone or face-to-face. However, the reasons for non-response are
complex. Some ranchers feel that until they know what the facility is going to be like

and whether it will do a good job, it is very risky to commit animals.

Ranchers have strong relationships with current processors, and if they were to
commit animals to be processed in the new facility, it would likely be only during the
busiest times of the year, when their existing processors are overbooked, at least until
they saw that the new facility was reputable and likely to stay open.  Also, some
ranchers believe that they’ll be able to grow if a new facility comes to their region.
However, without having the facility in place, they can’t commit future animals that they
don’t yet have.

C. LOYALTY TO EXISTING PROCESSORS
Ranchers believe it is

important that a new
facility would

Those interviewed also expressed sentiments of

loyalty to existing livestock processors, both USDA

complement the services

of existing providers, not and state inspected. These ranchers believe it is
compete with them.

important that a new facility would complement the




Livestock Processing in the Mother Lode 20

services of existing providers, not compete with them. Ranchers expressed that if they
take their business elsewhere, they risk burning a bridge with the original service
provider that could not be rebuilt if the new local facility were to fail. In addition to
these economic reasons, one steering committee
member said that it is important to recognize the key “Although we know

it is an expanding
role existing processors have had in building the market, it is also a

very small market,

industry. He explained that a particular USDA and so. it doesn’t take

very many
competitors to flood

part of the state was key in allowing the Northern the market with

nrnraccinA canarity ”?

slaughter and cut and wrap facility in the northern

California grass-fed beef industry to take off the way
that it did. He said that before the influx of additional customers from new grass-fed beef
producers, the facility was not doing very much business. Although this facility is more
than a few hours outside of the Mother Lode region, it was having this facility available
in the first place that allowed producers to gain access to the farmers’ markets and test the

demand for the product.

D. POTENTIAL COMPETITION
Another related factor that makes the facility income difficult to project is the fact that
there are other existing or new processors that could potentially compete with a new
facility if developed. The committee fears that even if they build a facility, they will not
be able to keep costs as low as other processors outside of the region. The processors
currently being used by local ranchers are reasonably priced. They are able to keep costs
low because they generally have been in business a long time, and have low overhead.

One rancher said, “Although we know it is an expanding market, it is also a very small
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market, and so, it doesn’t take very many competitors to flood the market with processing
capacity.” So, while there are currently too few processors, it won’t take much for there
to be too many. One processor in the nearby Sacramento region that currently only
processes lamb is looking at expanding into beef processing. If it does so, competition in
the region would increase. The response of the group is that perhaps the Mother Lode
facility could counteract the impact of this competition by diversifying their products and

services, but this unknown seems to be a significant hindrance in moving forward.

On a positive note, the committee did get some numbers from the local county
fairs that show 4-H project animals and other livestock. These animals are processed
after they are shown at the summer fairs. Having the business of the fairs could possibly
provide income in the slow summer months. However, the number of animals would be
between 21 and 45 beef per month, approximately 17-30% of the monthly total needed
for the facility size range recommended by the facility consultant (2000-3,500 head per
year). This means that the slaughter and processing volume would have to be higher in
the Spring and Fall to make up for the summer deficit. Part of the work that still lies
ahead for the steering committee will be to understand the cyclical nature of the industry,
and determine how to handle the peaks and valleys in processing. While the facility will
be multi-species, beef is likely to contribute much of the volume. While it is possible for
beef ranchers to stagger when their animals finish, developing such a schedule takes time.
Currently, most grass-fed beef is slaughtered in early summer. It may be possible to fill
in the slow months with other livestock such as lamb, goats, or hogs. Developing the

facility as a poultry plant would also avoid some of these peaks and valleys. However,
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this would add to the capital outlay needed as poultry processing requires very different

equipment.

E. COMMUNITY ACCEPTANCE
Perhaps the least examined, but important potential impediment to moving forward in
this process is community acceptance. Consumer demand for direct marketed meats has
increased in recent years. Some interviewees spoke about the changes in consumption
patterns, stating that consumers were becoming increasingly interested in “organic and
alternative foods” because of concern about food safety, health, food security, and
perhaps even labor rights. However, despite these changes in consciousness among
consumers generally, interviewees recognized that not everyone could afford to eat
alternative meat, or would be willing to eat less meat in order to afford it. While some on
the steering committee discussed the role of food in bringing communities together,
especially in the form of community gardens and farmers’ markets, all agreed that
building a slaughterhouse in or near a community

All agreed that
has the potential to be a contentious issue, rather building a

slaughterhouse in or

than a community builder. .
near a community has

the potential to be a

The group was able to start thinking through the contentious issue,
. . . . . rather than a
process of informing and educating the public during i T+ e TE A

a site visit at a potential facility location, a
government facility, located within the city limits of a community of approximately 7,500
residents. At this particular site, land tenure would be secured through a long term lease
to the facility business owner (yet to be determined). The representative of the site owner

expressed that the committee would need to get approval of the local government elected
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officials and the community at large before doing any serious considerations of costs or
logistics. The representative pointed out that when someone outside of the industry hears
the word “slaughterhouse” or “livestock processing facility”, they think “feedlot”- a
highly concentrated, large scale operation where animals are kept in close quarters and
fed a processed diet for a few months before being slaughtered. Committee members
have been discussing the need for community education about what a small scale facility
looks, smells, and sounds like. The group has also discussed the importance of site design
features that minimize the appearance and sound of animals. Of most concern to the
group is the noise made by hogs. They are generally noisy, whether they are at a

slaughterhouse or not.

The committee recognizes that community acceptance will play an essential role in
ensuring the success of the facility. Providing education about the potential benefits to
the economy is a way of encouraging their support. However, it will be important not to
exaggerate the benefits. For example, it is unlikely that a livestock processing facility
will be a big jobs generator itself although it has the potential to indirectly create
numerous jobs. The community should know this, so that they are not surprised or

disappointed at the number of people employed once a facility is built and running.

F. ASSESSMENT
While the external impediments to the process certainly present a challenge, the work that
the group has done with the facility consultant over the last month will likely give them
some more substantial numbers to work with. Now that they know that the plant must
process between 2,000 and 3,500 animals per year in order to be a viable business model,

they can work on determining if they can get support for this number from ranchers in the
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region. They can also present a model to communities in potential site locations that
adequately depicts the scale of the facility and scope of activities to be performed. Until
know, despite warranted skepticism, what has allowed the group to move forward with
visioning and information gathering has been the leadership and acceptance of group
roles, accompanied by diversity in motivation and business philosophy and types of

supporting relationships within the steering committee.

I1. GRoOUP DYNAMICS

By their own acknowledgement, the steering committee brings together a diverse group
of stakeholders, with varying political ideologies and reasons for being involved. These
differences are not reason for conflict within this group, however. In fact they are viewed

with humor and expressions of gratitude for the diversity of perspectives.

One interviewee said that the variety of political values and professional
backgrounds allows the group to think better about what impacts each member and his
interests, rather than addressing only one set of needs. Others recognized that their
opinion might be different than others in the group, and understood that different players
had different levels of risk associated with proceeding. For example, members of the
committee were sensitive to the fact that ranchers had more to lose if they committed
animals to a facility that turned out to be unreliable, or closed after a year of operations

than did non-ranchers, who wouldn’t be making this kind of commitment.

A. LEADERSHIP
Leaders in the steering committee fulfill their roles by bringing a thoughtful group of

people to the table and allowing a process to occur, rather than by taking charge and



Livestock Processing in the Mother Lode 25

giving direction. There are two key leaders of this sort in the group. One was mentioned
by more than 75% of steering committee members as the person who connected them to
the project. This person’s leadership philosophy is to focus on solutions, rather than on
problems, emphasizing the importance of communication. He believes that identifying
problems is important. But rather than pointing fingers at who is to blame, he believes in
ascertaining what will work to make all parties feel they will benefit. The other leader
has a role in keeping people at the table when they feel discouraged or when the process
loses momentum by maintaining strong relationships that exist both inside and outside of

the formal meeting setting.

B. ROLES
Along with leaders, there were other roles in the group. In addition to the parts played
because of the skills endowed by their current or former occupation, group members also

have roles that relate more to their outlook about the project.

There are only two full-time ranchers in the group. Four others are involved in
agriculture: one in free-range egg production; one in vegetable plant sales and honey
production; one in produce sales, honey production and farm design consulting; and one
is starting up a livestock transportation business. Another member does soils consulting
for a local agency and one has a small business producing and selling a value-added food
product. The remaining two group members had lived and worked in rural places as
professionals, and have a genuine interest in the industry. One is a retired county
assessor who had also worked in real estate development and finance, and the other is a
retired agricultural economist. The assessor sees his role as ensuring that the group

thoroughly considers and understands their potential profits and losses thoroughly and to
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assist with property acquisition once the group reaches that stage. The agricultural
economist believes that he can contribute by making sure the group’s vision and business
plan make sense, and also by helping with research design. Specifically, he helped to

design the rancher survey mentioned earlier.

In terms of non-professional roles, the group recognizes the value of those who
serve as voices of enthusiastic optimism when the group is weighed down by barriers.
On the other hand, they also recognize the benefit in having committee members who
balance the group by serving as a voice of caution and skepticism. Both the optimists
and skeptics seem aware of these dynamics, and of the balance that is achieved by the
interplay between various personalities. This generates a sense of respect for each other

among committee members.

C. MEMBERS’ MOTIVATIONS AND BUSINESS PHILOSOPHIES
Each interviewee, including both steering committee members and non-committee
members, discussed their business philosophy. Many are motivated in their daily lives
and in their business decisions, not only by the immediate economic outcomes of their
work, but also by a longer term vision, by their business and family relationships, and by
a desire to leave a legacy for future generations. For example, one steering committee
member, a rancher, was motivated to sell the development rights on his property to a land
trust, meaning that the property has to stay in agricultural use in perpetuity. This
interviewee said that the reason for doing this was based on the value he and his family
place on keeping the land in agriculture. Another steering committee member, a retired
professional, who grows vegetables for a local farmers’ market, discussed his dedication

to helping community members learn about and choose healthy foods. He said that to
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help consumers with this choice he often has to “subsidize” their purchase by deducting
the cost of his labor from the price of the food, so that they will pay for it. Another
steering committee member, also a retired professional who is starting a livestock
transportation business, discussed the importance of reinvesting money into his business
rather than “cashing out” in order to increase its size and hire more employees, providing

meaningful and well-paying work to fellow community members.

These business philosophies are tied to the value of self-reliance, not just
individually, but collectively, as a region. Some within the group believe that an
economy that is more self-reliant will respond better to market pressures, be more
economically sustainable in the long run, and contribute to local job growth. To promote
changes in practices that would increase self-reliance, some committee members are
eager to look at models for better use of the local land, such as improving irrigation
practices and encouraging more ranchers to choose a grass fed program, rather than

selling animals at auction.

D. REGIONALISM
Acting as a region is seen as a benefit among the steering committee members. Some
see the importance of the project because of its potential for reducing market
concentrations among large corporations. In particular, they are interested in alternatives
to uniform mass production. One interviewee sees regionalism as a necessity for

increasing local control over politics and economic well-being.

Some steering committee members discussed the role they have in promoting the

facility in their counties, whether or not it is to be physically located there. One
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committee member in particular actually believes the ideal location is in the county to the
south of his own, due to its proximity to Sacramento. He is committed to getting
ranchers from his county to commit livestock to the new facility and helping to develop
training for employees needed to run it.

_ The group recognizes that
These sentiments demonstrate connection to the Mother Lode region

does not quite have the
same cache as the Napa

the region as a whole, rather than loyalty

solely to one’s community or county. Valley, but what it lacks in
celebrity can perhaps be

. . ) made up with affordability.
At steering committee meetings, when

discussing the idea of agri-tourism, the group
recognizes that the Mother Lode region does not quite have the same cache as the Napa
Valley, but what it lacks in celebrity can perhaps be made up with affordability. While
the group usually discusses this reality with a sense of humor, it seems to be important
part of forging an identity for the region. Interviewees also said that part of what makes
their region distinct from a more urban one and a good place to do business is the support
they have from local officials. Local officials tend to support local control over spending
and regulation. Because of the small population, there is also a sentiment that officials

are more responsive than their counterparts in urban areas.

It is important to note that while steering committee members identified regional
cohesion, such cohesion is not felt by all of the non-committee members interviewed.
One rancher in particular laments the idea of having a livestock processing facility
located in another county, especially because he would have to travel a significant
distance on windy roads to have his animals processed. He said that he would prefer to

continue going to his existing processor unless the facility is built in his county.
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E. RELATIONSHIPS
Relationships were at the core of many conversations | had with interviewees.
Interviewees generally discussed the importance of trusting relationships developed with
others in the industry, along the value chain. Various interviewees have important
relationships with elected officials, farmers’ market managers, larger ranchers who are
able to advise them on how to build up their businesses, animal transport providers, and

of course, with processors.

The ranchers interviewed are well connected to other small and medium-scale
ranchers in the larger region. They know details about their operations, particularly those
related to processing. It seems that mid-sized ranchers in other regions are happy to share
their practices and offer assistance both to individual ranchers and to the livestock
processing facility project. Additionally, various committee members have relationships
with processors and regulators who have offered to provide technical assistance during

facility development.

Important relationships are not just limited to those formed out of business
arrangements. In fact, interviewees discussed the relationships with people from their
churches, from connections made through a spouse, through employers and former
employers and with people in political offices. These relationships are important for a
variety of reasons, the two most obvious being the ability to get good information about a

political or economic situation, and the ability to connect to business opportunities.

Within the steering committee, new relationships have been easily forged. A core

group of four steering committee members knew each other from long-term friendships
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and business relationships before engaging in this process. The remaining members were
connected through relationships with one of the core members. While a core group of
four steering committee members knew each other before engaging in this project, not
everyone involved in the steering committee knows each other through a longstanding
relationship. For example, one member had been involved in similar discussions through
a grant that served his county and those to the North. He felt that his county was better
connected to those to the south because of geographical divisions and so he became
involved in the work of the steering committee. He connected to it through a business
contact who knew one of the core group members and he has since become an important

part of the group.

F. INTERACTIONS WITH FUNDERS AND REGULATORS
The perceptions that the committee and other interviewees have about funders and
regulations are important parts of this analysis. They demonstrate the degree to which
the group feels empowered to move forward with the project. They are also an indication
of the degree to which they are dependent on grant funding and are constrained or

encouraged by the guidelines set by regulation.

1. USDA REGULATIONS
While some steering committee members have a strong desire for local control and
limited government, all of them see compliance with USDA regulations as a necessary
hurdle to expand their businesses. One interviewee explained that it is important to
understand the impact of regulations on a business plan and integrate that knowledge into

the factors affecting the business.
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Interviewees who were not steering committee members are much more resistant
to the role of the USDA in regulating commerce that is not across state lines. They
believe that control over meat inspection should be done by the state inspectors, and that

legislation should be changed to remove USDA from the process.

Some of the steering committee members seem to think that the California
Department of Food and Agriculture (CDFA) may be considering the possibility of
taking over federal inspection, but this is currently speculation only. The interplay
between state and federal regulations varies from state to state. Some states have taken
on the federal responsibility of performing meat inspection to USDA standards, whereas
others rely on the federal inspectors. According to one interviewee, in the previous Jerry
Brown administration, the state gave up the USDA inspection in an effort to save costs.
However, this resulted in a two-tiered system in which the state still inspects custom
processing and the USDA controls retail sales. The state still has to employ inspectors.
This interviewee argued that perhaps the state could actually generate some revenue by

returning to a fee-based USDA inspection service managed by CDFA.

There is a preference among ranchers, both on and off the steering committee, for
the state regulatory system, claiming that it is less bureaucratic and more practical.
However, some wonder if moving from federal inspection to state inspection could mean
an increase in regulatory requirements that are stricter than USDA. Generally, California
regulations are much more stringent than federal regulations, even if meat processing

inspection is currently an exception to that rule.
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2. USDA GRANT AND STAFF
Having access to the USDA Rural Business Opportunities Grant (RBOG) and Rural
Business Enterprise Grant (RBEG) has certainly been beneficial to the project, in that the
grants have allowed the process of determining feasibility of a processing facility to start
in earnest. In particular, the ability to hire a paid facilitator has been crucial. The
committee generally agrees it is the only way that momentum can be maintained. If a
paid facilitator is not present, the volunteer committee members have trouble keeping the

project going when more pressing obligations take priority.

One member, who had worked under a previous RBEG grant that addressed some
of the same issues, got involved in the new grant with the explicit interest in avoiding
duplication of efforts and sharing knowledge. The grant itself did not stipulate that
duplication of effort was to be avoided and so he wanted to be sure that the new efforts
were continuing to build the body of research and relationships that would lead to facility

development.

Some interviewees said that having the presence of USDA staff in the region
really has drawn attention to the process and has been positive overall. In particular, a
presentation done by Glenda Humiston on a report completed by the USDA on the state
of the rural economy of California really brought stakeholders out to begin discussing the
possibility of a local processing facility. However, at times, the sense is that USDA staff
has one vision for the facility that doesn’t leave enough room for adaptation to the
specific needs of the region, and may be off-putting to some of the business associations
that have been brought to the table by local stakeholders. Others expressed the sentiment

that, while a USDA grant does allow for some initial studies of feasibility that wouldn’t
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otherwise be done, the impact that government programs can have on economic
development is limited. One interviewee said, “You have to look at this as a business
person, and you have to pursue it in that way because if you get wrapped up in doing all
of these studies and grants, you’ll never get anything accomplished.” Most believed that
the RBOG and RBEG grant is allowing groundwork to be done that is needed for the

project to attract an entrepreneur.

G. ASSESSMENT
The group dynamics and attitudes of project stakeholders toward external influences on
the project including funders and regulators are important at helping them to manage the
ambiguity present in their decision making process. Because they value control over the
economic development process, they are cautious about how to move forward with
project design, and respectful of the various motivations and philosophies of the process

participants.

V. REASONS TO PROCEED

Although there are significant impediments to the process of developing a livestock
processing facility, there are compelling reasons to proceed. In addition to a well-
functioning steering committee, not only is there demand, but there is likely to be local

political support for a facility.

A. DEMAND
If one thing is clear in the process of determining feasibility of a livestock processing
facility, it is that demand for direct marketed meats is increasing steadily. The ranchers

interviewed that sell their product to Farmer’s Markets discussed how their business has
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tripled in the last two years, and that they can never keep adequate supply to satisfy their
customers. A study conducted by Lauren Gwin and Shermaine Hardesty in 2008"
indicated the market for niche red meats (including certified organic, grass-fed, naturally
raised, local, Halal and Kosher) is increasing in volume as well as value, and most of it is

sold directly to consumers by producers.

B. SUPPORT FROM LocAL OFFICIALS
The general consensus was that local government officials have been very supportive of
the principle of developing a livestock facility. While some committee members say it is
impossible to predict the support of officials until a site location is determined and they
are asked for something specific, it seems that they will be willing to provide political
goodwill because of their desire for local control, support of the local food movement,
and because of the potential for job creation. Committee members want to be cautious
about overpromising in terms of jobs creation. An example of support provided thus far
can be found in one of the counties involved; the Board of Supervisors passed a local
food ordinance, stating that the Board would not enforce state or federal law that
negatively impacted local food production. An assistant superintendent of schools in the
same county has been enthusiastic about supporting a facility, and has built a relationship
with one of the steering committee members who is working on a proposal to add
butchering to the curriculum of the Regional Occupational Program (ROP) which offers

vocational training to young adults.
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C. ASSESSMENT
Given the demand from consumers and the potential for strong support from local elected
officials, the steering committee and other stakeholders have reason to be inspired about

the project’s potential.

V. THE IMPORTANCE OF A VISION

Some of the steering committee members have said that the group needs a united vision
to bring the project to fruition. Even if the vision changes along the way, establishing a

common set of goals is one of the first steps in attracting an investor.

According to rural development scholar, Dave Campbell, a vision may never be
fully realized, but can be considered successful if it has been articulated, and links to the
narrative of a community’s past, present, and future. A vision, when accompanying
practical planning and research, can inspire group leaders and the community-at-large
tangible ways to act incrementally both individually and collectively to reach long-range

goals for increased community vitality."

Therefore, in moving forward with this project, it will be helpful for the steering

committee to keep their shared narrative at the forefront:

» A livestock processing facility in our region can be a way to honor the
practices of past generations.
» A livestock processing facility in our region can create opportunities for

meaningful work for future generations.
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* A livestock processing facility can reinvigorate the local rural economy
through adding value to what the land produces, rather than relying on

industrial or urban economic models.

With these shared ideals, they may be able to create more opportunities for regional

economic development and prosperity.

VI. CONCLUSION

This depiction of a community based effort was compiled to both document the process
of the Livestock Processing Steering Committee so that new stakeholders can understand
the work accomplished so far, and to organize and evaluate the information about the
process in a way that allows committee members to look back on progress made and
challenges faced in their continued efforts to build a local facility that both meets the
immediate needs of ranchers, and also contributes to the economic sustainability of a

rural region.

This evaluation demonstrates not only the importance of recognizing external
economic and political factors, but also the importance of the motivations, skills,
relationships and attitudes that stakeholders bring to a process. These are valuable
considerations for any business person or community development professional engaging
in a rural project that attempts to capture economic leakage by adding value to raw

products within their region of origin.




Livestock Processing in the Mother Lode 37

'Buchecker, M. &Hunziker, M. (2006) The effects of consensus building processes. Agricultural
Economics Review, 7(1), 67-78. Retrieved July 8, 2011, from www.eng.auth.gr/mattas/eng.htm

"Flora, C. B., Flora J.L., et al. (1992) Chapter 10: Social Infrastructure. Rural communities: legacy &
change (pp. 231-247). Boulder: Westview Press.

"Gwin, L., & Hardesty, S. (2008) Northern California Niche Meat Market Demand Study. University of
California Cooperative Extension.

Y Campbell, D. (1997) Community-controlled economic development as a strategic vision for the
sustainable agriculture movement .American Journal of Alternative Agriculture, 12(1), 37-44




Producer Farms

Raise Livestock THE Livestock VALUE CHAIN

cattle, goats,
Iambs,I pigs, Getting Value-Added Livestock
pouftry From Farm to Fork

Livestock
Transport to
Slaughter

Facility Slaughter

Carcass
Transport to Cut
and Wrap
(if unavailable at
slaughterhouse)

Cut and Wrap and
T4 Aging (cattle only)

Meat Transport to Cold
Storage

<

Cold Storage

~ Distribution
(farmers’ markets, grocery

stores, buying clubs, etc)

A project of CalaverasGROWN



Producer Farms
Raise Livestock
cattle, goats,
lambs, pigs,
poultry

LivEsTocK BY COUNTY (FROM 2010 CROP REPORTS)
Amador - 12,900 cattle, 150 pigs, 1,800 sheep, 200 goats
Calaveras - 11,400 cattle, 1,000 sheep
Tuolumne - 7,790 cattle, 1,220 sheep
Mariposa - 31,400 cattle, 1,475 sheep
Merced - 320,884 cattle, 29,650 sheep, 38,735 goats

Total (Amador, Calaveras, Tuolumne, Mariposa): 63,490 cattle, 150 pigs, 5,495 sheep,
200 goats

The majority of all these animals are sold at auction, not finished locally or sold locally. In order to have
enough product to run a 1,500 beef equivalents/year facility, we would need to capture 2.4% of all animals
produced locally, or pull in business from outside these communities.

Merced county is not included in these numbers.



USDA S1L.AUGHTER FACILITIES

Amador - none

Calaveras - none

Tuolumne - none

Mariposa - none

Merced - Los Banos Abbatoir

Surrounding
Superior, Dixon, (currently only lambs, beef coming fall 2012)
Islamic, Stockton
Stagno’s, Modesto
Yosemite, Modesto
Johansen’s, Orland
Rancho, Petaluma
Wolf Pack Meats, Reno, Nevada




USDA Cut AND WRAP FACILITIES BY COUNTY

Amador - none

Calaveras - none

Tuolumne - none

Cut and Wrap and
Mariposa - ? Aging (cattle only)

Merced - ?

Surrounding
Johansen’s, Orland
Golden Gate Meat Company, Santa Rosa

Sonoma Direct, Petaluma (out of business?)
Manas, Esparto
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THE LivesTock VALUE CHAIN
Getting Value-Added Livestock

Amador - none From Farm to Fork

Calaveras - none
Tuolumne - none
Mariposa - ?
Merced - ?
Surrounding

~ CoLD STORAGE BY COUNTY

Roseville Meats

<

Cold Storage

- §\

A project of CalaverasGROWN



TRANSPORTATION

Livestock
Transport to
Slaughter
Facility

Transportation Networks: Possibility of building a
network of farmers by county or convenient location
to do group transportation. Transport to slaughter fa-
cility and from cut and wrap to cold storage is usually
required of the producer. Transport between slaughter
and cut and wrap is usually provided by one of the
processors. Carcass

Transport to Cut
and Wrap

(if unavailable at
slaughterhouse)

Meat Transport to Cold

Storage




CURRENT DISTRIBUTION OPTIONS BY COUNTY

Amador
Farmers’ markets
Motherlode Harvest
Gold Trails Natural Foods
Gold Country Produce

Calaveras

Farmers’ markets

On-farm sales
Tuolumne

Farmers’ markets

Nature’s Whole Food Depot
Mariposa - ?

Merced - ?

Surrounding
Urban farmers’ markets

Distribution
(farmers’ markets, grocery

stores, buying clubs, etc)







WHAT WE NEED

USDA wants us to have a plan to fill in every gap in the value-chain.

Producer Farms: no obvious gaps, may be gap in getting producer to
use local facility/sell direct

Slaughter: Need a facility, possibility of using Stagno, Yosemite, or Is-
lamic

Cut and Wrap: Need a facility
Cold Storage: Need several facilities

Transportation: Possible transportation arrangment if using outside
slaughterhouse

Distribution: Need agreements with local grocery stores, marketing plan
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Section 1 Introduction
( )

CalaverasGROWN is a county-wide cooperative marketing program designed to assist
agricultural producers market their products. One of the goals for the organization is to
develop an expanded demand for locally grown and processed foods. Because there
are many livestock producers in Calaveras and surrounding counties in California, beef
is a locally produced food targeted for this project. Small marketing efforts by local beef
producers in selling their home-grown beef products have been successful. But,
because there are no nearby, affordable harvest and processing plants in the region,
there is little opportunity to expand beyond the small amount being done.

Food and Livestock Planning, Inc., a food industry technical firm based in Kansas City,
MO experienced in the meat packing business, was engaged to help develop enterprise
and financial models evaluating different size and scale of beef harvest and processing
facilities to be located in the county. The outcomes of these models are reported in this
manuscript.

DISCLAIMER:

The models developed in this project were based on similar-sized meat processing
plants in the industry of which the author is familiar. Estimated costs of construction,
materials, equipment, and costs of processing are based on the author's experience
only and have not been vetted by architects, engineers, or builders. The outcomes of
these models are for the purposes of deciding to proceed to professional business
planning for a certain size and scale of operation only and are not intended to be used
to make actual investment decisions.



Section 2 Meat Processing Scenarios Evaluated

2.1

Description of Processing Scenarios

Three enterprise and financial models were developed covering three different size and
scale scenarios:

2.2

A. Harvest and process for 3,500 cattle per year (and some lambs) inclusive of both

custom beef processing and the marketing and processing of meat from cull beef
COWws.

. Custom harvest and process for 2,000 cattle per year (and some lambs).

. Custom harvest only for 1,000 — 2,000 cattle per year (and some lambs).

Processing occurs at separate facility. This plant will be a facility using shipping
containers configured into a harvest and carcass chilling plant.

Model Assumptions

2.2.1 Plant siting location
It is assumed all three scenarios are located in Calaveras County located outside
the city limits of a municipality.

2.2.2 Structure

Scenario A and B will be steel structures and Scenario C will be configured with
shipping containers designed by Systainable Foods, LLC of Wala Wala, WA.
The plant structure for Scenario A and B is depreciated over 30 years, whereas
Scenario C depreciation covers 10 years. Equipment is depreciated over 7 years.

2.2.3 Wastewater

It is assumed that screened wastewater will be contained in an evaporative pond
with a synthetic liner. The pond size will differ according to plant size. The cost of
building an evaporative pond is highly speculative at this point. Environmental
laws in California vary greatly by region. Some regions within California prohibit
any type of discharge; so, evaporative ponds may be the only alternative other
than having a municipality treat the plant’'s wastewater.

2.2.4 Revenue Determination

Revenue from custom processing was determined by a set margin above total
processing cost. Margins account for depreciation, amortization plus the profit.
The margins in each model are adjustable in order to predetermine financial
return and were set to achieve a particular end point processing fee.

Even though each model is broken into monthly cost and revenue projections,
the results in Year 3 will be used for actual processing fees determination for



each year. The first year processing animals is typically very inefficient and
charging actual processing costs plus a markup will not be competitive with other
processors in the state. By the third year in production, the plant should be
running efficiently and close to processing capacity.

2.2.5 Cost estimates

The cost estimates for plant structures, site development, utility hookups,
equipment, labor, and plant overhead expense are determined by Food and
Livestock Planning, Inc.’ professional experience with similar-sized facilities.

The amount and cost of labor is highly speculative at this time. The author was
aggressive with the total numbers of direct workers so as to not under estimate
the cost of processing.

2.2.6 Debt assumptions

All models assume 50% of the plant, property and equipment to be covered with
bank long term debt and interest at the rate of 6%. The models allow for a bank
line-of-credit for short term debt to finance operating costs.

2.2.7 Rendering and byproducts

It is assumed in all models that rendering material (blood, bones, inedible offal,
heads, feet, and waste fat) will be either delivered to or picked up by Northern
State Rendering, Oroford, CA. A fee will be assigned to each carcass for this
service.

It is assumed that hides will be kept by the packing company for revenue
generation, stored in a separate building, salt cured, palletized and sold to a hide
company. For price determination, a discount for being a small supplier was
added to the USDA 2011 average hide price. For all models it was assumed the
mix of hides at 70% steer hides and 30% cow hides with a $10 discount for being
a small supplier.

2.2.8 Custom processing charges competition or comparison

Plant = Johansen’s, Orland, CA
Harvest fee = $75 per animal
Boning and packaging fee = $0.75/Ib
Assuming a 750 Ib beef carcass = $75 + (750*0.75) = $637.50/ beef
Assuming a 65 Ib lamb carcass = $75 + (65*0.75) = $123.75/lamb



Section 3 Model Results

(

Scenario A Scenario B Scenario C
# of beef cattle custom processed 3,000 2,000 1,920
in 3" year
# of lambs custom processed 500 500 300
in 3" year
# of cull cows processed and marketed 500 0 0
in 3" year
Approximate plant size, sq. ft. 9,000 6,000 Unknown yet
Approximate total plant, property and $3,060,000 $2,160,000 $745,000
equipment cost ($2,660,000 ($1,860,000 ($495,000
without pond) without pond) without pond)
Total project cost (includes preoperational $3,329,000 $2,380,000 $909,000
working capital)
Revenue $2,335,000 $1,228,000 $250,496
in 3" year
Total processing cost per beef processed in
3" year (does not include depreciation and $314 $342 $108
amortization)
Margin applied to beef processing costs 75% 70% 57.5%
in 3" year
Total processing charge with margin applied
= beef custom processing fees $549 $581 $124
in 3" year.
Total processing cost per lamb processed in
3" year (does not include depreciation and $60 $73 $52
amortization)
Margin applied to lamb processing costs
in 3" year 75% 70% 57.5%
Total lamb processing charge with margin
applied = lamb custom processing fees $104 $124 $76
in 3" year.
Earnings before interest, taxes, depreciation,
amortization (EBITDA) $748,000 $470,000 $111,000
in 3" year
% return on sales in 3" year 21% 24% 2%
% return on equity in 3" year 28% 24% 1%
Total direct and indirect workers
in 3™ year 29 19 4




Section 4 Discussion
( )

4.1 Model Comparisons

Based on data generated from the enterprise and financial models, Scenario C is not
feasible. Competing custom packing plants charge around $75 per beef cattle for
harvest. Based on results of this model, charging $75 per beef carcass will result in
financial losses every year. Competing custom plants are likely to be older, with less
depreciation expense, and a more stable labor and cost structure. The combination of a
harvest fee generated in Scenario C and the further processing costs plus freight to
deliver carcasses to another facility will make this combined processing strategy cost
prohibitive.

Scenarios A and B are considered feasible. Scenario A costs more but has more profit
potential and will allow the entrance into a separate profit center by adding value to the
cull cows produced in the region.

Is it possible to build a smaller plant and then add additional carcass and boxed cooler
space if the need arises to expand the plant. However, it is much more cost effective to
build as much capacity the first time. If you take Scenario B and double the plant
capacity, the processing costs for beef decline from $342 to $234 and lambs from $73
to $57. Obviously, this drop in overhead costs per animal results in much greater margin
potential.

In summary, there is an approximate $1 million capital requirement difference between
Scenario A and B. If CalaverasGROWN is able to raise the difference using both equity
and debt, there should be a good return on the investment.

4.2 Cull Cows

The presence of cull cows in Scenario A does complicate the comparison with Scenario
B. Information generated in Scenario A demonstrates that there is currently more
margin generated from custom processing cattle than purchasing cull cows, processing
them into beef products, and marketing the meat. The reason for this is the current high
cost of purchasing cows. Because of reduced supply, and increased demand for ground
beef, cull cows are priced at a premium. Although beef supplies will be very short for
several more years, the USDA'’s Cattle Report indicates that the very early stages of
beef cattle expansion have begun as heifer retention has increased a modest 1 percent
(Hurt, 2012). Therefore, it is expected that cull cow prices will remain high for at least
another year. Seasonally, cow prices are typically lower in the late fall and early winter
when their availability is always greater. The decision of whether to process and market
the meat from cull cows needs to be made on the basis of developing a successful meat
program in future years and not on current market conditions.



4.3 Lambs

Lambs represent a small (14 — 20% or total animals) percentage of custom processing
in each scenario. At this point, the demand for custom processing capacity for lambs is
not known. However, based on the large number of lambs produced and the scarcity of
processing capacity in the region, there is expected to be some demand. Equipment to
process lambs will not be a significant cost addition to capital requirements. Based on
Scenarios A and B, lambs could be harvested and either packaged as a bone-in
carcass or processed into boneless cuts for net margins above $40 per lamb.

4.4 Beef Hides

Most small custom processors charge harvest fees under their cost of processing
because they make up for it by taking ownership of beef hides and some offal. There is
a reported hide market by both the USDA and the Jacobsen Report. Year ending 2011
reported prices (USDA) for butt branded steer hides and cows were $81 and $50 per
piece, respectively. However, these are reported prices for the average of the trade,
which largely represents larger beef packers. Small processors receive large discounts
to the reported trade due to the small volume they represent and large variations in
guality and type. For the basis of this modeling, it is assumed that attempts to salt cure,
manage and sell high quality hides will be the goal so as to achieve high quality hide
revenues with only a modest discount. The likely destination for selling these hides is
Southwest Hides at Modesto, CA.
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Section 1 Introduction
( )

CalaverasGROWN is a county-wide cooperative marketing program designed to assist
agricultural producers market their products. One of the goals for the organization is to
develop an expanded demand for locally grown and processed foods. Because there
are many livestock producers in Calaveras and surrounding counties in California, beef
is a locally produced food targeted for this project. Small marketing efforts by local beef
producers in selling their home-grown beef products have been successful. But,
because there are no nearby, affordable harvest and processing plants in the region,
there is little opportunity to expand beyond the small amount being done.

The Calaveras County Fair has an active fair and fair board who would also like to see a
local livestock harvest and meat processing facility to service county fair participants.
The fairgrounds are being investigated as a possible location for the plant site because
of the possibility of shared infrastructure that would reduce construction costs (livestock
pens, roads, utility hookups, etc.). Differing ownership scenarios of the plant, equipment
and operating entities are currently being investigated. .

Food and Livestock Planning, Inc., a food industry technical firm based in Kansas City,
MO experienced in the meat packing business, was engaged to develop enterprise and
financial models evaluating different scenarios of plant size and scope of beef harvest
and processing facilities to be located in the county. The outcomes of these models are
reported in this manuscript.

DISCLAIMER:

The models developed in this project were based on similar-sized meat processing
plants in the industry of which the author is familiar. Estimated costs of construction,
materials, equipment, and costs of processing are based on the author's experience
only and have not been vetted by architects, engineers, or builders. The outcomes of
these models are for the purposes of deciding to proceed to professional business
planning for a certain size and scale of operation only and are not intended to be used
to make actual investment decisions.



Section 2 Meat Processing Scenarios Evaluated

2.1

Description of Processing Scenarios

Three enterprise and financial models were developed and include:

2.2

A. Harvest and process for 3,300 cattle per year and some lambs and hogs from the

fair. This model is inclusive of both custom animal processing and the marketing
and processing of meat from cull beef cows.

. Custom harvest and process for 2,000 cattle per year (and some lambs and hogs

from fair).

. The same as B except the facility would be located on the Calaveras County

Fairgrounds and owned by a separate entity.
Model Assumptions

2.2.1 Plant siting location

It is assumed scenario A and B are located in Calaveras County outside the city
limits of a municipality. Scenario C is located on the Calaveras County
Fairgrounds.

2.2.2 Structure
All three scenarios will be steel structures with subterranean floors. These plant
structures will be depreciated over 30 years and equipment over 7 years.

2.2.3 Wastewater

It is assumed that screened wastewater will be contained in an evaporative pond
with a synthetic liner for Scenario A and B. The pond size will differ according to
plant size. The cost of constructing an evaporative pond is highly speculative at
this point. Environmental laws in California vary greatly by region. Some regions
within California prohibit any type of discharge; so, evaporative ponds may be the
only alternative other than having a municipality treat the plant’'s wastewater.

The plant in Scenario C will construct some type of wastewater pretreatment
strategy with the residual wastewater extracted to the city sewer.

2.2.4 Revenue Determination
Revenue from custom processing was determined by using competitive
processor rates.

Plant = Johansen’s, Orland, CA
Harvest fee = $75 per animal
Boning and packaging fee = $0.75/Ib



Assuming a 675 Ib cold weight beef carcass (which has shrunk 10%) =
$75 + (750*0.75) = $581.25/ beef

Assuming a 165 Ib skinned hog carcass = 165 * $0.75 + $75 = $198.75
Assuming a 65 Ib lamb carcass = $90 straight fee

2.2.5 Cost estimates

The cost estimates for plant structures, site development, utility hookups,
equipment, labor, and plant overhead expense are determined by Food and
Livestock Planning, Inc.” professional experience with similar-sized facilities.

The amount and cost of labor is highly speculative at this time. The author was
aggressive with the total numbers of direct workers so as to not under estimate
the cost of processing.

2.2.6 Debt assumptions

All models assume 50% of the plant, property and equipment to be covered with
bank long term debt and interest at the rate of 6%. The models allow for a bank
line-of-credit for short term debt to finance operating costs.

2.2.7 Rendering and byproducts

It is assumed in all models that rendering material (blood, bones, inedible offal,
heads, feet, and waste fat) will be either delivered to or picked up by Sacramento
Rendering Company. A fee will be assigned to each carcass for this service.

It is assumed that hides will be kept by the packing company for revenue
generation, stored in a separate building or basement of the plant, salt cured,
palletized and sold to a hide company. For price determination, a discount for
being a small supplier was added to the USDA 2011 average hide price. For all
models it was assumed the mix of hides at 70% steer hides and 30% cow hides
with a $10 discount for being a small supplier.

2.2.8 Harvest and processing of fair animals

All models use the month of May (Fair month) for harvest and processing of
primarily animals used in the county fair. It is assumed that additional part-time
workers would be hired to assist in the processing of these animals. Standard
processing fees will be assessed owners of these livestock.

2.2.9 Dry aging assumptions
It is assumed that 50 percent of the beef carcasses will hang in the carcass
coolers for a period of 21 days for the purpose of dry aging. It is understood that
this requires additional cooler capacity and railing equipment but that a $25 fee
will be charged for this service.



Section 3 Model Results

(

Scenario A Scenario B Scenario C
# of beef cattle custom processed 3,300 2,000 2,000
in 3" year
# of lambs custom processed 790 790 790
in 3" year
# of cull cows processed and marketed 500 0 0
in 3" year
Approximate plant size, sq. ft. 10,300 7,300 7,300
Approximate total plant, property and $3,266,00 $2,373,500 $1,643,500
equipment cost ($2,866,000 ($2,073,500
without pond) without pond)
Total project cost (includes preoperational $3,541,000 $2,600,000 $1,810,000
working capital)
Revenue $2,648,236 $1,452,847 $1,452,847
in 3" year
Total processing cost per beef processed in
3" year (does not include depreciation and $328 $346 $346
amortization)
Processing cost margin over competition fees 7% 68% 68%
(Johansen’s)
in 3" year
Total processing cost per lamb processed in
3" year (does not include depreciation and $40 $49 $49
amortization)
Processing cost margin over competition fees
in 3" year 123% 83% 83%
Earnings before interest, taxes, depreciation,
amortization (EBITDA) $1,069,109 $664,304 $664,304
in 3" year
% return on sales in 3" year 30% 33% n.a.’?
% return on equity in 3" year 43% 15% n.a.’?
Total direct and indirect workers
in 3" year 29 19 19

a.

Not applicable because it is not known who owns the plant and what the debt service would be.




Section 4 Discussion
( )

4.1 Model Comparisons

Scenarios A, B and C are all considered feasible with good net income potential.
Because Scenario A has the greatest throughput, it has a lower projected cost of
processing, a higher net income, and a higher percent return on equity compared to
smaller plants.

Elimination of the land cost, cost of constructing an evaporative pond, the cost of
livestock pens, and some of the site development work saves between $700,000 and
$800,000 in equity requirements for the fair site. It is uncertain how the building
ownership and business management would work, but cost savings is considerable.
The footprint of available space for plant construction at the fairgrounds is small and
there would not be much opportunity to expand the building later, but the cost savings
and business synergy with the fair would be great.

4.2 Cull Cows

The presence of cull cows in Scenario A does complicate the comparison with Scenario
B. Information generated in Scenario A demonstrates that there is currently more
margin generated from custom processing cattle than purchasing cull cows, processing
them into beef products, and marketing the meat. The reason for this is the current high
cost of purchasing cows. Because of reduced supply, and increased demand for ground
beef, cull cows are priced at a premium. Although beef supplies will be very short for
several more years, the USDA'’s Cattle Report indicates that the very early stages of
beef cattle expansion have begun as heifer retention has increased a modest 1 percent
(Hurt, 2012). Therefore, it is expected that cull cow prices will remain high for at least
another year. Seasonally, cow prices are typically lower in the late fall and early winter
when their availability is always greater. The decision of whether to process and market
the meat from cull cows needs to be made on the basis of developing a successful meat
program in future years and not on current market conditions.

4.3 Lambs and hogs

Lambs represent a small (14 — 20% of total animals) percentage of custom processing
in each scenario. At this point, the demand for custom processing capacity for lambs is
not known. However, based on the large number of lambs produced and the scarcity of
processing capacity in the region, there is expected to be some demand. Equipment to
process lambs will not be a significant cost addition to capital requirements. In all three
scenarios, lambs could be harvested and either packaged as a bone-in carcass or
processed into boneless cuts for net margins above $40 per lamb.

