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Creating a winning transaction 
Brad Freking, DVM; Steve McWilliams, MS 
New Fashion Pork, Inc., Jackson. Minnesota 

Background Financial results 

This case study focuses on using creativity in a transac
tion in order to satisfy everyone's financial needs. The 
transaction centered around leasing a 23,750-head 
finishing facility and a supporting feedmill. A total offive 
separate parties came together to create a deal that pro
vided both financial benefits to each party and limited their 
downside risks. Since the beginning (August 1998), the 
financial results have met everyone's expectations. 

Production from the operation was sold under a $41.05 
carcass hog contract from December 1998 through April 
1999. During the initial ramp-up period, feeder pig prices 
were tied to a futures formula and management fees were 
reduced to $2/head marketed. This resulted in the joint 
venture operating slightly above break-even levels from 
August 1998 through April 1999. A monthly budget was 
developed from the January through March 1999 results 
since the operation had reached full production by Janu
ary. The budgeted expense break-even was projected at 
$39.32 per cwt. The operation is very efficient from a 
cost standpoint due to the following factors: 

In this report we will do the following: 

• Introduce the parties to the deal and the factors af
fecting each party (Table 1) 

• Describe the facilities involved in the transaction • The proximity of the facilities 
(Table 2) 

• Having a feedmill at the site 
• Highlight the key business points (Table 3) 

• The limited number of feed rations 
• Review the structure of the joint venture (Table 4) 

• The even flow of pigs due to a single source of gilts 
being placed on feed • Analyze the financial results 

• Discuss future opportunities for improvement 
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Table 1: The parties to the deal and the factors affecting each party 

Party 
Landlord 

Bank 

New Fashion Pork 

Joint Venture Partner 

Feed Company 

Factors impacting each party 
The Landlord had suffered losses from his farrow-to-finish 
operation due to the sharp decline in hog prices that began in 
December 1997. His production was not under any marketing 
contracts. He sold the sow and nursery fadlities in the spring of 
1998 and was evaluating his options on the remaining 19 
finishing barns. The Landlord was also interested in splitting his 
ownership in the hog operation from his row-crop operations. 
The Bank was providing both the operating and term debt for the 
Landlord. While there was sufficient equity in the finishing 
facilities, feedmill, and farmland, a solid plan was needed that 
would prevent additional losses. 
At the time of the transaction, New Fashion Pork's business 
focused on managing grow/finish operations. It sought out both 
grow/finish facilities and consistent sources of pigs for those 
facilities. 
The Joint Venture Partner operated a large sow operation in 
Canada. They were seeking a finishing arrangement for a portion 
of their production whereby they could share in the finishing 
profits without adding new finishing facilities. 
The Feed Company was providing base-mix to New Fashion 
Pork and was interested in expandinll its relationship. 
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Table 2: The facilities involved in the transaction 

Description of the faci lities 
19 finishing buildings 

Year built 
1994-1996 
1993 

Capacities 
1,250 pigs/bldg. or 23,750 total 
18.5 ton/hour roller mill 
258,000 bushels 

Feed mill 
Grain storage 
Scale 

Key point 
Term of lease 
Lease payments 

Manu re application 
1·,' mortgage 

2n(l mortgage 

Joint venture element 
New Fashion Pork 

Joint Venture Partner 

Profits 

1991 
1995 60-foot scale 

Table 3: The key business points of the deal 

Description 
Eight years plus an option to renew for five additional years. 
Triple-net lease including debt service, utilities, real estate taxes, 
maintenance, insurance plus fixed monthly payments to Landbrd. 
Landlord's responsibi lity. 
Bank loan at prime +0.5%. Fixed principal payments spread over eight 
years with a balloon payment at the end of five years. Lease payments 
were assigned. 
Feed Company subordinated loan at 10%. No principal payments during 
the first year with the balance amortized over five years. Limited 
guarantees from the joint venture partners. 

Table 4: The structure of the joint venture 

Description 
New Fashion Pork leases the facilities, hires the employees, and 
manages the operation. Actual out-of-pocket costs are billed to 
the joint venture plus a $3/head management fee to cover 
overhead and accounting. 
The Joint Venture Partner provides single-source gilts as 50 lb. 
feeder pigs at $42/pig plus transportation expenses. 
Profits are split 50/50. 

The entity has a July 31" year end. Year-to cbte results 
are summarized in Table 5. 

Table 5: Year-to-date results from August 1998 
through June 1999 

Key financial results for June 19l1ll as compared to the 
budget are shown in Table 6. The month of June Illllll 
was profitable as a result of receiving a base cash hog 
price of $39.1s9/cwt. resulting in a small protit of S().--1-3 
per cwt. After including grade premiums and deducting 
trucking fees, the operation resulted in an expense break
even of $3ll.1S3 per hundredweight. A key expense item is 
feed costs per pig marketed (including grind. mix. and 
delivery costs) of $30.66 or $12.78 per cwt. The grind. 
mix, and delivery costs are very low with the feeclmill at 
the site. Animal health expenses were less than the S I.()O 
per pig budgeted. The lease payments equate to $--1-.76 per 
cwt. marketed. Interest payments were $1.530 over bud
get and the remaining expense items, including auto. in
surance, office, telephone, professional services. repairs. 
supplies, utilities, management fee, and payroll were less 
than $1,000 over budget for June. Overall. June revenue 
was $4,ll02 over the break-even budget with a net income 
of $5,21S5-which was consistent with the additional 
revenue. 

Aug-June Per head Per cwt. 
Head/cwt. ma rketed 32.326 77.548 
Market sales $2.649.464 $83.82 $34.78 
Total income $2.803.222 $86.72 $36.15 
Net income $85,767 $2.65 $1.11 

Future opportunities 

Refinancing real estate loans 
After the first year of operation, the Bank's first mortgage 
loan will be paid down to a point that both the Bank loan' 
and Feed Company loan can be refinanced into one long
term loan. The intent is to reamortize the loan over the 12 
years remaining under the lease (including the option to 
renew.) This change is projected to reduce the lease pay
ments (facility costs) by $3.00 per head (or $1.25/c\\(.) 
in the near term. 

Adding finishing barns 
The original plan was to fill one barn each week and Ill,\r
ket one barn per week for a 19-week turn. Due to utiliz
ing the facilities for gilts combined with the genetic traits 
of the pigs, market weights have not achieved target 
weights of 260 lb. The pigs have been very lean and cut
ting out well, but they need additional growing time to 
reach optimum market weights. After analyzing the addi-
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Table 6: Key financial results for June 1999 as compared to the budget 

June 1999 

Per 
June 99 Head 

Head/cwt. marketed 5,141 
Total income $496,574 $96.59 
Feed/GMD $157,623 $30.66 
Animal health $3,269 $0.64 
Lease payments $58,655 $11.41 
I nterest payments $7,030 $1.37 
Property taxes $2,307 $0.45 
Other expenses $35,242 $6.86 
Net income $5,285 $1.03 

tion of two contract barns at $34.75 per pig space, we 
have projected the net income opportunity to be a mini
mum of $1.40 per cwt. 

Summary 

There are not easy answers for every hog operation expe
riencing financial stress. Nevertheless, the needs of each 
party need to be closely evaluated when these types of 
situations aris-viewing all possible outcomes from a winl 
win viewpoint. In this transaction, New Fashion Pork was 
able to create a new economic entity to benefit all of the 

Budget 
Per Cwt. Per Per 

Budget Head Cwt. 
12,334 5,250 12,506 
$40.26 $491,672 $93.65 $39.32 
$12.78 $142,806 $27.20 $11.42 
$0.27 $5,250 $1.00 $0.42 
$4.76 $59,298 $11.29 $4.74 
$0.57 $5,500 $1.05 $0.44 
$0.19 $2,284 $0.44 $0.18 
$2.86 $34,438 $6.56 $2.75 
$0.43 $0 $0 $0 

parties invol ved. The finishing operation is very competi
tive at its present level with the potential to improve re
sults by over $2.50 per cwt. The continued success of the 
entity will provide profits to the joint venture partners, 
financial security for the Landlord, loan repayment for 
the Bank, and additional business for the Feed Company. 
This winning transaction resulted from utilizing the 
strengths and resources of each party for mutual gain. 
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