
 

BUILDING BUSINESS SUCCESS       

Cost of Production and Enterprise Analysis for Sheep Production in the 
Peace Region of British Columbia 

 
The BUILDING BUSINESS SUCCESS enterprise budget series were developed to provide information to assist producers 
in projecting costs and returns for British Columbia farm enterprises. These budgets are one part of the overall financial plan-
ning process that assists in decision making, monitoring and reviewing the whole farm business.  This information is provid-
ed as a tool for projecting costs and returns for specific farm enterprises and as a general guide for preparing individual fi-
nancial plans. This sample budget is only a guide and is not intended as an in depth study of the cost of production for this 
industry. Interpretation and utilization of this information is the responsibility of the user. If assistance is required to develop 
your individual budget, consult your own accountant, lawyer or an agrologist to address your specific circumstance.  Produc-
ers should develop their own budget to reflect individual production goals, costs and market prices. Additional financial plan-
ning information and farm enterprise budgets can be found at the Ministry website or obtained from a local B.C. Ministry of 
Agriculture office. 
 
Disclaimer: The Governments of Canada and British Columbia, and their directors, agents, employees, or contractors will 
not be liable for any claims, damages, or losses of any kind whatsoever arising out of the use of, or reliance upon, this infor-
mation. 

 
 
 

 
 
 
 
 
 
 
 
 

 
 

Research  
Enterprise  
Options 
 
● Develop     

enterprise    
mix options 

Enterprise 
Budget Devel-
opment &  
Analysis 
 
● Market Price 

Analysis  

● Required   
Capital      

    Investment 

● Assumptions 
and Enterprise 
Budget 

● Indirect Costs 

● Labour Cost 

● Sensitivity 
Analysis 

● Financial  
Analysis 

Financial 
Statement 
Development 
 
● Income  

    Statement 

● Cash Flow 
Statement 

● Balance Sheet 

        

 

Monitor & 
Review 
 
 
● Identify key 

performance 
benchmarks 

● Develop a  

    system for 

    timely review 

    and response 

 

BUILDING BUSINESS SUCCESS    

Overview of the Financial Planning Process 

Spring 2017 



 

BUILDING BUSINESS SUCCESS  2    

General Background 

British Columbia sheep production is distributed throughout the province.  There are approximately 55,000 lambs pro-
duced in BC, with approximately 9,000 of those coming from the Peace Region. 
 
Typically, lambs are marketed as either feeder or market lambs.  In the BC Peace, feeder lambs are often sold through 
Beaver Hill Auction at Tofield, Alberta, while the market lambs are sold to Sungold Specialty Meats of Innisfail, Alberta, 
however, there are local abattoirs that custom slaughter lambs for local sales. 
 
Lamb prices have increased due to strengthening demand for lamb.   
 
This report estimates the costs and returns for hypothetical flocks of 50, 200, 300, 500 and 1000 ewes, located in the 
Peace Region.  
 
Prices and management have a significant impact on the financial success of the farm, so, it is essential that producers 
utilize their own numbers to determine their individualized budgets.   

How to Use This Report  

Farm Budgeting  
 
This report has been prepared as a guide to assist farmers in preparing a budget to determine the returns and direct 
input costs of establishing and raising sheep in the Peace River Region of British Columbia. Given the differences and 
unique circumstances experienced by each individual farm and producer associated with each specific farm, it is essen-
tial that this information is only used as a general guide and that a custom budget is prepared to reflect and capture 
most likely, best case and worst case possibilities for each farm.  
 
An individual producer can also use this report to compare their returns, direct costs and margins to the expected expe-
rience of a select group of experienced growers. 
 
This budget does not include overhead and indirect costs, such as depreciation, interest, office, general utilities, ac-
counting, insurance, operator living expenses etc. As these expenses vary greatly from farm-to-farm depending on the 
specific financial and economic situation of each farm, they have not been included but rather a margin to cover these 
expenses has been calculated. 
 
Cash-Flow Planning  
 
Cash flow projection is key to financial planning. The information in this report provides an initial guide to the returns 
and direct expenses as well as a relative indication of the level of these returns and expenses that need to be included. 
A complete cash-flow budget will need to include both expenses and other cash disbursements such as loan payments 
(both principle and interest), overhead and indirect expenses such as accounting and professional fees, insurance, of-
fice expenses, travel, operator living, and general utilities, income taxes, operator living etc. It will also need to include 
beginning cash available, loans and other sources of farm and non-farm income. 
 
Financial and Economic Analysis  
 
It is important to note that it is not the intent of this report to provide a complete financial nor economic analysis of the 
cost of establishing and producing sheep in the Peace Region of BC and cannot be considered as such. 
 
A thorough investigation into capital costs, management requirements and marketing options should be undertaken to 
ensure success.  Each operation will have a different vision, goals and objectives, so, the economic or opportunity 
costs of other inputs have not been considered nor included. Examples include, opportunity or ownership costs for use 
of land, operator labour, management etc. Knowing your revenue and costs will allow for individualized financial analy-
sis to be competed for your operation.  
 
For more information or help with developing a financial plan, contact the BC Ministry of Agriculture’s Farm Business 

Advisory Service. 
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Assumptions — Income and Expense 

The following assumptions were made and provided the basis for calculating expected costs and returns in this report. 

As previously noted, these assumptions may vary between farms and management practices. 

 

1. This report will include information on flock sizes of 50, 200, 300, 500, and 1000 animals as this is the typical pro-

gression as operations increase in size. 

2. Income and expenses are based on sheep producers surveyed in the Peace Region of BC.  

3. A benchmark of expenses was calculated for each of the surveyed operations and utilized in calculating per ewe and 

per lamb costs. 

4. Death loss was calculated for both predatory and non-predatory causes.  For ewes a 4% death loss was used for 

non-predatory causes and 1% was used for predatory causes.  For lambs a 2% death loss was used for non-

predatory causes and 6% was used for predatory causes.   

5. Death loss will vary between operations depending on management and quality of fencing and facilities. 

6. A 10% yearly culling rate was used for ewes. 

7. The retention rate of ewe lambs to be returned to the flock matches the death loss plus the number of cull ewes. 

8. The benchmark for number of lambs born per mature ewe is 1.8 lambs per ewe. 

9. The benchmark for number of lambs born per ewe lamb (first time) is 1.2 lambs per ewe. 

10. The goal for this budget is to remain at the specified flock size.  If the operation is intending on increasing its size, 

additional calculations would be required. 

11. Number of saleable lambs is based on death loss and production parameter assumptions. 

12. Revenue is based on current March 2017 prices. For Feeder Lambs, the current price at Beaver Hill Auctions is 

$2.30 per pound for a 70 pound lamb. 

13. Revenue for market lambs is based on the March 2017 price at Sungold Specialty Meats.  The current price is $1.95 

for a 130 pound lamb.  Note that lamb prices fluctuate throughout the year. 

14. Revenue for a cull Ewe is $1.00 per pound based on the ewe weighing 150 pounds. 

15. Labour rates were calculated at $20.00/hr. for general farm labour and $40.00/hr. for farm management activities. 

16. Machinery costs are based on sheep producers in the BC Peace. These will vary between operations. 

17. Wool sales were priced at $1/ ewe.  Price will vary depending on year and market. 

 

Note – Capital Expenses such as interest and depreciation are included in the analysis; however, these numbers should 

be used as a guideline only as they can vary greatly between operations. 

 

Calculations: 

Contribution Margin = Total Revenue - Total Variable Expenses (Total Production Expenses + Total Operating Ex-

penses + Total Labour Expenses) 

Gross Margin = Total Revenue - Total Production Expenses - Total Operating Expenses - Paid Labour - Operating In-

terest 

Net Margin = Total Revenue - Total Production Expenses - Total Operating Expenses - Paid Labour - Capital Expenses  
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Lamb Production Numbers 

The table below calculates the estimated yearly production numbers for various flock sizes.  It includes death 
loss and retention of ewe lambs to maintain flock size.  In addition it also provides the number of rams re-
quired for each flock size.  Total lambs for sale is used in the revenue analysis for a sheep ranch.  A number 
of rams is provided as some will be purchased with a flock, retained ram lambs or purchased from other 
breeders.   
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The table below shows the revenue projections for a feeder lamb enterprise.  Typically, lambs are raised un-
til they are approximately 70 pounds in weight and then sold through an auction mart. 

Revenue  -  Market Lamb Enterprise 

The table below shows revenue projections for a market lamb enterprise.  Typically, lambs are raised until 
they are approximately 130 pounds in weight and then sold directly to an abattoir or a meat processing plant.  
Prior to selling, it is important to compare potential buyers as quality premiums may differ and such premi-
ums can significantly increase revenue.  

Revenue  -  Feeder Lamb Enterprise 
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Income Statement  -  Feeder Lamb Enterprise 

The table below calculates the estimated income statement for a feeder lamb enterprise.  Costs are based 
on a survey of sheep producers in the Peace Region of BC.  These costs have been extrapolated into 50, 
200, 300, 500 and 1000 animal flocks.   
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Income Statement  -  Market Lamb Enterprise 

The table below calculates the estimated income statement for a feeder lamb enterprise.  Costs are based 
on a survey of sheep producers in the Peace Region of BC.  These costs have been extrapolated into 50, 
200, 300, 500 and 1000 animal flocks.   
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Predator control, specifically coyotes, is expensive, however, if left unchecked, predatory losses can be costly.  For best 
control, a multimodal approach is optimal.  Dogs should be used as primary control with a best management practice of 
1 dog per 250 ewes; however, this can vary based on topography and the experience/age of the dog.  In addition, llamas 
and/or donkeys are also used as they will aid in keeping predators away from the sheep/lambs.  Good dogs can cost 
between $500 — $1000, depending on amount of training.  This is not an insignificant cost and should be included in 
capital budgeting along with the cost of dog food, veterinary and shelter.  These are large dogs and will eat a minimum of 
$500 of food each per year. 

Start-up Capital Costs  

Start-up costs depend on the resources available to each operation.  Recommendation is to minimize capital expendi-
tures until management practices are proven and predatory control is adequate to ensure enough saleable lambs will be 
available to cover costs.  Each operation should analyze their situation to determine what costs are relevant.  A capital 
budget should be developed to ensure that the requirements for predatory control are met to minimize death loss. 
 
Producers, who were interviewed, provided the following suggestions on equipment and buildings that would be required 
to start an operation.  Costs estimates are  based on new or good quality used equipment.  This scenario also assumes 
that good quality hay will be purchased rather than grown.  If growing own feed, the operation will require additional hay-
ing tools. 

Predator Control 

Capital Requirements Cost 

80 Horsepower Tractor - capable of lifting 1500 pound bales $30,000 

Night Pen - 10 acre field built to keep out predators $5,000 

Pickup Truck - big enough to pull a small stock trailer $25,000 

Stock Trailer - size dependent on the quantity to be hauled $10,000 

Flatdeck Trailer to carry supplies $7,500 

Small Calf Shelters - to keep lambs dry during storms $3,000 

Dog(s) - for predator control $1,000 

Hay Feeders $1,000 

Total Capital Investment $82,500 
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Sensitivity Analysis  - Death Loss and Price 

  
Sensitivity analysis is used to assess the change in gross margin (return over direct costs) from changes in death loss 
and price. The table below shows the per ewe gross margin change with a Base of a 300 flock sheep ranch.  The follow-
ing table is for a sheep operation that sells feeder lambs through an auction mart. 

  
Sensitivity analysis is used to assess the change in Gross Margin (return over direct costs) from changes in death loss 
and price. The table below shows the per ewe gross margin change with a Base of a 300 flock sheep ranch.  The follow-
ing table is for a sheep operation that sells market lambs through a meat processing plant. 
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Investment Analysis—Business Planning 

 

 
Whole Farm Business Plan 
 
It is recommended that interested producers develop a whole farm business plan before investing in a farm operation. 
This plan should evaluate all aspects from production, marketing, animal health and predator control for death loss.  
Questions to ask in this process include: 
 

 What building infrastructure is required? 

 What equipment purchases will be required? 

 How will predators be controlled to decrease death loss? 

 Where will lambs be marketed?   

 Will they be sold as feeder or market lambs? 

 Where ewes be sourced for start-up?  Auction culls,  flock sell off, etc. 

 Is there a good source of high quality feed? 

 What costs are pertinent to your operation? 

 Are my margins positive? 

 If margins are negative, what methods can improve them? 

 Is it economically and financially viable? 
 
The BC Ministry of Agriculture’s Farm Business Advisory Services Program provides support for farm business planning.  

Risk Factors 

This budget has been prepared based on information provided from producers, located in the BC Peace River Region, 
who are using good management and production practices.  
  
Various factors impact the amount of saleable lambs in any given year.  Attention needs to be given to animal health is-
sues, weather related protection of animals, marketing of the animals, and predatory control.  Other specific risks may be 
identified on each ranch. 
 
It is important to assess the assumptions used in this budget against your specific farm situation and expectations. Both 
external and internal risk factors should be assessed in terms of probability and impact. In particular, managing risks with 
high probability and high impact will be critical to meeting production and revenue projections and associated farm profita-
bility. 
  
One way of assessing risks for your farm is to categorize risks into production, market, financial, human or policy areas. 
Then address each area of risk. Decide if the risk is a high or low possibility, the potential impact on your farm and then 
develop a strategy to mitigate that risk. Be sure all members of your operation are knowledgeable of the risk  
considerations. 
 
For additional resources on managing risk and information about government risk management programs, contact the BC 
Ministry of Agriculture. 
 
 
 
  


