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Executive Summary

Birdseed is consumed worldwide. It has been by avid birdwatchers for many years to bring birds to their feeders so they can be observed. Birdseed is also used by bird owners who are interested in keeping a bird inside the house in a cage. In this project, BIRD SEEDS will be attempting to introduce organic birdseed into the market. BIRD SEEDS is located in Saskatchewan.

BIRD SEEDS is new in the birdseed business and is excited about the prospect of introducing organic birdseed to the market. The company will be run mostly within the Smith family with the potential for a marketing manager to be hired. They will hire part time employees as the workload increases who will help package and ship the product. 

BIRD SEEDS will be run from Mr. Smith’s Farm. The space needed will be rented from Mr. Smith. Harvest Sun’s goal is to introduce the organic birdseed into small pet stores, increase consumer knowledge of his product and develop brand loyalty. Mr. Smith believes this should be possible through the marketing of the benefits of organic birdseed. One of the benefits is the health of the product as it has not been treated with chemicals.

In order to make this company work, Mr. Smith will have to invest a beginning equity of $51,000. If he is able to do this, BIRD SEEDS should be a successful and plausible business for years to come.

BIRD SEEDS is a feasible business, but in order for it to succeed, Mr. Smith will have to work very hard at marketing his product and all the benefits that it includes. When marketing the product, Mr. Smith will have to market to anyone who cares about their bird and wants only the best feed for it. There is currently no other organic bird seed producer in the market and if Mr. Smith is able to be the first the business should be successful for many years to come.

BIRD SEEDS plans on marketing their product in a number of different ways. They have opportunities to increase their internet sales by marketing through their website and give consumers the opportunity to purchase birdseed over the internet. BIRD SEEDS has also created introductory packages which consist of a small amount birdseed and an information package. This provides the customer with the opportunity to let their bird try the birdseed and learn about the product through the information package. BIRD SEEDS will also be marketing their product through word of mouth; it will be very important in the beginning years that BIRD SEEDS get their name out into the marketplace and have consumer knowledge of their product increase. BIRD SEEDS will also be advertising their product in bird magazines which should catch the attention of bird lovers who read magazines to learn more about their birds.

Some of the critical variables that BIRD SEEDS will have to watch in order to maintain the necessary 20% Internal Rate of Return (IRR) are; packaging, selling price, and selling quantity. The packaging is a critical variable because, if packaging increases by 27% the IRR will go to zero. If the sales price goes down 39% for internet sales, 18% for store sales, or any combination of the two, the IRR will fall to zero. The third critical variable is sales quantity, if sales over the internet fall by 36%, sales through stores go down 28%, or any combination of the two; the IRR will fall to zero.

Table 1
Critical Variables
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IRR = 0

% Change

Packaging

1.06

1.45

0.27

Labor costs (wage)

9

31.68

0.72

Inflation Rate

0.02

4.1

1.00

Long-Term Interest Rate

0.08

37344

1.00

Selling Price - Internet

7

5.04

-0.39

Selling Price - Stores

3.25

2.76

-0.18

Quantity of Sales - Stores

6884

9600

0.28

Quantity of Sales - Internet

1543

2400

0.36


BIRD SEEDS has the potential to be a feasible company. They can achieve an IRR of 22.0% which is 2% above the required 20%. BIRD SEEDS has the potential for growth also. In the first year, there sales are lower and they suffer a net loss, but in the following years their sales increase, they are able to make a net income, and eventually will be able to pay out dividends. 

Table 2
Financial Results
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Sales
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$97,920

$149,818

$152,814

$155,870

Cost of Goods Sold

$22,600

$55,734

$77,379

$89,251
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Sales

$158,988

$162,167

$165,411

$168,719

$172,093

Cost of Goods Sold

$92,857

$94,714

$96,608

$98,540

$100,511

Gross Margin

$66,131

$67,453

$68,803

$70,179

$71,582

Total Expenses
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$43,455
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$45,210

Income Before Taxes

$24,363
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$25,348
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Income Taxes
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$2,637
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$21,927
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$22,813

$23,155
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$11,486

$19,745
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Net Cash Flows to Equity

$20,708

$9,527

$1,800

$1,610

$1,873

Net Present Value (NPV)

$4,990

Internal Rate of Return on Equity Investment

22.0%

External Rate of Return on Equity Investment

14.2%


Mission Statement: BIRD SEEDS is a family owned and operated business, created from a genuine desire to make a difference in the world. The guiding principle behind BIRD SEEDS is the provision of nutritious healthy seeds for healthy birds.

Goals & Objectives: The goals and objectives of BIRD SEEDS differ vastly from many companies as we head into the future. BIRD SEEDS is not only interested in making a profit and running a feasible company. They are also interested in making this world a better place through the introduction of organic birdseed into the market. BIRD SEEDS wants people to see organic birdseed as a healthy alternative to other birdseeds. The long-term goals of BIRD SEEDS are as follows:

1) To market organic birdseed and maintain a positive cash balance 

2) To improve the knowledge of organic birdseed and it’s benefits

3) To start out as a small company, but increase it’s customer base over time, and eventually become a large player in the birdseed market
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1 
OPERATIONS PLAN
1.1 Organizational Structure

BIRD SEEDS was incorporated in April of 2004. It is a family owned and operated business; therefore, all members of the immediate Smith family are directly involved in the company and are shareholders. 
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Figure 1
Organizational Structure

*The President and the Operations Manager will be the same individual. This individual will play the role of President 25% of the time and the remaining 75% of the time as Operations Manager.

**The number of casual laborers will vary.

1.2 Site Plan

processing and packaging facility is located in SK. It is located on the Smith’s organic grain farm. 

1.3 Building and Floor Plans
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Figure 2
Building Plan
The building has been built over the last two years. The processing plant and cold storage areas are within a simple shop-like building which also includes a horse stall and tack room. There is an upstairs cold storage area on top of the main part of the building that will be used for product storage. The horse stall and tack room are not used. Outside the building are four, 400-bushel grain bins that are fed into the building by augers for easy handling.

BIRD SEEDS will rent a room from the Smith’s family home for use as an office.

1.4 Work Plan and Flow of Work

The following list is the steps taken to produce organic birdseed from start to finish.

1. Organic farms provide the grain for the birdseed

2. The seed is purchased pre-cleaned to provide no contamination

3. The canary seed, millet and flax are stored in bins

4. The oat groats are stored in the bags they come in

5. Seed quantity are carefully measured using a digital scale 

6. Product is placed in a mixer

7. Product is then placed in a tub to ensure an even mixture

8. Labels are put on jars to make sure that no dust gets on the sticky side

9. The jars that hold 1.5 lbs are filled by hand

10. The handler uses gloves to prevent irritation of the skin

11. The lids are screwed on with tamper proof caps

12. The cap label is placed after cap is placed on jar for a nice looking product

13. The finish product is stored until shipped and sold

1.5 Quality Control

BIRD SEEDS is certified by Pro-Cert Organic Systems, the western affiliate of OCPP/Pro-Cert (OC/PRO), Canada’s foremost organic certification body. To ensure compliance will all organic regulations and standards, “Certified Organic” producers and processors are regularly inspected by an independent third party. Furthermore, every package of birdseed has a unique lot number. This number enables the consumer to track the birdseed in the package back to the field on which it was grown and to the former who grew the seed. 
1.6 The Business Cycle

On a yearly basis, the business cycle will operate as follows: Raw inventory will be purchased by BIRD SEEDS in the fall. Then this raw inventory will be processed and packaged into organic birdseed during the winter months (approximately 3 months). There will be product available for sale all year-round. 
1.7 The Capital Budget

The only capital costs that BIRD SEEDS will incur will be working capital which works out to be $25 584 in the first year. BIRD SEEDS does not own any physical assets such as land, building or equipment. BIRD SEEDS pays a monthly rent for these assets.

At full production, BIRD SEEDS can produce approximately 36 000 jars (1.5 lbs each) of birdseed in its current rented facility. However, it expects to produce a third of full capacity in its first year of operations and two thirds in its second year of operations. In its third year and subsequent years it plans to operate at full production.
1.8 Working Capital Planning and Management

1.8.1 Costs of Good Manufactured

The cost of goods manufactured is the total cost for all direct inputs used in the organic birdseed production process. These costs include direct materials used (cleaned seed, packaging material), direct labor used (operations manager and casual production staff), and manufacturing overhead (rent of equipment and building and liability insurance). 

BIRD SEEDS will pay a monthly rent of $400. This figure includes power, heat and office space.

The cost for the first year of operations is illustrated in the table below:

Table 3
Cost of Goods Manufactured
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$18,120

Direct Labour & Benefits

$21,757

Manufacturing Overhead

$5,200

Cost of Goods Manufactured

$45,077


1.8.2 Inventories

BIRD SEEDS will receive all of its raw material from the Smith’s organic farm in the fall once the grain has been harvested. The grain will be stored in the four, 400-bushel grain bins located adjacent to the processing plant. 

As mentioned in the work plan, most of the organic birdseed processing will take place in the winter months. Therefore, once the processing phase of the business cycle is complete, there will be finished good inventories on hand through out the year. The average days raw inventory will be 45 days (3 months (90 days) of raw inventory divided by half because some of the raw inventory will be processed right away and some will be process at the end of the processing phase of the business cycle). The average days finished goods inventory will be 182 days (12 months (365 days) of finished good inventory divided by half because some of the finished goods inventory will be sold right after production and some will be sold just before new production the following year). The average day for inventory in progress is 1 day. The total days inventory is 228 days.

1.8.3 Accounts Receivables

When BIRD SEEDS sells organic birdseed to independent pet stores, it will offer 30 days credit. However, when BIRD SEEDS sells birdseed through the internet it requires to be paid in full before the product can be shipped out to the customer. 

1.8.4 Accounts Payable

BIRD SEEDS will pay for its raw inventory within 15 days of purchase.  

1.8.5 Cash Conversion Cycle

The Cash Conversion Cycle (CCC) is based on the following formula:

CCC = Average Days Inventory + Average Collection Period - Average Days Payables
In the case of Harvest Sun, the cash conversion cycle is 243 days.  The average days raw inventory is 90 days. The average days finished goods inventory is 182 days. The average days inventory in progress is 1 day. The average accounts receivable will be 30 days and the accounts payables will be 15 days.  This brings the cash conversion cycle to be 243 days; therefore BIRD SEEDS turns over its working capital cash every 243 days.

CCC = (45+182+1) + 30 – 15 = 243 days
1.8.6 Costs of Goods Sold
The cost of goods sold for 2008 are as follows:

Beginning Finished Good Inventory ($0)

+ Cost of Goods Manufactured ($45 077)

= Cost of Goods Available for Sale ($45 077)

- Ending Finished Goods Inventory ($22 477)

= Costs of Goods Sold ($22 600)
1.9 Administration, Marketing and General Expenses

Table 4
Marketing and Administration Expenses
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2008

Organic Certification

$800

Website Hosting

$180

Business Cards (1000)

$108

Introductory Packages 

$500

Magazine Advertising 

$500

Office Supplies

$500

Business License

$80

UPC - bar code

$800

Telephone

$1,800

Administration Salaries & Wages

$32,670

Total Expenses

$37,938


2 THE HUMAN RESOURCES PLAN
2.1 Introduction

It is crucial that BIRD SEEDS have knowledgeable and dedicated staff members.  This corporation will be known for a high quality product; therefore all employees will have to poses that same characteristic.  All jobs within this small business are very important and are all an integrated part of the business.  This organic birdseed business requires a simple organizational structure that incorporates a Board of Directors, President, Operations Manager, Marketing Manager and casual Production Staff. Each of their job responsibilities will now be explained.

2.2 Job Descriptions

Board of Directors

The board of directors is responsible for the strategic planning and overall vision.  There will be 5 individuals on the board of director: 3 internal directors and 2 external directors. The internal directors will be made up of a husband and wife team, which are also the founders of this small business. The external directors should be trusted local professional individuals to provide the corporation with constructive criticism and knowledge-based advice. This board of directors should meet a few times a year. The board of directors will have a variety of responsibilities, which can affect the operations of the business. The board will have to make the decisions about the overall management of the business, also the direction it will head in the future.  Shareholders will be updated on the operations and performance of the business by the board of directors.

President

BIRD SEEDS has already elected/hired a president. As mentioned in the organizational structure, this same individual will also act as the operation manager and will play the role of President 25% of the time and the remaining 75% of the time as Operations Manager. The organizational structure of BIRD SEEDS is set up so that the president is the most important person in the hierarchy. 

The president of BIRD SEEDS has to be a dedicated individual.  This person will have to possess leadership skills and will have to be an integrated part of the team.  The president has to report all aspects of the business operations to the board of directors. As a part of the president job he will be responsible for all the internal operations of the business including the processing/packaging plant and human resource management. 

There will be an office worker on hand to take phone calls and assist the president with paper work and decisions.  This job requires a highly dedicated and talented individual.

Operations Manager

As mentioned in the work plan, the packaging and processing facility will only operate for a few months per year most likely after harvest when the birdseed will be blended and packaged. As a result, this will not be a full-time position.

He will organize, train, direct and coordinate the activities of the casual labor. This means that he will have to play the role of a foreman in the production process and be an authority figure. Additionally, he will be very involved in the physical aspect of producing organic birdseed. This individual has to know how to properly manage raw and finished inventory. The operation manager will have to be an approachable individual that has effective communication skills.  This is because all questions on the production floor will be directed him.  The operations manager will have to make sure that all operation in the plant runs smooth, because consistent, high quality organic birdseed is the end product.  Shipping and receiving of products is also another responsibility of the plant manager. Being practical is a forte for this position. This job is again very important for the business to be successful; therefore this person will be compensated accordingly.   

Marketing Manager

Currently, BIRD SEEDS needs to hire a marketing/accounting manager. In other words, it needs a well-rounded office personnel to run the day to day activities of the company that include the marketing, selling, customer contact/interaction, advertising, invoicing, inventory control and shipping logistics. 

This position will require an individual that possesses a university degree or community college diploma in business administration, accounting or marketing.  Past experience in accounting and marketing is a large asset because this will be the primary job for this individual.  More requirements would be numerical and analytical skills, proven problem solving, and time management skills as well as advanced oral and written communication skills.  He/she will have to be a dedicated individual that shows outstanding initiative because this is a very demanding position. This person will be required to submit financial statements to the president and board of directors and be responsible to prepare tax information for Revenue Canada. This person will also develop and implement new marketing strategies for the product, and therefore as the marketing manager he/she will be responsible for the marketing and selling of the organic birdseed.  He/she will also be responsible for finding other markets where the product may be feasible to enter.  This person will need an understanding of the transportation industry because he/she will be in charge of the product logistics. Given the location of the target market and the extent of marketing that this type of product needs, the marketing manager position is challenging. BIRD SEEDS is very dependent on the performance and skills of this individual in order to succeed as a company. 

Casual Production Staff

Casual Production staff will be hired whenever there is a need. Currently, the Smith children work on a casual basis in the processing and packaging facility. Perhaps in the future, outside help will need to be hired to meet production demands or because the Smith children are no longer available for hire. Responsible teenagers would but ideal for this type of work. 

The production staff would assist and work under the authority of the operations manager. Their duties would include blending seed, putting the seed in jars, applying labeling, transferring finished products to storage, cleaning the facilities, etc. These individuals will be wage earners not salary employees.

2.3 Training Programs
BIRD SEEDS will have minimal training programs. The operations manager will provide on-the-job training for all production staff. However, it will not take much effort and energy, as the casual staff’s duties are relatively straightforward. There will be no official training program that the staff needs to complete before being eligible to work. 

The marketing manager will be hired and learn the “ropes” as he/she becomes comfortable with his/her duties. 

As mentioned the operations manager is already hired and he already knows how to carry out his duties and responsibilities. However, he needs to be ready for changes that may occur and be readily adaptable to new methods and techniques. It is recommended that the operations manager be trained in First Aid and CPR. 

2.4 Human Resource Strategy

For the most part, organic birdseed production is an assembly type production process.  Therefore it is essential for all the employees to work as a team in the production process.  For a group of employees to work as a team there must be good communication skills, interpersonal skills, and trust among the employees. 

At BIRD SEEDS it is essential that all employees get along with each other and respect each other, on the assumption that work is first priority and a light atmosphere is promoted in the work place.  A goal of this small business is to have a hard working staff, and to accomplish this the staff must be a motivated group, happy in their work environment.  The employees will be allowed two fifteen-minute coffee breaks and a single, one-hour lunch break during the course of a full working day.  

2.5 Present Costs of Employees
Benefit Breakdowns
At BIRD SEEDS the employees will have a benefit package, which contains:

Employment Insurance (EI) (Office) – 1.95 % (government regulated)

Employment Insurance (EI) (Birdseed Plant) – 2.73 % (government regulated)

Canadian Pension Plan (CPP) – 4.95 % (government regulated)

Holiday Pay – 5.8 % of annual earnings (only for non-salary employees)

Workers Compensation (Office) – 2 %

Workers Compensation (Birdseed Plant) – 3 %

Salary Staff
Table 5
Annual Staff Salaries
[image: image7.wmf]2008

President

Marketing Manager

Total Cost

Annual Salaries

$6,000 

$24,000 

$30,000 

EI (1.95%)

$117 

$468 

$585 

CPP (4.95%)

$297 

$1,188 

$1,485 

Workers Comp. (2%)

$120 

$480 

$600 

Total Cost

$6,534 

$26,136 

$32,670 


Table 6
Operations Manager Salary
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Operations Manager

Annual Salaries

$18,000 

EI (2.73%)

$491 

CPP (4.95%)

$891 

Workers Comp. (3%)

$540 

Total Cost

$19,922 


Wage Earning Staff

These employees work on an hourly wage.  As mentioned these employees will work in on an as-needed basis. At full production, approximately 10 hours of casual help will be needed during one week. This works out to be an average of 520 hours a year of causal help during full production. The first and second year of business, the plant does not operate at full production so less wages are paid out as described in Table 5.

Table 7
Wage Earning Staff
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2008

2009

2010

Individual Wage (per hour)

$9.00 

$9.18 

$9.36 

Hours per Year

175

350

520

Total Annual Wage

$1,575 

$3,213 

$4,867 

EI (2.73%)

$43 

$88 

$133 

CPP (4.95%)

$78 

$159 

$241 

Workers Comp. (3%)

$47 

$96 

$146 

Holiday Pay (5.8%)

$91 

$186 

$282 

Total Cost

$1,835 

$3,743 

$5,669 


3 MARKETING PLAN

3.1 The Marketing Mix

3.1.1 Products and Services

BIRD SEEDS is selling certified organic birdseed. The birdseed is blended for canaries, budgies, and finches. Ingredients include a mixture of organic canary seed, millet, flax and oat groats.

The product goal of BIRD SEEDS is to provide customers with a safe, healthy, wholesome alternative to chemically handled birdseed. The certified organic seeds used in the blends are grown without the use of fertilizers, pesticides or insecticides. The seeds are chemical free! Furthermore, the seeds used are G.M.O free. Freshness is maintained by packaging the seeds in reclosable handi-grip jars without the use of preservatives and additives. The guiding principle behind BIRD SEEDS is the provision of nutritious healthy seeds for healthy birds.

BIRD SEEDS is providing products that allow bird owners the choice to make a difference in the well being of the planet. 

3.1.2 Pricing

BIRD SEEDS will be able to charge a premium price for its birdseed because it is currently the only player in the organic birdseed market and it is providing a differentiated product.

BIRD SEEDS will be able to charge a price premium by promoting the benefits of certified organic birdseed. 
3.1.3 Promotion

BIRD SEEDS will be promoting the healthy choice of certified organic birdseed. BIRD SEEDS will be marketing the alternative of organic birdseed compared to a chemically altered, chemically enhanced or chemically treated birdseed. They will be marketing to people that care about their birds so much that they will be willing to pay a premium price to ensure their bird’s health/safety and longevity of life.

BIRD SEEDS will also promote support for farms using traditional and sustainable farming practices that are safe for humans and the environment. 

Promotion/advertising strategies are discussed in section 3.5.4 (Selling and Advertising).

3.1.4 Place

BIRD SEEDS plans to increase its consumer base firstly in western Canada. It wants to do this by targeting large urban centers and selling their products through independently owned pet stores. BIRD SEEDS also sells their products over the internet. They currently have a very small customer base, but there is hope that through advertising, word of mouth, and people seeing the product at pet stores that the customer base over the internet will also increase.

 If need be to increase sales, BIRD SEEDS can reach independent pet stores in eastern Canada as well as the United States. BIRD SEEDS is registered with the FDA (U.S. Food and Drug Administration) so they can ship their product into the USA.
BIRD SEEDS is a member of STEP (Saskatchewan Trade and Export Partnership). STEP provides research help to Saskatchewan companies in their marketing efforts. STEP has provided BIRD SEEDS with a list of about 700 independent pet stores in Ontario, Manitoba, Saskatchewan and British Columbia. 

3.2 Segmentation, Targeting and Positioning 

3.2.1 Segmentation

The market that BIRD SEEDS will be segmenting will be located in large urban centers. BIRD SEEDS will segment people who live in small apartments or anywhere with a small lot, where the only pet they can own is a bird. Mr. Smith’s company will target elderly people who will pay whatever it takes to insure their bird is healthy and happy. BIRD SEEDS will also target the rich where money is no object the most important thing is their pet’s health.

3.2.2 Targeting

BIRD SEEDS will be targeting is people who live in larger centers whose birds and/or the environment is very important to them. BIRD SEEDS plans on targeting the people who will be willing to pay whatever price it takes to keep their bird healthy. BIRD SEEDS will be selling to independently owned pet stores and will have to convince them that there is a market for this type of product. It plans on selling to people who will settle for nothing less than the best for their pet bird(s).
3.2.3 Positioning

To promote BIRD SEEDS organic birdseed as safe, healthy alternative to regular birdseed that will benefit the health and well being of the consumer’s pets. The product goal of BIRD SEEDS is to provide customers with a safe, healthy, wholesome alternative to chemically handled birdseed.
3.3 SWOT Analysis

Table 8
SWOT Analysis

	Human Resources Strengths
	Human Resources Weaknesses

	· Family owned and operated business

· Lots of labor available

· Few Employees to manage
	· Lack of training, education, experience



	Physical Resources Strengths
	Physical Resources Weaknesses

	· Established processing and packaging facility

· Low rental fee

· Low input costs

· Local raw ingredients
	· Location (distant from market)

	Financial Resources Strengths
	Financial Resources Weaknesses

	· Debt-free company


	· Long cash conversion cycle

· Lots of working capital required

	External Opportunities
	External Threats

	· Relatively new market

· Opportunities to enter new markets

· Sole producer

· Low ‘organic’ competition
	· Raw materials are weather dependent

· Competition may easily enter

· High non-organic competition

· Products advertised as “natural” or “organic”


3.3.1 Human Resources Strengths

BIRD SEEDS possesses a very strong Human Resources sector. One of their strengths is the amount of people they have available to help with the business. No matter what is happening, they should always have some one available to help Brent, whether it is his wife, his children, extended family, or friends of the family. It is a family owned and operated business. Additionally, BIRD SEEDS is a small business so there are few employees to manage.
3.3.2 Human Resources Weaknesses
A human resource weakness could be the lack of training or education in running a small business. Unless you have been formally trained or have spent a lot of time ensuring your business will succeed it is very difficult to run a successful small business. Furthermore, there may be difficulty finding the right person to hire as the marketing manager.

3.3.3 Physical Resources Strengths

BIRD SEEDS has a lot of physical strengths. Some of these strengths include the assets that Brent has accumulated on the farm. These assets are provided to BIRD SEEDS for a low rental fee and allow the company to incur much lower expenses in its beginning year of operation. BIRD SEEDS has access to a fully established processing and packaging facility, which allows BIRD SEEDS with the opportunity to succeed. These assets also provide BIRD SEEDS with the ability to expand and increase its customer base because full production capacity has not been reached. A second strength is the Brent is able to provide BIRD SEEDS with the raw ingredients from his own farm, which reduces transportation costs. Furthermore, there are few direct materials used in production and these materials are relatively inexpensive.
3.3.4 Physical Resources Weaknesses

The location of BIRD SEEDS may be a disadvantage as it is located a fair distance from the targeted market centers.

3.3.5 Financial Resources Strengths

Brent is running the business in a way that allows it to get off the ground slowly and not have to worry about expanding very quickly. This provides BIRD SEEDS with the ability to not incur many of the expenses that most starter businesses would. Additionally, BIRD SEEDS is currently a debt-free company.

3.3.6 Financial Resources Weaknesses
A financial resource weakness is that BIRD SEEDS has a long cash conversion cycle which requires it to have a lot of working capital on hand.
3.3.7 External Opportunities

BIRD SEEDS has many opportunities available for them on the horizon. They have the potential to expand and serve a customer base that is not being served at this time. BIRD SEEDS could potentially become the sole producer in the organic birdseed market. Currently, there is low organic competition in the birdseed marketplace.
3.3.8 External Threats
Some external threats that could potentially exist for BIRD SEEDS include birdseed producers who produce regular non-organic seed. There is relatively high non-organic competition. There is also a threat that occurs from receiving the seed from Brent’s farm. If Brent’s organic farm is ever subject to a natural disaster such as freezing, flooding, or hail, there is the potential threat of Brent not having any seed to sell to BIRD SEEDS if he is completely wiped out. Furthermore, a poor crop could mean lack of or poor ingredients. Another threat is that many products on today’s market are advertised as “natural” or “organic” but only the products labelled as “Certified Organic” can be trusted to be grown and packaged without the use of harmful chemicals or additives.

3.4 Market Analysis

3.4.1 Past Performance

BIRD SEEDS is a new company that does not have a lot of statistics from the past to look at to see if it will succeed. They are one of the first people to adventure into the organic birdseed market.

3.4.2 The Market

BIRD SEEDS will be marketing to customers through pet stores and the internet. There is a large customer base that is available to be reached because there is currently no one active in the organic birdseed market. The best market is probably going to be found in urban centers where people are more likely to own a bird because it is difficult to own a large pet in a city. Birds are easy to take care of.
3.4.3 The Competition

BIRD SEEDS will receive very little competition when it comes to organic birdseed. There are really no other producers of organic birdseed in the industry. The only competition that BIRD SEEDS will face will be the competitors who produce regular non-organic birdseed. However, as mentioned, other organic competitors can enter easily if there is profit to be made.

3.4.4 Customers

The consumer market for the organic birdseed is to people who really love their pet birds. BIRD SEEDS is targeting people of all ages, from young children to seniors. Additionally, users of organic products tend to have higher disposable income. They care about the protection of the environment and they care about what foods their pets consume. They will pay what ever it takes to ensure that their bird is healthy and thriving.
3.4.5 Target Markets

The target market will be anyone who is willing to pay a price premium to get his or her birds’ healthy, organic seed.

3.4.6 Product/Service Features

The products and service features that BIRD SEEDS bring to the table is Saskatchewan grown and produced certified organic birdseed. They will provide customers with the opportunity to access and receive their product right at home via the internet and the postal service. They provide customers with a natural, safe, and environmentally friendly product to feed to their pet birds. 

3.4.7 The Opportunity
There is a huge opportunity for BIRD SEEDS to succeed as there are currently no organic birdseed producers in the market. 

3.5 Marketing Strategies

3.5.1 Sales and Profit Objectives
Table outlines estimate sales for a ten year period. It is estimated that BIRD SEEDS will sell 20% of its product over the internet and the remaining 80% to independently owned pet stores.

Table 9
Sales Objectives

[image: image10.wmf]Year

2008

2009

2010 - 2017

Quantity of Sales via Internet

2400

4800

7200

Quantity of Sales to Stores

9600

19200

28800

Total Sales

12000

24000

36000


The main profit objective of BIRD SEEDS is to sell all products produced at a price in order to cover all costs and achieve a 20% return.
3.5.2 Channels of Distribution

The organic birdseed will be sold over the internet and to independently owned pet stores. All products will be sold as FOB (freight on board). This means that the shipping and handling costs are the buyers from the place of origination. However, BIRD SEEDS will work with the buyers to determine the best/cheapest shipping costs and distribution methods.
3.5.3 Pricing Policy

The price will be determined by the profit objectives. BIRD SEEDS will price the product where it is able to maintain its profit objective. The price may also depend on the competitors and their prices. BIRD SEEDS will charge a premium price for a differentiated product. 
 
3.5.4 Selling and Advertising

As mentioned in the Human Resources plan, BIRD SEEDS will hire a marketing manager who will specialize in advertising. 

One way that BIRD SEEDS plans on building interest in its products and getting its products out on store shelves is by mailing out introductory packages to potential buyers. These introductory packages would include an introductory letter, a business card, a brochure named Why Should I buy Organic Birdseed, promotional support material, product list/overview, marketing help sheet, retail order and costing sheet, credit application and a small packet of each of the seed blends. The marketing manager would be responsible to mail these out and make follow-up phone calls. An estimated cost of these mail-outs including postage would be $5 each. 

BIRD SEEDS will also advertise via the internet through a web page. BIRD SEEDS currently has a site. However, to make potential customers aware of this website and the products, BIRD SEEDS will advertise in magazines targeted towards pet bird owners.

3.5.5 Marketing Plan Budget

The marketing plan budget and total costs are as follows:

Table 10
Advertising Expenses
[image: image11.wmf]Marketing & Administration Expenses

2008

Organic Certification

$800

Website Hosting

$180

Business Cards (1000)

$108

Introductory Packages 

$500

Magazine Advertising 

$500

Office Supplies

$500

Business License

$80

UPC - bar code

$800

Telephone

$1,800

Total Expenses

$5,268


4 FINANCIAL PLAN
4.1 Debt and Equity Mix

To meet initial capital requirements and cover expenses for the first few years of operations, the company will need to raise $51,000 in owner’s equity. This will be paid for up front or financed with a loan from a chartered bank or another financial institution by the owner.

Table 11
Debt and Equity Mix

[image: image12.wmf]Owner's Equity

$51,000

Total Financing

$51,000


4.2 Dividend Policy
When profits and cash flow reach a level that ensures there will be enough cash for operating in the next year the excess profits will be paid out in dividends. This will be determined by calculating the excess cash minus working capital multiplied by 1.15. This will allow the company to cover any unforeseen expenditures in the following year.

Dividend Paid: If Cash – (working Capital x 1.15)>0

The financial projections for this operation show that dividends will not be paid out in the first six years, but adequate dividends can be expected in the following years.

Table 12
Dividends Paid

[image: image13.wmf]Year

2008-2013

2014

2015

2016

2017

Dividends Paid

$0

$11,486

$19,745

$20,252

$20,543


4.3 Economic Forecast

Financial Projections have been made for a ten year period using an inflation rate of 2.0%. This rate has been used to derive all wages, supplies and expenses.

4.4 Ratio Analysis

The projected performance ratios for BIRD SEEDS Organics show it to be profitable and a financially sound investment. It shows the potential to be a long term business in this relatively new industry.

The current ratio measures the liquidity of the company by comparing current assets to current liabilities. The high value in this category indicates the company has the ability to pay its long term debt easily. This value may change during the year due to the nature of the business. Inventories are not held over from year to year which will affect the amount of current assets at different times of the year.

The initial debt to equity ratio is relatively low at 8% due to the long term loan used for an initial investment into the company and over the next ten years will continue to drop till 4%.

Profitability ratios cannot be compared to industry standards due to the lack of competition but seems to be relatively stable throughout the 10 years of projections. Investors in this company will realize very stable returns for their investment. 

The company will reach full production of 36000 units produced by year 3. This means that the profitability of the company will not be maxed until this time. If the company chooses to expand its facilities in the future profitability could be expected to improve even more due to the economy of scale.

Table 13
Summary of financial Ratios

4.5 Unit Cost of Production

Table 14
Unit Cost of Production

[image: image14.wmf]Unit Cost Analysis ($ per Unit)

2008

2009

2010

Unit Cost of Direct Materials

1.51

1.54

1.57

Unit Cost of Direct Labor

1.63

0.90

0.66

Unit Cost of Manufacturing Overhead

0.43

0.22

0.15

Total Unit Cost

3.57

2.66

2.38


The unit cost of direct material changes slightly due to inflation rates. The unit cost of direct labor and of manufacturing overhead decreases in the second and third year because production increases and the direct labor and manufacturing overhead increase very slightly over the first 3 years.
4.6 Financial Analysis and Overall Financial Performance

Table # shows the financial projections over the 10 year period

Table 15
Summary of Financial Results

[image: image15.wmf]Year

2008

2009

2010

2011

2012

Sales

$48,000

$97,920

$149,818

$152,814

$155,870

Cost of Goods Sold

$22,600

$55,734

$77,379

$89,251

$91,036

Gross Margin

$25,400

$42,186

$72,439

$63,563

$64,834

Total Expenses

$37,938

$38,587

$39,470

$40,146

$41,065

Income Before Taxes

-$12,538

$3,600

$32,968

$23,417

$23,769

Income Taxes

$0

$0

$2,403

$2,342

$2,377

Net Income(Loss)

-$12,538

$3,600

$30,565

$21,075

$21,392

Dividends

$0

$0

$0

$0

$0

Net Cash Flows to Equity

$12,877

-$12,583

$13,771

$19,904

$20,197

Year

2013

2014

2015

2016

2017

Sales

$158,988

$162,167

$165,411

$168,719

$172,093

Cost of Goods Sold

$92,857

$94,714

$96,608

$98,540

$100,511

Gross Margin

$66,131

$67,453

$68,803

$70,179

$71,582

Total Expenses

$41,767

$42,725

$43,455

$44,451

$45,210

Income Before Taxes

$24,363

$24,729

$25,348

$25,728

$26,372

Income Taxes

$2,436

$2,473

$2,535

$2,573

$2,637

Net Income(Loss)

$21,927

$22,256

$22,813

$23,155

$23,735

Dividends

$0

$11,486

$19,745

$20,252

$20,543

Net Cash Flows to Equity

$20,708

$9,527

$1,800

$1,610

$1,873

Net Present Value (NPV)

$4,990

Internal Rate of Return on Equity Investment

22.0%

External Rate of Return on Equity Investment

14.2%


4.6.1 Risk Analysis
The risk analysis shows how sensitive the internal rate of return is to changes in critical variables. 

Table indicates that the most critical variables are packaging expense, selling price and quantity of sales.

Table 16
Critical Varibles

[image: image16.wmf]Critical Variables

Base Case

IRR = 0

% Change

Packaging

1.06

1.45

0.27

Labor costs (wage)

9

31.68

0.72

Inflation Rate

0.02

4.1

1.00

Long-Term Interest Rate

0.08

37344

1.00

Selling Price - Internet

7

5.04

-0.39

Selling Price - Stores

3.25

2.76

-0.18

Quantity of Sales - Stores

6884

9600

0.28

Quantity of Sales - Internet

1543

2400

0.36


4.6.2 Break-Even Analysis

Figure 3
Break Even Analysis 
4.6.3 Scenario Analysis

Table shows how any changes in the critical variables impacts the Internal Rate of Return, creating best and worst case scenarios. This scenario analysis was done by changing the five most critical variables by 20% in the positive direction for best case and 20% in the negative position for the worst case.
Table 17
Scenario Anaylsis

[image: image17.wmf]Variable

BEST CASE

BASE CASE

WORST CASE

Packaging

0.85

1.06

1.27

Selling Price - Internet

8.4

7

5.6

Selling Price - Stores

3.9

3.25

2.6

Quantity of Sales - Stores

11520

9600

7680

Quantity of Sales - Internet

2880

2400

1920

NPV

205102

4990

-158723

IRR

82.2

22

negative


4.7 Conclusion

The business plan for BIRD SEEDS Organics shows that the business is a feasible enterprise, but it is sensitive to the quantity of units sold and selling price. Upon analysis of the financial model, the required rate of the return is achieved. BIRD SEEDS Organics has the potential to be a very profitable company if it is able to properly market its product and sell the amount of product indicated in this business plan.
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