From The Root Up  


Executive Summary

Introduction

The following business plan outlines the development and feasibility of From The Root Up (FTRU) herb processing company.  The mission of this company is to assist farmers in growing herbal crops to be delivered to FTRU where storage and primary processing will take place.  FTRU is an incorporated community based private organization. 

FTRU is utilizing six herb crops that have different medicinal properties.  The farmers will grow 6 acres of each crop to have a total of 36 acres.  Crops will be grown under production contracts where the harvested product will be delivered to FTRU.  Primary processing such as drying, de-stemming, cut and sifting, and bagging will take place thereafter. 

With the cancellation of the Western Grain Transportation Act in 1995, the need to diversify into other endeavors has become more apparent for grain farmers to survive.  

We see this venture as an excellent opportunity for farmers to expand their current operation to include growing herbs.

Operations Plan

FTRU is a company that will contract local farmers to grow various herbs for sale to manufacturers in the medicinal herb industry.  Primary processing, such as drying, and storage will be provided at the FTRU site.  FTRU will also act as a broker to find markets for the products.  Specialized equipment for the production of these herbs will be owned by FTRU and rented to the producers.

FTRU will be located in Wilkie, Saskatchewan.  Land will be purchased to set up the facility in the RM of Buffalo #409.  This area is located in Crop District 7B, which is in the Brown Soil Zone. Average yearly precipitation is 368.4 mm and this area overall offers a warm climate and ideal growing conditions. No product is shipped by rail as all of our exports are shipped by semis with refrigerated vans. FTRU hopes to deal with primarily the domestic markets, which could be easily accessed by these means.

This venture is relatively inexpensive to get off the ground when one considers the return one will receive.  Table one summarizes the capital costs incurred by building the processing facility.  

Table 1.  Capital Expenses

Capital Expenses
Cost

Land
80,000

Office
3,651

Equipment 
996,545

Building Costs
202,300

Total Capital Outlay
1,282,496

Equipment listed in table 1 is the processing equipment as well as the rental equipment FTRU is purchasing for harvesting the crops.  Figure 1 outlines the path the product takes at harvest time.
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Figure 1:  Flow diagram of harvested material

Note: destemmer may not need to be used at all times.  For example, roots will never need to go through the destemmer.

Harvesting consists of the farmer renting the necessary equipment from FTRU and transporting the product to the facility.  The truck then unloads at the bay and the product then makes its way through the plant.  The roots will always need to be washed before entering the plant but the plants do not.  After drying, the roots would move onto the roaster if requested by the buyer.  If not, the roots go to bagging after being dried.  The plants may need to be destemmed to remove stems and debris after drying, but if not, they also move straight onto bagging.  After bagging, the products are stored in the climate controlled warehouse until time of shipping. 

Human Resources
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The organizational structure is set up to include 4 full-time employees and 2 part-time.  There would not be enough work for 2 full-time plant workers throughout the year so that is why there are two part-time positions.  This has added benefit to the company, as benefits do not have to be paid out to these employees.  The amount of full time employees chosen has been very realistic considering the work load.  The plant manger will be responsible for overall operations of the business as well as managing the other employees. The marketing strategist will work with the plant manager in seeking out new farmers for production contracts but will spend most of the time seeking out new markets and making sales.  The plant foreman will work with the plant manager in keeping the facility in good running order as well as completing any work on the machinery that needs to be done in the off-season.  The receptionist will work in the office and take phone calls, messages and report to the plant manager and marketing strategist.  

Marketing 
The six crops that FTRU is going to be growing are:

· Arnica (Arnica montana)

· Dandelion (Taraxcum officinale)

· Nettle (Urtica dioica)

· Red Clover (Trifolium pratense)

· St John’s Wort (Hypericum perforatum) as well as St. John’s Wort root

· Fireweed (Epilobium angustifolium)

These crops are native to North America or have been tested to grow in the climate. Table 2 illustrates the value one can attain by successfully growing these crops.

Table 2:  Revenues from herbal crops
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Arnica

0

109,058

111,240

113,464

135,023

Dandelion Root

259,200

264,384

269,672

275,065

327,327

Stinging Nettle

0

203,573

207,644

211,797

252,078

Red Clover

35,424

36,132

36,855

37,592

44,735

St. John's Wort

0

211,507

215,737

220,052

261,862

St John's Root

0

0

0

334,433

0

Willow Herb

302,400

308,448

314,617

320,909

381,882

Total Sales Revenue

597,024

1,133,103

1,155,765

1,513,314

1,402,907

Sales Revenue

2006

2007

2008

2009

2010

Arnica

137,723

140,478

143,287

167,032

170,372

Dandelion Root

333,874

340,552

347,363

404,925

413,024

Stinging Nettle

257,120

262,262

267,507

311,874

318,111

Red Clover

45,629

46,542

47,473

55,340

56,447

St. John's Wort

267,099

272,441

277,890

323,940

330,419

St John's Root

0

0

316,751

0

0

Willow Herb

389,520

397,310

405,256

472,413

481,861

Total Sales Revenue

1,430,965

1,459,585

1,805,527

1,735,524

1,770,235


FTRU is both a price setter and price taker.  FTRU is a price taker in the markets that are being sold to as the market dictates the price received.  When purchasing the product from the farmers, FTRU is a price setter.  FTRU can change the price that producers receive when it is necessary.  Since this is a relatively small market in Saskatchewan, FTRU will act as a monopoly by purchasing the herbs from the local producers without any competition.  

In order to run efficiently, a firm must keep in mind its strengths and weaknesses as well as the threats and opportunities.  Table 3 takes a look at the SWOT analysis for FTRU.

Table 3.  SWOT analysis for FTRU.
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Threats
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As one can see, the strengths far outweigh the weaknesses for FTRU.  When one takes into consideration the large volume of product being handled, few to zero competitors in the area and utilizing plants farmers are trying to eradicate, FTRU is quite viable.  However, the main threat is the weather, which has the potential to cause crop failure.  

Financial Plan

Sources of Funding

FTRU needs a total of $1,671,191 ($1,282,496 capital costs plus $388,695 working capital) to build the company and get the business started.  This money is going to be raised by debt equity financing.

The debt financing will be obtained from two sources:

· Bank Loan: $200,000 @ ~8%

· Agri-Food Equity Fund: $524,191 @ ~8%

The equity financing will be obtained from the surrounding community by offering 50 class A common shares at a price of $18,940 per share (this provides $947,000 of equity).  Each of these shares will have voting rights in the company and be entitled to dividends when FTRU is in a financial position to pay them.

Investors that will be targeted will include; the 6 initial farmers that will be producing for FTRU, other farmers interested in future herb production, and local people with an interest in prolonging the economic feasibility of Wilkie, SK.

Dividend Policy

FTRU will be offering any cash on hand over $100,000 each year after the first year as a dividend to their shareholders at the end of each fiscal year.  Figure 2 illustrates the expected dividends paid to shareholders, based on the base case financial projections.
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Figure 2: Dividends Per Share

Shareholders can expect dividends from $1,065 to $13,086 per year.

Financial Results

Table 4: Summary of Financial Results
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2002

2005

2009

2010

2011

Revenues

629,484

1,548,212

1,841,782

1,771,351

1,806,167

COGS

704,026

629,298

686,164

1,032,970

763,930

Gross Margin

(74,542)

918,914

1,155,618

738,381

1,042,237

Expenses

192,788

219,894

215,124

218,099

213,640

Net Income Before Taxes

(267,331)

699,021

940,494

520,282

828,597

Income Tax

0

197,128

274,013

140,218

238,385

Net Income

(267,331)

501,892

666,481

380,064

590,212

Dividends

0

318,497

433,825

654,302

211,828

Net Prestent Value (NPV)

Expected Rate of Return on Equity Investment 

(IRR)

282,003

32.4%


Based on the financial results, FTRU continues to grow over the 10-year projection.  Shareholders can expect to receive a dividend payment every year after the first year.  This is a high risk venture but offers a very attractive return.  

Risk Analysis

To show the risk of the business a Best, Worst, and Base model was completed by changing the most critical variable in the business.  For FTRU the most critical variable is the Market Price.   The market price was increased by 30% for the best case and decreased by 30% for the worst case results. 

Table 4: Net Present Value and Internal Rate of Return
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Because FTRU is a high-risk investment the target rate of return is 25%.  The base case financial model is showing a return of 32%, well above the target rate of return.  The best case scenario shows a rate of return of 49%, almost double the target rate.  The worst case scenario shows a return of only 9%.  This is significantly lower than the target rate.  A fluctuation in market price of 30% will be rare so FTRU is a risky but attractive investment.

Summary

FTRU is a sound investment for anyone looking for a way to strengthen the economy of the community.  By offering 50 shares to acquire the equity needed for FTRU a shareholder can count on being involved in the development of the business.  By keeping the debt of the company low FTRU can maintain profitability even through tough times.

Like any agricultural company FTRU is dependant on crop yields and market prices to make the business successful.  FTRU can withstand significant fluctuations in price and yield and still continue to do business.  This gives FTRU the chance to adjust to changing trends and problems with production, without having to close the doors.

Overall FTRU is an attractive financial opportunity for anyone interested in becoming involved in the herb industry.  
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		Sales Revenue		2001		2002		2003		2004		2005

		Arnica		0		109,058		111,240		113,464		135,023

		Dandelion Root		259,200		264,384		269,672		275,065		327,327

		Stinging Nettle		0		203,573		207,644		211,797		252,078

		Red Clover		35,424		36,132		36,855		37,592		44,735

		St. John's Wort		0		211,507		215,737		220,052		261,862

		St John's Root		0		0		0		334,433		0

		Willow Herb		302,400		308,448		314,617		320,909		381,882

		Total Sales Revenue		597,024		1,133,103		1,155,765		1,513,314		1,402,907

		Sales Revenue		2006		2007		2008		2009		2010

		Arnica		137,723		140,478		143,287		167,032		170,372

		Dandelion Root		333,874		340,552		347,363		404,925		413,024

		Stinging Nettle		257,120		262,262		267,507		311,874		318,111

		Red Clover		45,629		46,542		47,473		55,340		56,447

		St. John's Wort		267,099		272,441		277,890		323,940		330,419

		St John's Root		0		0		316,751		0		0

		Willow Herb		389,520		397,310		405,256		472,413		481,861

		Total Sales Revenue		1,430,965		1,459,585		1,805,527		1,735,524		1,770,235





operating expenses

		Appendix A.

		Root Up Operating Expenses

						2001		2002		2003		2004		2005		2006		2007		2008		2009		2010

		Natural Gas				4,350		4,437		4,526		4,616		4,709		4,803		4,899		4,997		5,097		5,199

		Property Taxes				5,000		5,100		5,202		5,306		5,412		5,520		5,631		5,743		5,858		5,975

		Capital Cost Allowance				76,419		137,907		118,197		101,394		98,316		95,655		82,101		70,541		71,927		73,070

		Electricity				4,350		4,437		4,526		4,616		4,709		4,803		4,899		4,997		5,097		5,199

		Licensing Fees				2,250		2,295		2,341		2,388		2,435		2,484		2,534		2,585		2,636		2,689

		Telephone				6,460		6,589		6,721		6,855		6,993		7,132		7,275		7,421		7,569		7,720

		Salaries (SG &A)				90,000		91,800		93,636		95,509		97,419		99,367		101,355		103,382		105,449		107,558

		Benefits (SG &A)				8,405		8,573		8,745		8,919		9,098		9,280		9,465		9,655		9,848		10,045

		Marketing Expenses				15,000		15,300		15,606		15,918		16,236		16,561		16,892		17,230		17,575		17,926

		Agronomist Expenses				3,500		3,570		3,641		3,714		3,789		3,864		3,942		4,020		4,101		4,183

		Packaging Costs				9,238		41,638		41,638		41,638		48,581		48,581		48,581		48,581		55,524		55,524

		Licensing				2,250		2,295		2,341		2,388		2,435		2,484		2,534		2,585		2,636		2,689

		Interest - LT Debt				64,000		59,582		54,811		49,658		44,093		38,082		31,591		24,580		17,009		8,831

		Direct Labour Annual Compensation

		Operations Monitor (part time)		Input		12000		12240		12485		12734		12989		13249		13514		13784		14060		14341

		Secretary/Receptionist (full time)		Input		24000		24480		24970		25469		25978		26498		27028		27568		28120		28682

		Maintenance / Electrician (full time)		Input		36000		36720		37454		38203		38968		39747		40542		41353		42180		43023

		Direct Labour Costs

		Operations Monitor (part time)				24000		24480		24970		25469		25978		26498		27028		27568		28120		28682

		Secretary/Receptionist (full time)				24000		24480		24970		25469		25978		26498		27028		27568		28120		28682

		Maintenance / Electrician (full time)				36000		36720		37454		38203		38968		39747		40542		41353		42180		43023

		Total Annual Salaries

		Plant Manager/Agronomist				50000		51000		52020		53060		54122		55204		56308		57434		58583		59755

		Marketing				40000		40800		41616		42448		43297		44163		45046		45947		46866		47804

		Benefits for Salary Employees

		Employment Insurance		0.0315		2835		2892		2950		3009		3069		3130		3193		3257		3322		3388

		Canada Pension Plan		0.043		3870		3947		4026		4107		4189		4273		4358		4445		4534		4625

		Workers Compensation		0.01		900		918		936		955		974		994		1014		1034		1054		1076

		Medical, Dental, Optical		400/year		800		816		832		849		866		883		901		919		937		956

		Benefits for Wage-Earning Employees

		Employment Insurance		0.0315		2646		2699		2753		2808		2864		2921		2980		3039		3100		3162

		Canada Pension Plan		0.043		3612		3684		3758		3833		3910		3988		4068		4149		4232		4317

		Holiday Pay		0.0576923077		4846		4943		5042		5143		5246		5351		5458		5567		5678		5792

		Workers Compensation		0.02		1680		1714		1748		1783		1818		1855		1892		1930		1968		2008

		Medical, Dental, Optical		300/year		300		306		312		318		325		331		338		345		351		359

		Total Operating Costs				558,711		656,362		640,225		626,781		633,763		633,947		622,935		613,577		623,732		626,283





salary tables HR

		Position		Operations Monitors		Receptionist		Plant Foreman		Total

				(part time) (2)		(full time)		(full time)

		Salary (First Year)		24000		24000		36000		84000

		Benefits for Wage-Earning Employees

		Employment Insurance		2646		2646		2646

		Canada Pension Plan		3612		3612		3612

		Holiday Pay		4846		4846		4846

		Workers Compensation		1680		1680		1680

		Medical, Dental, Optical		300		300		300

		Benefit Total		13084		13084		13084

		Position		Plant Manager/Agronomist		Marketing Strategist		Total

		Salary (First Year)		50000		40000		90000

		Benefits for Salary Employees

		Employment Insurance		2835		2835

		Canada Pension Plan		3870		3870

		Workers Compensation		900		900

		Medical, Dental, Optical		800		800

		Benefit Total		8405		8405





op expense summary

		

		Operating expenses		2001		2002		2003		2006		2007		2008		2009		2010

		Total Direct Labour		84,000.00		85,680.00		87,393.60		92,742.79		94,597.64		96,489.60		98,419.39		100,387.78

		Total Salaries		90,000.00		91,800.00		93,636.00		99,367.27		101,354.62		103,381.71		105,449.34		107,558.33

		Total Benefits for Salary Employees		8,405.00		8,573.10		8,744.56		9,279.80		9,465.40		9,654.70		9,847.80		10,044.75

		Total Benefits for Wage-Earning Employees		13,084.15		13,345.84		13,612.75		14,445.96		14,734.88		15,029.58		15,330.17		15,636.78

		Total Variable Overhead		244,740.11		393,616.40		400,655.97		472,624.74		481,105.61		489,756.10		551,208.65		561,122.34

		Total Fixed Overhead		90,118.77		151,881.06		132,450.24		110,780.84		97,529.88		86,278.25		87,979.07		89,442.41

		Total Expenses		198,853.11		229,347.27		227,138.50		225,352.10		221,634.56		217,453.18		219,710.66		214,477.02





Cost of gds sold

		Cost of Goods Sold		2001		2002		2003		2004		2005

		Beg Finished Goods Inv		0		0		0		0		0

		Cost of Goods Manufactured		703,088		644,523		634,113		626,796		959,111

		Goods Available for Sale		703,088		644,523		634,113		626,796		959,111

		End Finished Goods Inv		0		0		0		0		0

		Cost of Goods Sold		703088		644523		634113		626796		959111

		Cost of Goods Sold		2006		2007		2008		2009		2010

		Beg Finished Goods Inv		0		0		0		0		0

		Cost of Goods Manufactured		690,594		687,968		687,554		1,035,037		766,589

		Goods Available for Sale		690,594		687,968		687,554		1,035,037		766,589

		End Finished Goods Inv		0		0		0		0		0

		Cost of Goods Sold		690594		687968		687554		1035037		766589
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