Custom Sprayer Business Plan


Executive Summary
Custom Sprayer will be a small service based company providing custom spraying services to the oil and gas sector.  

Operations
The organizational structure of Custom Sprayer will consist of a board of advisors, manager (president), and seasonal workers, which include two spray truck operators as well as a secretary.  The headquarters for Custom Sprayer will be located in Alberta.  This location was chosen as there is a concentration of oil and gas sites in this area, which could possibly be serviced.  Custom Sprayer’s office consists of a leased space that is attached to a strip mall in the town of Taber.  Two spray trucks will be doing the custom work, generating estimated total sales revenue of $274,650.  The trucks will be purchased as used to help keep capital costs low, but the spray units themselves are new models mounted onto the trucks. 

Marketing
The business of Custom Sprayer is built around service, therefore services will be provided in a timely effective manner. This will be essential in retaining customers as well as attracting new ones. 
The pricing strategy that Custom Sprayer will employ will be competitive. The price per site serviced will be $80.  In addition will be a dicamba and glyphosate herbicide tank mix costing Custom Sprayer $55.10 per acre with a 25% price markup allowing for a selling price of $68.88 per acre.  This will also be used as a strategy to attract new customers as the price is intended to be competitive with other vegetation control companies in the area.

Advertising will be carried out with decals on the trucks as well as attending trade shows to promote Custom Sprayer’s service. 

The most critical factor involved in this business would be attaining solid contacts within the oil sector, as of today there are two leads with the option of acquiring several contracts.  

Financial Analysis
From the analysis that was conducted, it was concluded that over the next ten years Custom Sprayer will have an Internal Rate of Return (IRR) 19.6% and an External Rate of Return (ERR) of 14.8%.  The critical variable is the selling price per unit serviced.  If Custom Sprayer was to decrease the selling price by 4.45% or approximately $3.50 per unit, it would drop the (IRR) to 0.  The number of sites serviced is also a critical factor as a decrease of 8.74% would prove to be unprofitable. During the analysis there were no increases in the number of sales over the ten year plan; if increased sales were established it could prove to make Custom Sprayer more profit in the future.   
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INTRODUCTION

1.0 Introduction 
Custom Sprayer is a company that will serve the oil and gas industry.  Custom Sprayer will do this by providing a custom spraying service used on oil and natural gas sites.  The purpose of vegetation control is to make oil and gas sites safer to work around. Vegetation control will help to manage the spread on noxious weeds as well make the sites more cosmetically pleasing.  Custom Sprayer will strive to establish a group of customers that can utilize this service and benefit from it.  Custom Sprayer wants to emphasize safety and environmental stewardship while providing services to customers.  The goals and objectives of this company are to provide excellent customer service, high quality work to customers, and to achieve financial success in the near future.  The objective of the business plan is to access the operations, marketing and financial aspects of Custom Sprayer to determine if it is a viable business. 

THE OPERATIONS PLAN

1.0 Operations Plan
2.1 Organizational Structure

[image: image1]
Figure 1 Organizational Structure
The following organizational structure is recommended for Custom Sprayer.  A private corporation will be best as it allows shareholders to also be owners of the company.  The shareholders can also contribute to management through meetings, where they elect a board of advisors to manage the company.  Shareholders have all the rights to the profits Custom Sprayer may compose.  

Custom Sprayer will have five people on the board of advisors, in which there will be two that are involved in day to day activities and the remaining three seats will be appointed to shareholders or external advisors that have a high degree of interest in the company.  Realistically Custom Sprayer will recommend people who have experience in the fields of marketing, finance, human resources, accounting, agriculture, and the oil and gas industry.  The board of advisors will provide guidance to the firm, and maybe lend credibility to the firm for investors. 

Custom Sprayer will employ four people, two of which are laborers and will operate the spray trucks, along with one manager and one secretary.

The secretary will be hired part time during the spraying season to take care of administrative duties.  These duties will include answering phone calls, billing and invoicing, and also accounting and record keeping.  The qualifications that will be sought after in a secretary will be: to have previous experience in the field, well organized, good time management skills, and be fluent with computer programs used.  The secretary will report to the manager.

The manager (president) will be hired on full time during the spraying season to oversee all aspects of the business with regards to finances, marketing and personal relations.  The manager will be in charge of hiring the employees and reporting to the board of advisors. 
Custom Sprayer will be hiring two employees to carry out the day to day spraying activities.  The daily activities for the people spraying will be: traveling to spray sites, carrying out the services provided in a safe and efficient manner, as well as keeping up to date records of duties carried out.  The spray technicians will report to the manager.

2.2 Site Plan and Ten Year Development Plan
Since Custom Sprayer is a new company the short term plan is to build a valuable reputation, increase client base, and look for other sources of potential clients.  Custom Sprayer would like to be perceived as a business that provides a quality service in a timely and effective manner, and will back it up with excellent service.  The office is located out Alberta where the current rental rate is $5/square foot for 1000 square feet per year over 40 percent of the year, therefore accounting for a $2,000 per season lease (Appendix A).  

[image: image4.emf]
Figure 2 New Companies Site Plan – Taber, Alberta

Figure 2 Custom Sprayer Site Plan - Alberta
[image: image5.png]e dola e s e,
< o bz oty v

[SasKatchewan:

7998|1600 2000] __2007] _2002] _Z003] __2004] __2005|
[Capital Spending (s bilions) 12] 10 17] 7] 15 20] 20]

%] 2004705
[Payments to government ( billions] 04] 1
[Wells Difiled
or S03| 1298] 23| Tgsa| 1489 972
[Gas 67| 90| i160] 1372| i713] 2287| d@87| 1578
Tofal (ncl Dy & Service] 744|252 3839|3571 3401 4179 104 3781
[Reserves at year-end
[Conventional o (millon barels) T T064] | iieA| iie7| ife3| 82| 12
INatural Gas (nlion cubi fest) 23] 24] 27] 29| 27] 31 30] 33|
[Production
[Conventional of (fousand bareisia) e T N N2 N3] N 3| P EiE]
INatural Gas (blion cubic festa) 05| 03] 09 7] 07] 07] 07] 07]
Tndustry Revenues (8 Blons] 24] EE] 2] Exi 53] 73] 7]
[Employment
[Direct & Indirect 21000 . g 7] N N
[Exports
[Cruge oll~volume (housand barelsid 253] ] Y e 25|
INafural gas (bilfon cubic fesva) 009 00010002 _0002] 00030001
Consumption:
Crude ol & Products (fiousand barrelsa) 50 51 5 7] 7
Natural Gas (Bilion cubc feetd 03] 5 [ 03] 05|





Figure 3 Custom Sprayer Floor Plan
The commercial office space is nicely located.  There is employee parking as well as customer parking located south of the building.  

2.3 Building and Floor Plans

The office space is 1000 square feet, which is relatively new and contains two office rooms, a reception area, a washroom, and meeting room.

2.4 Work Plan and Flow of Work


[image: image2]
Figure 4 Truck Spraying Process
2.4.1 Technical Process of Spraying

Step A. Water is pumped into the water tank using two 2” hoses (couplers attached) and a transfer pump from a water source. 

Step B. Chemical is poured into the chemical handler either by hand (jug) or via flow meter (bulk tanks).

Step C. Once the chemical handler is filled with chemical it is self agitated and transferred into the spray tank from the water pump.

Step D. The agitated spraying solution then feeds from the spray tank out of a valve and through a filter.  

Step E. An electric pump will then send the water through a line in which a regulator and pressure gauge are situated.

Step F. The regulator will then be manually controlled so an appropriate rate can be adjusted.

Step G. A variation of flow valves will decide which apparatus the spray solution will go through (boom busters or hand wand).

Step H. In the case where the hand wand is used, the valve will open to go to the hand reel.  The operator will then manually use the trigger of the hand wand to apply the spray solution around the site.

Step I. If the spray solution is to go towards the nozzles a valve will allow the solution to go to the boom busters.  
Step J. A console in the cab which is hooked up to a 12V battery source will run the 2 boom busters.  A toggle switch will activate the console and each boom buster (left and right) will be controlled by toggle switches using solenoids as electrical valves.

Step K. Each boom buster (left and right) can be used independently with regards to the site setup that is to be sprayed.

2.4.2 The Average Business Procedures

Custom Sprayer’s work planning begins in the later months of the year (October, November, and December) where the president will bid for spraying contracts.  The bidding is mostly silent but in some cases is open.  Competitive bids must be used to initiate recognition for future clients when starting a new industrial spraying business.  Oil and gas companies prefer to sign contracts to a company that will spray larger quantities of their sites.  It is critical to submit contract bids as soon as possible so submission to each client is done before bid offers close.

The actual spraying does not start until the beginning of May.  The operators of the actual spraying will include two members from the board of advisors, the vice-president and staff.  Each site that is contracted will be sprayed from 1 to 3 times throughout the course of the spraying season.  Custom Sprayer is assuming that the spraying season will last for 16 weeks.  In the off season, servicing and maintenance on equipment must be conducted.

2.4.3 Average Business Day/Week

A typical business week will involve each spray operator receiving a map and protocol of the sites to be sprayed along with site geographical locations.  Site dimensions shall also be given so the operator can approximate when and where to fill the spray tanks with water.  As an average, Custom Sprayer is assuming each site to be half an acre in area.  Each operator will need to have enough chemical on the truck for a best case scenario week of 100 sites sprayed (normal is 75/week).  This will consist of 1 case of glyphosate (2-10L jugs/case) and 3 cases of dicamba (2-10L jugs/case) per operator.  Once the jugs are empty they will be triple rinsed with water from spray tank #1 at a random spray site and placed back in the boxes on the truck.  For application, refer to 2.4.1 “technical process of spraying” for typical maintenance at a site.   

The number of sites sprayed in a day will vary depending on the distance between them.  On average each site is assumed to be about 25 to 30km apart and approximately 150 sites are assumed to be sprayed in a week with two trucks.  A number of measurements must be taken following each site application including GPS coordinates, the time of day the site was sprayed, what it was sprayed with, and environmental conditions.  The spraying data will later be given to the secretary who will record the information in a computer database for a record of the sites sprayed and to account for potential legal disputes.  Each spray operator will be working 72 hours per week, therefore spraying approximately 75 sites on an intermediate work week. 

Overall, each truck operator will be assumed to have 32 hours of overtime in a given week (Appendix E) and will sometimes need meals and hotel accommodations.  Hotel accommodations and meals are expensed at amounts of $6,720 and $6,912 respectively over a 16 week period (Appendix B).  Hotel accommodations are based on each spray operator spending two nights per week at $105 per night and meals costing $36 per day for six days per week, throughout 16 weeks.  The six day per week average of meals and two nights of accommodations accounts for poor environmental conditions.  Poor conditions such as wind or rain and potential downtime on trucks can restrict the amount of sites sprayed.   

2.4.3.1 Suppliers and Service Providers

Custom Sprayer has three items in which are needed by suppliers to provide its service: chemical, fuel, and water.  Chemical providers consist of local retailers and retailers in the surrounding area.  Wholesalers of chemical will not be pursued due to the restricted amount of chemical needed (30L/week of glyphosate and 75L/week of dicamba).  Both chemicals which are purchased must be registered as industrial use products.  Fuel will simply be purchased on the road at desired locations when needed.  Water will be purchased in Taber at a water treatment plant for a minimal fee of one dollar per hundred gallons.   

The service providers are simply oil companies needing site maintenance.  The amount of companies are numerous as well as the geographic location covered.  Custom Sprayer will focus primarily on sites with a close proximity to Taber, Alberta.

2.4.4 Regulations and Control Programs

Since Custom Sprayer is a custom spraying business there are control programs, regulations, courses and licenses which must be obtained.  Personnel handling equipment will need to take a standard first aid $350, transportation of dangerous goods (TDG) $150, workplace hazardous materials information sheet (WHMIS) $100, and H2S $400 course totaling $1,000 of human resource training programs.  
The Alberta environment separates spraying application into industrial, turf, and agricultural regimes; custom oil spraying falls under the industrial category.  The first thing to have is a certificate of registration (COR) which costs $600.  Without this certificate it is impossible to be insured.    In order for the applicator to legally spray a pesticide, an applicator insurance (license) of $6,000 is needed.  Alberta provincial regulations state an applicator license is obtained by writing a test after taking a four day course.  Once a license is awarded, the applicator is authorized to fully handle and use chemical.  Other certifications needed are the Alberta Environment Pesticide Service Registration (free of charge), and Commercial Vehicle Insurance ($200/month/truck).
2.5 Capital Budget

Over a ten year period Custom Sprayer will spray sites with two trucks since the company will begin with used equipment.  Upgrades will depend on depreciation and profitability.  The business is deciding to lease an office in Taber, Alberta.  Since the office is leased no fees will be charged towards the capital budget.  The office will be empty and need equipment for daily bookkeeping and office activities.  Custom Sprayer’s total office supplies costs will therefore be $4,449 (See Appendix A).  The capital budget is made up of building costs, which is basically office equipment, and equipment costs include two trucks and the various parts that are used to manufacture the sprayer apparatus.  Refer to Table 1 for numbers.

Table 1 Custom Sprayer's Capital Budget

	Capital Budget
	Cost ($)

	Building Costs
	 $      4,449 

	Equipment Costs
	 $     42,034 

	 
	 

	Total Working Capital
	 $      6,359 

	Total Land and Equipment Costs
	 $     46,483 

	Total Capital Required
	 $     52,842 


Total working capital consists of inventory, accounts receivable and accounts payable which is deducted to get the total working capital seen in the table below.
Table 2 Working Capital for Custom Sprayer
	Working Capital Budget
	 Cost ($) 

	Accounts Receivable
	 $ 22,574 

	Inventory
	 $   2,401 

	Accounts Payable
	 $ 18,616 

	Total Working Capital
	 $   6,359 


Custom Sprayer expects all services to be paid in a 30 day period.  Therefore, accounts receivable will consist of 30 days of the year and will include all sales revenue ($274,650).  Custom Sprayer does not have any inventory in progress nor ending inventory, just raw inventory of $2,401.  Like accounts receivable, Custom Sprayer expects to pay for all chemical, fuel, and water transactions in a 30 day period.  Once 30 days of the year is calculated for all accounts payable the total amount is $18,616.     

2.6 Working Capital Planning and Management

2.6.1 Costs of Goods Sold 

Direct materials for Custom Sprayer include chemical, fuel, water, meals and accommodations, and personal protective gear.  Chemical will make up the bulk of the materials with a cost of $66,120 (Appendix F).  Custom Sprayer will use the chemicals glyphosate and dicamba which will cost $55.10 per acre.  The fuel will have a cost of $43,148 (Appendix F) for both trucks, water will cost $350, meals and accommodations will cost $13,562, and personal protective gear will total $1,950 (Refer to Appendix A).   
The direct labour focuses on the individuals physically spraying sites with one individual per truck.  Each worker will work 72 hours a week, working for $20 per hour for the first forty hours and $30 per hour for the remaining 32.  The laborers will work for a total of 1,152 hours costing $56,320 in direct labour (Appendix F).  Along with labour are benefit costs which are also incurred.  These include Employment Insurance, CPP, Holiday Pay, and Workers Compensation with costs a total of $8,628.  Once all direct costs and benefit costs are calculated, a direct labour cost of $64,949 is acquired (See table below).
Table 3 Total Direct Labor Costs for Custom Sprayer

	Labour Costs
	Rate
	Cost ($)

	Regular Time Labour
	$20/hr
	$     25,600

	Over Time Labor 
	$30/hr
	$     30,720

	Total Direct Labor 
	 
	$     56,320

	
	
	

	Benefits:
	
	

	Employment Insurance
	1.87%
	$      1,053

	Canada Pension Plan
	4.53%
	$      2,551

	Holiday Pay
	5.80%
	$      3,267

	Workers Compensation
	3.12%
	$      1,757

	Total Direct Labour and Benefits
	 
	$     64,950


* Assuming 72 hour weeks with 32 hours per week at 1.5x time.
Manufacturing head consists of both variable and fixed overhead costs.  With used trucks, Custom Sprayer is assuming for a worst case of a $3,500 cost of maintenance on each truck, and a fixed overhead cost of $11,126.  The building will be leased for 40% of the year for a total cost of $2,000.  Truck insurance will cost $200 per month times two trucks and cell phone bills are assumed to be $200 for two spray operators per month.  The total Capital Cost Allowance equates to $5,926 which is further broken down on Schedule 9 of Appendix A.  The following is a breakdown of Custom Sprayer’s overhead costs;
Table 4 Custom Sprayer's Overhead Costs
	Total Overhead Costs
	     Cost ($)

	Truck Maintenance
	       7,000 

	Total Variable Costs
	       7,000 

	
	

	Lease on Building
	       2,000 

	Vehicle Insurance
	       1,600 

	Cell Phones
	       1,600 

	Capital Cost Allowance
	       5,926 

	Total Fixed Costs
	      11,126 

	Total Overhead Costs
	    $18,126 


The table below refers to the cost of goods sold in 2008.  Custom Sprayer will have neither beginning inventory nor ending inventory, therefore having the same cost of goods available as cost of goods sold (See table 5).
Table 5 Costs of Goods Sold Projection for 2008
	Cost of Goods Sold Projection for 2008

	Description
	
	Cost ($)

	Beginning Inventory
	+
	-

	Cost of Goods Manufactured
	+
	208,676

	Cost of Goods Available
	
	208,676

	Ending Inventory
	-
	-

	Cost of Goods Sold
	
	208,676


2.6.2 Administration, Marketing and General Expenses

Custom Sprayer will need an abundance of overhead in order to run the business.  Administration salaries and marketing expenses are two components needed to promote Custom Sprayer as a professional and efficient company.  The following is a breakdown of the marketing, administration and general expenses.
Table 6 Marketing Administration and General Expenses
	Description
	Cost ($)

	Marketing Expenses
	$36,100

	Administration Salaries
	$24,142

	Interest on Long Term Debt
	$0

	Total Administration and Expenses
	$60,242


Marketing costs for Custom Sprayer resulted with a total of $36,100 (Table 6).  Custom Sprayer decided to advertise and promote the company with truck decals, handouts, and business cards.  Promotional strategies were also needed to attract clients.  Custom Sprayer did this via trade shows, personal communication, traveling and a website.  Custom Sprayer also included $12,100 of insurance and $1,000 for human resource training programs within the marketing expenses.  A $6000 utility expense ($500 per month) also was included in marketing expenses.

A considerable amount of $24,142 is expensed with regards to salaries, wages and benefits.  Custom Sprayer is paying a secretary on an hourly wage at a rate of $12 per hour.  Custom Sprayer will hire the secretary for 20 hours a week over the 16 week period for a total of 320 hours costing $3,840.  The manager will denote 30% of its time towards marketing therefore a 30% opportunity cost of an annual $54,000 salary ($18,000) is calculated.  Benefits for both the secretary and manager must be paid as well, each having different amounts.  The manager and secretary will have similar benefits of 1.87% employment insurance, 4.53% CPP, and 3.12% workers compensation.  In addition to the wage paid the secretary is entitled to a 5.80% amount of salary holiday pay benefit.    

2.6.3 Working Capital Planning and Management
2.6.3.1 Cash Management

The company will have little cash on hand due to the circumstances that surround the sales and inventory.  For the services that are rendered the balance will be due within 30 days to ensure that Custom Sprayer has enough cash to pay its short term debt. Custom Sprayer’s short term debt will include fuel for the trucks, water, meals and accommodation, and herbicide used in the spraying operation. 
A line of credit may be essential in the beginning phases of the business, since there is no cash flow, and startup costs are high ($52,842).  A line of credit can serve as a backup in situations when cash is low.  The business is not projected to have cash flow issues as accounts receivable are to be collected monthly and accounts payable are to be paid monthly as well.  It is important to plan in the event of a receivable not getting paid and thus running low on cash to operate the business.     

2.6.3.2 Inventory Management

There will be very little raw inventory on hand at the start of the spraying season with a cost of $2,401.  There is no beginning inventory at the start of the season.  The finished goods provided will be services to customers; this implies that there will be no finished goods inventory on hand.  Each week herbicide in the forms of glyphosate and dicamba will be needed to spray sites.  The following is an estimate of the amounts of herbicide that will be needed for an intermediate case week of spraying:   

 Glyphosate)      
0.5 acres per site



 
0.4 L/acre of glyphosate

                         
150 sites per week

Amount of herbicide on hand = 30 liters per week in inventory (15 litres truck). 
Dicamba)      

0.5 acres per site

                        
1.0 L/acre dicamba




150 sites per week

Amount of herbicide on hand= 75 liters per week in inventory (37.5 litres per truck)

Glyphosate and Dicamba will both be purchased in two 10L jugs per case.  Custom Sprayer will have enough chemical on each truck to ensure there is no shortage, stocking on a best case scenario of 200 sites for both trucks.  Therefore, 40 litres of glyphosate will be used for both trucks (1 case per truck), and 100 litres of dicamba for both trucks (2.5 cases per truck or in this case 3).  So, for each week, glyphosate will cost $760 ($19.00/L * 40L) and dicamba will cost $ 5,700 ($47.50/L * 120L).         

The ideal preferred level of inventory will be the amount of herbicide that is needed to service the customers in a best case scenario week, along with personal protective gear while spraying.  Custom Sprayer does not believe there will need to be greater amounts of chemical on hand as it is easily accessible and will be paid for using credit; meaning that large amounts of cash will not have to be on hand.  In the off months there will be no real need to have chemical on hand since it is easy to obtain when needed.
2.6.3.3 Accounts Receivable

The accounts receivable will be invoiced promptly, and are due within 30 days before interest is charged on account.  Custom Sprayer will be extremely careful of its cash flow situation during the initial start up phases of the business as there may be a delayed period between when accounts are paid and when accounts are received.

An audit of overdue accounts receivable will be done monthly to determine what status the accounts are at and the amount of interest that should be applied to overdue accounts. 

It will be important to ensure that if over due, accounts remain into the next vegetation control season that work will not be done for that client until the payment terms have been specified, and the account has been collected.   

2.6.3.4 Accounts Payable

The accounts payable will be managed to avoid paying interest.  One of the key tools to do this will be credit card.  The credit card will be used for purchasing supplies such as herbicides and safety supplies.  As well the truck operators will be given a card to use for meals and accommodations, with restrictions of course.  The credit card is a tool that is used to help the cash flow situation as it will have to be paid off monthly, not as the items are purchased.  Credit cards do not charge interest if the accounts are paid before they come due. 

A fleet card will also be put in the trucks to pay for fuel, this card is similar to a credit card in the terms of payment, but can only be used for certain expenses such as fuel, and  oil changes.  This tool will also help manage the cash flow by allowing Custom Sprayer to pay for fuel, which is a major expense, paying only once per month. 

A challenge that may occur with using this type of a credit is that it can be hard to get the limit high enough to serve the day to day needs of the business throughout the month. In this case Custom Sprayer may have to use the credit programs that the herbicide retailers have to purchase the supply that is required. 

2.6.3.5 Cash Conversion Cycle  


CCC= Average Days Inventory + Average Collection Period- Average Days                   Payables

            = 7+30-30= 7 Days

            * assuming both the collection period and average days payable is 30 days. 

THE HUMAN RESOURCES PLAN

3.0 Human Resources

3.1 Job Descriptions

Manager (President)
This person is responsible for marketing and capital planning, management, suppliers, customer relations, and spraying.  The manager will report to the board of advisors. The manager ensures all regulations and objectives are maintained while everyday duties are conducted in a safe and efficient manner.  The following are descriptions or duties carried out:

       Marketing and capital planning

Submitting bids for contracts, upgrade purchases for equipment, promoting    business.

Management 

Observe sprayed sites to ensure proper job done, weekly meeting with staff, evaluate employee expenses, organize flow of work.

Suppliers 

The president shall maintain PR with retailers selling chemical.  

Discounts are possible if buy bulk from single retailer.  

Chemical is also cheaper if purchased in bulk or if purchased from a wholesaler.

Customer Relations

It is essential for the president to maintain a positive reputation with current and potential future clients.  

It is important that the sites are controlled form weed seeds spreading so sites are to be sprayed 1 to 3 times accordingly.

Daily tasks

The daily duties of the manager include, organizing inventory, planning the daily activities of the spray trucks, speaking with clients, as well as suppliers.
Secretary

The secretary is only temporarily needed and works no more than 20 hours a week.  Duties will include administrative tasks such as receiving calls, organizing meetings, and bookkeeping.  The qualifications that will be sought after in a secretary will be: to have previous experience in the field, well organized, good time management skills, and be fluent with the computer programs that will be used.
* Refer to section 4.4.1.1 in SWOT analysis for further details.
3.2 Compensation

This is a stand alone business so owners that are employees must be given a wage.  Wages are to be issued at a rate of $20/hr for full time staff ($30/hr overtime) and part time staff (secretary) will make $12/hr.  The secretary will work no more than 20 hours a week.  Full time staff will work on average of 32 hours per week of overtime which will be compensated by time and a half pay.  Employees will be paid bi-monthly. The manager (president) will be compensated with a salary of $18,000 per season or $4500 per month.

The mandatory standards of matching EI, CPP, workers compensation, and holiday pay will also be met. The benefits will be paid as follows; the spray truck drivers will cost Custom Sprayer $8628 for benefits, the manager will cost $1714 for benefits, and the secretary will cost $588 respectively.  

3.3 Planned Additions or Deletions of Positions

Custom spraying is a seasonal business therefore the deletions of positions are mandatory at the end of the season (October).  The secretary is only added to staff during busy spraying months, May to October, when full time staff are occupied operating the spray units.

3.4 Training Programs

Training programs are essential not only for spraying operations to be done, but also to ensure they are done safely and properly.  Numerous training programs are required by law before an employee can go through their daily activities.  Programs needed in order to handle and apply chemical include first aid, H2S, WHMIS and TDG.  There are also courses that must be taken to license and to authorize pesticide applicators. 

3.5 Human Resources Strategy

Since employees are also owners of the company, the internal HR strategy is to reduce costs as much as possible.  It is important that each member contributes proportionally to the company.  This includes work ethic, attitude, and performing the assigned daily tasks.  

There is a clear line of authority for employees. All part and full-time employees will report to the president, who in turn report to the board of advisors.

3.6 Shareholders’ or Partnership Agreement

The full-time employees have equal shares in the company and hence equal voting power as they are also included in the board of advisors.  There are an odd number of advisors so if conflict arises with the current president the board of advisors can over power the president and assign the vice-president to president.  This gives the board of advisors and company a chance to see which full time employee is better suited as the president.
THE MARKETING PLAN

4.1 Marketing Plan
4.2 The Marketing Mix 
4.2.1 Products and Services

Custom Sprayer’s business is built around service; services will be provided to customers in a timely, effective and environmentally sound manner.  The service that will be provided to customers is vegetation control in industrial areas such as oil and gas wells.  This entails an assessment of the area first to determine the weedy species that are present.  This will allow the operator to determine what herbicide will be applied.  Next is the application procedure which will include the operator suited in full safety equipment, and mixing the herbicide on the truck.  The next part of the application procedure will include the spraying.  On site the large areas that can be reached with the truck mounted sprayer will be sprayed in that fashion.  The areas surrounding the industrial equipment will be sprayed using a hand wand.  This will ensure that all the targeted vegetation is controlled. Once the application procedure is complete, all actions including weather conditions will be documented and supplied to the customer.  The reasons why vegetation control is valued include; stopping the spread of noxious weeds, allowing workers a safe area to work free of vegetation debris, and up keeping a clean image.  By providing a prompt, accurate and through service, this will allow the customers to reach their goals in this respect.

4.2.2 Pricing 

The price that the vegetation control service will provide will be competitive with other companies in the industry at a fee of $80 per site.  Amongst the other competitors in Alberta most provide a similar service, and really there it is difficult to differentiate the services that are provided.  As a new company entering the industry the name and reputation is not commonly known.  Therefore competitive pricing is going to be essential to help sign contracts.  This will be a real challenge for this company as a competitive pricing structure may not provide enough revenue to cover start up costs.

4.2.3 Promotion 

Promotion will play an important role in the initial start up of Custom Sprayer this will aid in getting the name out into the market place and letting potential customers know what services are provided.  Promotion of Custom Sprayer’s services will have to be carried out with a limited budget as little funding will be in place during the initial start up of the business.

Trade shows will be one method that Custom Sprayer will use to promote its services.   Custom Sprayer plans to attend one trade show, the Oil and Gas Exposition located out of Calgary, Alberta.  The purpose of attending these trade shows will be to feature Custom Sprayer’s services to a number of potential customers and make initial contact with them.  Custom Sprayer’s booth that will be displayed at trade shows will feature, high quality service, attention to detail and focus on specializing in one specific service.  The cost of this trade show booth is priced at $5000.   

Custom Sprayer will also promote its services by with appealing company decals on the trucks. Since the trucks cover many miles and pass through various different towns this can be an effective method of getting the name out there.  Custom Sprayer will have six magnetic decals produced for a $900 total cost.
Promotion of Custom Sprayer’s services will also be made by targeting specific customers and providing them with literature on the services provided.  This will help to familiarize the customer with prices and services that are provided by Custom Sprayer Vegetation Control.

4.2.4 Place  

Custom Sprayer’s target markets are in oil sites in a relatively close proximity to headquarters in Alberta.  However, if contracts have sites that are a greater distance Custom Sprayer will be willing to move into a larger geographical area to serve the customers needs.  The geographical area of sites to be sprayed is dictated by the contract and, in turn, determines the area that the services will be provided.  It will be in Custom Sprayer’s best interest to not spread the resources too thin.  This will help to ensure that services are rendered in a timely, effective manner.

4.3 Segmentation, Targeting, and Positioning

4.3.1 Segmentation 

The segment of the oil industry that Custom Sprayer will try and target will be owners of oil well and natural gas sites.   This segment will mainly be targeted as these companies own the physical resources that require vegetation control in and around the equipment and as well around the perimeter of the premises.  Geographic factors will be the most important and relevant when segmenting Custom Sprayer’s customers.  The geographic factors that will be taken into consideration are the location and accessibility of the customer’s sites, as Custom Sprayer will have limited resources, such as an all terrain vehicle, to access large rough terrain sites.
4.3.2 Targeting 

It is hard for Custom Sprayer to break down its customers in various segments, since established oil businesses will be the prospective customers.  Oil and natural gas companies are a homogenous group with many things in common.  One way that oil companies can be separated is dimension, which could include the large, multinational corporations and smaller more local companies.  Custom Sprayer will target both however, smaller customers may be easier to contact and initiate contracts. 

4.3.3 Positioning

Custom Sprayer is one of three vegetation control companies located in Alberta, meaning that there are already established competitors. The pricing strategy that will be used is competitive ($80 per site); therefore there will be no differentiation on price.  Custom Sprayer wants to be recognized by customers as providers of a quality and prompt service, a clean environmentally conscience image, and well educated safety minded staff.
4.4 SWOT Analysis

4.4.1. Internal Strengths and Weaknesses

Custom Sprayer has an array of strengths and weaknesses in the internal portion of the business.  

4.4.1.1 Human Resources
Internal strengths are represented by the degree of management skills and labour.  The president (owner) of the company holds an LL.B, a very valuable degree.  This can ultimately save a large sum of money, and will help guide all decision making processes.  The business method of custom spraying does have a high risk with regards to the legal nature, having a law degree really provides the company with an assurance if a terrible situation occurs.  Custom Sprayer believes this core strength will help the outcome of this business immensely.  The president also has a great deal of experience and training as well.  All employees will hold current certified pesticide applicators licenses, H2S certified, first aid, WHMIS, and transport of dangerous goods.  The president also has about 5 years of experience within the oilfield and spraying industry.
Vice – president and laborer (owner) will bring a B.S.A with several years of experience with custom spraying and knowledge of the agri-chemical portion of the business.  Since this is an introduction to industrial spraying, some training will be needed to get required licenses, certificates, etc. 
Thirdly, a laborer will be hired on for daily activities such as spraying.  Basically, minimal education and work experience isn’t much of a concern as the underlying work is relatively simple.  Training for required licenses, certificates, etc., may need to be addressed if the laborer doesn’t meet the necessary requirements.   

Overall, the management team brings a wealth of relations within the agriculture and oilfield industry which ultimately will help the company to succeed.  Having these credentials is extremely important, as it could impact future clients and provide a solid foundation pertaining to spraying in which duties should be easily sorted out and solved.  
Some weaknesses the company will have within human resources are bookkeeping.  A secretary will be practical for accounting and bookwork activities.  Another weakness foreseen is the possibility that during any given time Custom Sprayer may be short staffed due to the fact that someone may not be able to spray for a period of time.  Working long hours and being competent enough to fix various breakdowns will also be a weakness.  Long hours, such as 72 per week create more stress and tiredness for the workers, which over the day are more likely prone to perform mishaps and carelessness.  Training may also be considered a weakness if some employees are restricted to the duties they can accomplish.  The company also lacks safety personnel.  
4.4.1.2 Physical Resources
Much strength is seen in Custom Sprayer as it represents a brand new company, as most of Custom Sprayer’s resources are new.  This will strengthen the physical assets of the company and shall provide many useful years of service.  New spray equipment will increase efficiency the first several years due to the fact that breakdowns should be minimal, until resources start to wear out.  However, both spray trucks are used with a value of $15,000 each hence; minor truck repair may be a concern.  The building itself demonstrates strength as well since it is new and seems to be in valuable condition.  Holistically, Custom Sprayer has positioned itself with tremendous strength regarding physical resources having low priced yet high producing equipment.  Therefore, physical resources in the initial years should be in immaculate condition.  As a result Custom Sprayer will assume that physical resources will deteriorate over time and need to be replaced or fixed.  Having precise and accurate spraying equipment that is user friendly and easy to use and increases effectiveness of a job.  Using up to date GPS and mapping systems are also beneficial to the company in terms of legal disputes. 
Few weaknesses are noticed, among these being the decision to purchase previously used trucks. This seemed as the most cost effective approach for starting up the business having a low capital start up cost.  Over time, the trucks will need to be continuously serviced, and may need large expensive overhauls to continue work.  Custom Sprayer is expecting to get a minimum of 3 to 5 years with the used trucks.  During or after this time some consideration will be needed to decide on upgrading the current assets. 
4.4.2 External Threats and Opportunities
The analysis of external threats and opportunities examines external forces that can influence the business.  There are multiple components which influence external threats which can reduce industrial vegetation control.  Downward market trends in the oil industry along with government policy changes may dictate well production hence less sites to spray.  New products and competition are also external threats which may pose an external threat.
With respect to opportunities, the inverse of the above paragraph will show larger opportunity for Custom Sprayer Vegetation Control.   
4.4.2.1 Market Trends
Market trends are important in every business.  Alberta, Canada appears to be already established and presents a huge market opportunity.  This will give Custom Sprayer flexibility and options to find various customers throughout the target region.  Referring to Appendix C (Number of Wells Drilled in Alberta), data clearly shows that in the last eight years the number of oil well sites has nearly tripled.  This trend looks to continue to be in a forward motion, therefore assuming the number of wells to increase in the future.  It may be at a rate not as high as before, but Custom Sprayer is assuming the sites will not diminish for decades to come.  There is more than enough industrial oil and gas spray work to be completed in Alberta at the current time, which is agreed amongst competition giving the conclusion of demand exceeding supply.  
In Saskatchewan, the oil industry seems to expanding as well.  Appendix D (Number of Wells Drilled in Saskatchewan) also provides information that the current amounts of sites drilled have been increasing from 1998, then somewhat declining.  Custom Sprayer believes this trend is about to turn around, hearing from contacts in the oil industry that multi – millions of dollars are about to be pumped into the Saskatchewan oil industry.  In the future this consideration will impact all decisions, opportunities, and target areas.
There seems to be a very positive outlook in the vegetation control business.  Custom Sprayer strongly believes the market looks bullish, allowing for a positive influence to start up as soon as possible. 
4.4.2.2 New Products/Services and Customers
There seems to be opportunity in the commercial and various industries, a further look in the future will help determine our path.  Through personal communication Custom Sprayer has understood that the Alberta oilfield industry is starting to want new services because they prefer to have less invoices and responsibility.  Nexen Inc. stated interest of vegetation control companies incorporating custom mowing as well.  This would create a synergy between the customer and the service provider.  However, for Custom Sprayer’s situation, focus will solely target oil industry spraying for the next ten years since there is a simpler chance to establish dominance in this market.     

4.4.2.3 Government Policy Changes 

Government policies are widely known to impact business decisions.  Within the Alberta government, changes among the oilfield royalties have reduced oil production.  These recent changes may inhibit oil sites drilled, however information is unknown.  This would affect target markets, with the concept that it may change the market location between Alberta and Saskatchewan.  
The provincial election in Saskatchewan will also influence all business opportunities, with the Sask. Party leading the province.  Custom Sprayer can only assume that the government will be pro – choice in business decisions.  Custom Sprayer believes that the Sask. Party will help provide the necessary features to help establish small companies, which clearly will benefit Custom Sprayer.  Realistically though, it’s unknown what kind of approach the Sask. Party will take in promoting the economy of Saskatchewan.  
4.4.2.4 Competition 
Competition remains a threat for Custom Sprayer, altogether in Alberta there is approximately 12 major competitors and about 7 minor competitors (Table 7). These competitors are companies that advertise there services.  Custom Sprayer can only believe that there are several more competitors throughout the region.  There are two local, two large-scale, and about 15 small-scale competitors in surrounding regions of Alberta.  These companies are a huge threat to Custom Sprayer’s business as this gives customers many choices in who they would like to receive services from.  This may result in lower possibilities of Custom Sprayer acquiring certain contracts and oil sites, hence a lower revenue/profit.  
4.4.2.5 Threats 
Custom Sprayer is vulnerable to various threats, like competition as mentioned earlier along with environmental threats which this business is surrounded by.  The problem with using chemicals is the susceptibility to different environmental factors such as temperature, precipitation and wind, all which influence how well a chemical works.  Legally this can provide Custom Sprayer with some issues, since under certain weather conditions it increases the chances of interfering with other people’s properties and rights.  To counter this, Custom Sprayer’s management team has experience in law which may provide benefit if such an issue arises.  
4.5 Market Analysis

4.5.1 Past Performance

The primary marketplace for Custom Sprayer is the oil industry.  The service of custom spraying is sold into the marketplace via contracts.  There is an abundance of competition for custom oilfield spraying (Table 7); however the potential market size is large enough where the demand is excessive.  Each site sprayed will be charged a total of $80, with the assumption of the average site being one half acre in area.  Custom Sprayer is assuming of spraying a total of 2400 sites, with a 25% markup on chemical (refer to appendix) to optimize profitability.  

4.5.2 The Market

The market size for the custom spraying business in Alberta is relatively large.    Custom Sprayer will base the market throughout southern Alberta.  Oil well production throughout the past 8 years had been on the rise and is continuing to expand (www.capp.ca).  The Alberta Energy and Utilities Board show data on the development of oil wells in 2007 shown below (Table 7).
Table 7 Alberta Drilling Activity in 2007
	Month
	January 
	February
	March
	April
	May 
	June
	July
	August

	Wells Drilled
	1450
	1263
	692
	138
	242
	599
	1292
	1078


*6754 reported wells drilled through August 2007 (www.eub.ca) 

4.5.3 Competition

The recent boom in the oil industry has created ample opportunity for site spraying.  The introduction of more sites increases the need of sites to be sprayed, hence the need for more spraying companies or the expansion of them.  Custom Sprayer will face numerous competitions, both big and small.  Custom Sprayer is conducting business in the southern half of Alberta.  Larger threats to Custom Sprayer will be companies based in southern Alberta.  The following table displays the top major and minor competitors for oilfield site spraying and where they are located.                 

Table 8 Custom Sprayer vs. Major/Minor Competitors
	Company Name
	Alberta Location

	(Major Competitors)
	

	Ace Vegetation
	Airdrie

	All Pro Vegetation Management
	Calgary

	Altec Vegetation Management Corp.
	Cochrane

	Cunningham Vegetation Management
	Camrose

	DDK Oilsite Services
	Taber

	Precision Oilfield Services
	Taber

	Precision Vegetation Control
	Rimbey

	Site Rite Vegetation Management
	Olds

	Spray-Rite Vegetation Control Inc.
	High River

	TMT Vegetation Management Ltd.
	Red Deer

	Weed Wackers
	Lethbridge

	West Country Oilfield Services
	Drayton Valley, Airdrie

	 
	

	(Minor Competitors)
	

	Ace Vegetation Control Service
	Nisku

	Blueweed Services
	Acheson

	Clarke Vegetation Control
	Whitecourt

	Excel Vegetation Services
	Tofield

	SPS Well Services
	Airdrie

	Target Vegetation Control Ltd.
	Athabasca

	Vanguard Vegetation Control
	Stony Plain


4.5.4 Customers

There are many potential buyers for the service Custom Sprayer provides.  Each customer represents an oil company each varying in size as large oil companies have a greater quantity of sites.
The buyers will offer contracts, starting in October going through December.  Large customers have contracts suited for a large quantity of sites to be sprayed which, in turn, requires enough equipment and labour to fulfill the contract.  In addition, large companies do not like giving out small contracts to numerous clients.  Smaller based companies have more confined amounts of sites in a smaller geographical area which allows Custom Sprayer to be an enhanced competitor.

There are factors to be considered when oil companies are signing oil site contracts for custom spray application such as pricing, service, and distribution.  Contracts are awarded after combinations of all three are investigated.  Service and distribution can be evaluated against the competitors; however pricing is difficult since it is based on a closed-system.

Oilfield companies prefer to contract out as few vegetation control companies as possible.  However all sites need to be controlled making it virtually impossible for a single contractor to spray all sites for a particular company.  The customers also need assurance of sufficient weed management control so sites will need to be inspected accordingly.  Custom Sprayer plans to have sites in an overall confined area so vegetation control can be properly maintained.  To ensure complete weed control the proper chemical will be applied to meet the needs and satisfaction of potential clients.

Custom Sprayer plans on developing an internet website, costing $3,000 for startup and $500 for to upkeep it.  This website will give customers a general idea of what service can be provided along with the equipment used to achieve this service.  This allows for contractors to observe what Custom Sprayer has to offer along with comparisons of the competitors.

4.5.5 Target Markets 

Since the focus is on oil companies there is no real specific target audience.  The target market for custom oilfield spraying is simply the oil companies.  However, there are different market sizes which relate to each oil company.  To introduce itself in the marketplace Custom Sprayer will begin by primarily attracting smaller markets, hence smaller oil companies.  The goal for Custom Sprayer is to establish client connections with a close proximity to Alberta which reduces transportation costs/risks and simultaneously offers the greatest potential of profit and sales. The company will have an advantage over competitors in distribution and service in southern Alberta.

Custom Sprayer wants to optimize the target market but must realize that it will be restricted based upon the size of the operation.  The use of two trucks will account for a maximum of 2400 sites to be sprayed.  Overall, not a very large portion of the market share can be obtained with approximately 2400 sites being sprayed in a season.  Twenty-four hundred sites is an extremely small portion of the market share as Table 6 shows over 120,000 oil and gas sites drilled in the last 8 years.
4.5.6 Product/Service Features

Custom Sprayer can meet oil company needs by providing an efficient and consistent service.  It is very difficult to itemize key features Custom Sprayer has to offer against competitors due to unavailable knowledge of competitor practices.  Competitors keep key information confidential with their customers making it very difficult to compare status and productivity.  For assurance of customer service Custom Sprayer will be a quality and professional company.
4.5.7 Opportunity

The major aspect to overview with custom oilfield spraying is the number of sites to spray and the amount of customers in the marketplace.  In order to impress customers a competitive price must be issued since the service provided is similar amongst all companies.  Therefore Custom Sprayer’s niche will be to optimize its market share with two trucks.
4.6 Marketing Strategy

4.6.1 Sales and Profit Objectives

The profit objectives of Custom Sprayer for the next ten years are to increase net earnings.  These profits are set up by the amount of sales via the amount of sites sprayed.  Custom Sprayer will begin the spraying business with two trucks.  Our approach is to try and consistently hold around 2400 sites.  
4.6.2 Channels of Distribution

Custom Sprayer uses a single step distribution system when moving its service.  The service is delivered directly from Custom Sprayer to the geographical location in which the oil company (customer) desires.  These locations will vary across southern Alberta,.  

There are a few problems which may occur while delivering this particular service.  Fuel for the spray truck, and chemical are inconveniences which must be planned in advance.  Another challenge with distribution of Custom Sprayer’s service is to have clean water for an efficient and productive spray application.  Custom Sprayer charges their service on sites to spray and has several sites to spray so obtaining water as quick as possible is very important to make the business profitable.

Perhaps the largest concern with regards to distribution is the efficiency of the order of sites sprayed.  Certain sites will need to be sprayed before others causing a drawback in the number of sites sprayed in a day.

4.6.3 Pricing Policy

Although Custom Sprayer is providing an efficient and professional service, pricing must be done in a competitive manner.  Pricing for vegetation control is one done on a cost-based approach.  Pricing from each competitor is unknown however it is known that competitors prices range from $80/hr to $175/hr.  These prices are so dispersed due to fluctuating herbicide costs and the amount of operators per truck (1 or 2).  Custom Sprayer will have one operator per truck and charge $80 per site assuming the average site is half an acre.  The sites sprayed will be based on a glyphosate ($7.60/acre) and dicamba ($47.50/acre) herbicide package with a total cost of $55.10 per acre.  Custom Sprayer will maximize profit by incurring a 25% markup on all chemical applied for a total sale of ($68.88/acre).

Since Custom Sprayer delivers a competitive based service and its competitors use the same one channel distribution, it is hard to differentiate pricing.  This in turn reduces the companies control to change the price for the vegetation control service conducted.  Furthermore, competitors disguise service prices making competitive pricing opaque and unclear. 

4.6.4 Select Markets/Products/Service Mix

From a tactical standpoint, Custom Sprayer’s goal is to first dominate the Alberta oilfield region.  Custom Sprayer provides a service that is well suited for the oil industry; it is also very similar to the current competition.  Custom Sprayer’s aim is to provide a very high quality service that is well suited for the oil industry.  Custom Sprayer has selected the oil field market as it seems to be expanding and looks like its easily accessible.  Right now, Custom Sprayer will only provide vegetation spraying as a service.  

Custom oil site spraying services are basically all the same, therefore differentiating will almost be impossible.  Most competitors can easily duplicate each others service.  One problem Custom Sprayer heard among oilfield officials was with the quality of work.  Therefore, agronomic expertise may help solve this issue; it seems that many current spraying operators are leaving an abundance of weeds behind.  If Custom Sprayer can utilize their B.S.A., this may give the flexibility to control these weeds above other competitors. 
4.6.5 Selling and Advertising

Promotion of Custom Sprayer’s services will play an important role in getting the name and image out. There will be a budget for the advertising and promotion of Custom Sprayer’s services. The methods that will be used to for advertising include: decals on the sides of the trucks, pamphlets and business cards for a cost of $2,150.  These items will promote awareness of brand; focus on quality of service and orientation around safety.  Promoting will involve going out and meeting clients.  One trade show will be attended with a cost of $5,000 and 15 trips to travel to clients and promote the service are budgeted at $350 per trip costing $5,250.  A web page, costing $3,000 will also be displayed for hard to reach clients along with 2 phones each having a $200 per month bill for a total of $1,600. 

Custom Sprayer will not have any additional sales and promotional staff hired, the manager and owner will be responsible for these duties in the initial start up phases of the business. This will help to alleviate some of the costs of hiring staff, by individually looking after advertising and promotion. Custom Sprayer does realize that there will have to be a cost and time period allocated to the managers advertising and promotion of the vegetation control services.    
4.6.6 Marketing Plan Budget
Table 9 Custom Sprayer's Marketing Budget Plan

	Advertising
	Cost ($)

	Brochures/Business Cards/Flyers
	 $      1,250 

	Truck Decals
	 $         900 

	Total Advertising
	 $      2,150 

	Promotion
	 

	Web Page
	 $      3,000 

	Travel Expenses
	 $      5,250 

	Cell Phones
	 $      1,600 

	Trade Shows
	 $      5,000 

	Total Promotion
	 $    14,850 

	Development
	 

	Insurances (Spray and App. License)
	 $      6,000 

	Insurances (Certificate of Recognition)
	 $         600 

	Insurances (Corporate Start Up Fee)
	 $      5,000 

	Insurances (Business License)
	 $         500 

	Human Resources Training Costs
	 $      1,000 

	Utilities Expense 
	 $      6,000 

	Total Development
	 $    19,100 

	Total Marketing Expenses
	 $    36,100 


THE FINANCIAL PLAN

5.0 Financial Plan

5.1 Economic Forecast

The annual inflation Custom Sprayer used will remain at a constant 2% over the next 10 years.  Custom Sprayer believes it is better to have a consistent inflation rate rather than trying to predict it every year.  This rate has been used to figure out wages, supplies and expenses.  Custom Sprayer has decided to have no long term debt, if they were to incur a debt the interest rate would be at 7%. 

5.2 Equity and Pricing

Custom Sprayer has a relatively low start up cost, the total owners equity is $52,842 in 2008.  Total owners equity is derived from the addition of working capital, total land and equipment costs.  
Table 10 Custom Sprayer's Owners Equity
	Equity
	($)

	Working Capital
	6,359

	Total Office and Equipment Costs
	46,483

	Total Equity 
	$52,482


Custom Sprayer’s beginning inventory will be denoted $0.  The decision was to buy a week worth of chemical on credit for the first week and so forth.  

 5.2.1 Equity and Debt Financing 
The first financing model was run using a different structure which differs from the previous model which used 100% equity.  Financing for this model included 25% debt and 75% equity.  Many changes were seen.  Among these changes the most noticeable ones were the IRR and ERR.  The IRR increased from 19.6% to 24.0%, whereas the ERR was raised to 17.3% from the previous 14.8%.  Refer to Appendix A for results. 

The second model we used a 90% debt and 10% equity ratio.  This may be an option if collateral was used as security from an external source.  Custom Sprayer would dramatically increase the original IRR from 19.6% to 127.7% and the ERR from 14.8% to 54.4%.  The biggest change was the NPV.  It improved the NPV big time, from a -673 to 22,718.  
5.3 Financial Feasibility & Overall Financial Performance
Table 10 Financial Feasibility & Overall Financial Performance
	Year
	2008
	2009
	2010
	2011
	2012

	Sales
	 $     274,650 
	 $     280,143 
	 $     285,746 
	 $     291,461 
	 $     297,290 

	Cost of Sales
	 $     208,276 
	 $     216,636 
	 $     217,993 
	 $     220,212 
	 $     223,071 

	Gross Margin
	 $      66,374 
	 $      63,507 
	 $      67,753 
	 $      71,248 
	 $      74,219 

	Expenses
	 $      60,242 
	 $      61,447 
	 $      62,676 
	 $      63,929 
	 $      65,208 

	Net Income (Loss) Before Tax
	 $        6,132 
	 $        2,061 
	 $        5,077 
	 $        7,319 
	 $        9,011 

	Income Tax
	 $           613 
	 $           206 
	 $           508 
	 $           732 
	 $           901 

	Net Income (Loss) After Tax
	 $        5,519 
	 $        1,855 
	 $        4,569 
	 $        6,587 
	 $        8,110 

	Net Cash Flow to Equity
	 $      11,445 
	 $        7,008 
	 $             72 
	 $           156 
	 $           219 

	Year
	2013
	2014
	2015
	2016
	2017

	Sales
	 $     303,236 
	 $     309,301 
	 $     315,487 
	 $     321,796 
	 $     328,232 

	Cost of Sales
	 $     226,412 
	 $     230,124 
	 $     234,129 
	 $     238,372 
	 $     242,813 

	Gross Margin
	 $      76,824 
	 $      79,177 
	 $      81,358 
	 $      83,425 
	 $      85,419 

	Expenses
	 $      66,512 
	 $      67,842 
	 $      69,199 
	 $      70,583 
	 $      71,995 

	Net Income (Loss) Before Tax
	 $      10,312 
	 $      11,334 
	 $      12,159 
	 $      12,842 
	 $      13,424 

	Income Tax
	 $        1,031 
	 $        1,133 
	 $        1,216 
	 $        1,284 
	 $        1,342 

	Net Income (Loss) After Tax
	 $        9,281 
	 $      10,201 
	 $      10,943 
	 $      11,558 
	 $      12,082 

	Net Cash Flow to Equity
	 $           266 
	 $           302 
	 $           330 
	 $           352 
	 $           370 


	Net Present Value of Equity Investment
	-673

	Internal Rate of Return on Equity Investment
	19.6

	External Rate of Return on Equity Investment
	14.8


Custom Sprayer is producing positive incomes after taxes for the complete 10 year plan.  After year 3 Custom Sprayer is showing a negative Net Cash Flow, we believe this is a result from the paying out dividends every year. The NPV is negative which we believe is caused by paying out dividends.  This plan recognizes that having an IRR of 19.6% is acceptable, but having negative economic returns will not be acceptable.  For the future, potential equity investors will examine these calculated results when making financial decisions. 
The ERR of 14.82% illustrates the expected return on investors investments based on the companies dividend policy.  There will be equity investors within the company; therefore a dividend is paid out.  

5.4 Risk Analysis 

5.4.1 Critical Variables 

Custom Sprayer has two main critical variables which were identified by setting the IRR to 0%.  The critical variables that are vital to the businesses success are the number of sites serviced (sales) and the selling price of for it.  The selling price has the smallest change meaning that it is the most critical variable; Table 12 clearly describes the two main critical variables and their allowable changes.  Custom Sprayer will need to focus on these variables to be successful in the future.  
Table 11 Critical Variables for Custom Sprayer
	Critical Variables
	Base Case
	IRR - 0%
	Allowable Change %

	Wages
	24.45
	27.52
	27.00%

	Number of Sales
	2,400.00
	2,207.00
	-8.74%

	Fuel
	43,184.00
	51,325.00
	15.86%

	Selling Price
	80.00
	76.59
	-4.45%

	Chemical Sold
	1,200.00
	976.00
	-22.95%

	Chemical Price
	68.88
	62.08
	-10.95%


5.4.2 Breakeven Analysis 

The breakeven analysis was completed to help find the new selling price under certain changes.  Cash flow, net income and economic models were developed and all set to 0, from this Custom Sprayer could understand how the new selling price would affect each of these models.  The most critical variable (Selling Price) was used to help determine the breakeven models.  

The base case for the selling price is $80 per site, with a constant inflation rate of 2% over the 10 years.  The IRR was changed to 0%, because this is the breakeven number.  The second year a higher price will need to be charged if the net income wants to remain at 0.  For cash flow, net income and economic income prices can be smaller for the remaining year.  The company could survive if current selling prices were lower. 
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Figure 5 Breakeven Analysis for 10 Year Period
5.4.3 Scenario Analysis 

The two critical variables used in the risk analysis were number of sales and selling price.  These critical variables were used to determine a new IRR and NPV if they both changed 10%.  This would create a worst case and best case scenario.  The scenario was analysis was run with a 10% change.  The results seem to indicate the IRR and NPV are extremely sensitive to change.  Refer to Table 13 to see the results. 
Table 12 Risk Analysis for Custom Sprayer
	Risk Analysis

	Variable 
	Worst Case (-10%)
	Base Case
	Best Case (10%)

	Number of Sales
	2160
	2400
	2640

	Selling Price
	72
	80
	88

	IRR
	-41.83 %
	19.60%
	75.40%

	NPV
	-128,479
	-673
	117,463


6.0 Conclusion
From the ten year financial analysis conducted, it is concluded that Custom Sprayer is a feasible company.  Custom Sprayer had an Internal Rate of Return of 19.6% and an External Rate of Return of 14.8%.  The critical variables associated with the business plan included the selling price per unit services along with the number of sites serviced.  The company would be seen as unprofitable if the selling price was to decrease by 4.45% or if the number of sites serviced declined by 8.74%.  Custom Sprayer could further increase profitability by adding more trucks and hence increasing the number of sites serviced. 
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Appendix A. Financial Projections (See Attached Excel File)
Appendix B. Meals and Accommodations

Meals

Assuming a $8 breakfast, $12 for lunch, and $16 for supper = $36 per day

Therefore, $36 per day * 6 days per week * 16 weeks per person * 2 laborers
= $6,912
Accommodations

Assuming 2 nights per week * $105 per night * 16 weeks * 2 laborers
= $6,720
Total Meals and Accommodations

=$13,632

Appendix C.  Amount of Oil Wells Drilled in Alberta[image: image6.png]Customr Pakig

Underelped Area

Mo Compry

ComerelBusies Spce

L/
.

Btranee

Customr Pakig

Bt Plea

Highusy 13





Appendix D. Number of Wells Drilled in Saskatchewan Since 1998
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Appendix E. Spray operator wages including overtime
= 40 hours at $20/hr and 32 hours at $30hr * 2 operators = $3,520/week

Assuming 16 week season = $3,520/week * 16 weeks = $56,320
Appendix F. Cost of goods manufactured

= Direct Materials + Direct Labour + Manufacturing Overhead

Direct Materials

Fuel
 450 miles per day / 10 MPG * 4.54 Litres per gallon * $1.10/Litre * 2 trucks
= $449.46 day

= Assuming 6 days per week * 16 weeks
=$43,148
Chemical    
Assuming 2400 sties * 0.5 acres per site = 1200 acres

Dicamba costs $47.50 per acre * 1200 acres = $57,000



Glyphosate costs $7.60 per acre * 1200 acres = $9,120



= $57,000 + $9,000 = $66,120
Water     
=$350
Meals and Accommodations 
=$13,632 (See appendix B)

Personal Protective Gear =$1,950
Total Direct Materials = $43,148 + $66,120 + $350 + $13,632 + $1,950 = $125,200 

Direct Labour and Benefits =$64,950 (See Appendix A and E)
Manufacturing Overhead

Truck Maintenance 2 trucks at $3,500 = $7,000
Lease on Building = $2,000
Vehicle Insurance = $200 per month * 4 months * 2 trucks =$1,600
Cell Phones = $200 per month * 4 months * 2 phones = $1,600
Capital Cost Allowance = $5,926 (Appendix A)

Total Manufacturing Overhead = $7,000 + $2,000 + $1,600 + $1,600 + $5,926 =$18,126
Cost of Goods Manufactured 

= $125,000 + $64,950 + $18,126





= $208,276
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