Question List
Questions needing answers when starting up a small food related business

Joe Karthein, Kootenay Country Store Co-operative, October 8, 2013

1. Ask the right questions to the right people.

2. Keep asking yourself “Am I really listening or am I just hearing what I want to hear.”

3. Every question will develop more questions.  This is what you want!  
No matter how established your business is, if questioning stops your business will fail.

Knowing the answers to the following questions will help you build a solid foundation for a successful business – or help you determine your business is not feasible before you’ve invested too much.

Ask yourself: (as a manufacturer)
· Will your product sell direct to consumers or will a retailer be selling your product for you?
Business models that try to combine these two methods of selling are often challenged: IE selling direct to the consumer at farmers markets combined with selling to a local retailer.
See “Comparison of Distribution Models” slide at the end of this document.
· What retail price is acceptable to your consumers? 
Create realistic test products with as accurate as possible product and packaging – then conduct real consumer testing.  You can make this test seem even more real by borrowing a pricing gun from a local Retailer.  It is the consumer’s very initial response to the product you need to understand and record.
· Where are your core customers located?  
· What are your short and long term growth plans for your client base?  
Controlled growth is crucial.  Work out the kinks of the product on a small test market before going too big.
Example:  Most small food processing businesses try to grow too fast.  Growing too fast can create cash flow issues.  Also, marketing focus is required for businesses with limited financial resources.   
· What seasonality will your customers purchasing habits have?
Many businesses are so seasonal that cash flow becomes impossible to manage once the business grows.  Understanding this before building the business to this point is very important.
· What is the weight and corresponding shipping costs of your product?
In more isolated regions in Canada, the cost of shipping makes some business models unfeasible – especially large, heavy, refrigerated or frozen products.  Look to manufacturing products that are small, expensive and shelf-stable in geographically isolated areas.
Example:  Back in 1999 I was buying cabbage in Quebec that cost $.20/lb.  The cost to ship it from Montreal to Calgary was approximately $.30/lb but the cost to ship from Calgary to Nelson (just 630 km’s!) was $.40/lb.  It cost more to ship 630 km’s than to ship 3530 km’s – and $.70/lb for shipping total versus just $.20/lb for the cabbage itself!   
· What unit size will be the most profitable for your business?
You can’t afford to not to do the market research required to find the perfect unit size for you product.  Bring products to market in too large of a size format is a very common mistake among small food manufacturers.  It might only cost ¼ more to manufacture a product double the size – but the consumer more often than not will choose the smaller size. 
Example:  I counselled the original owner of Ron’s Kootenay Kitchen Pate probably three times over the years to make his product smaller so it would hit a $4.99 price point.  When Ron finally did this his sales took off.  I learned this lesson early on.  I was convince people would want 1L of sauerkraut – but the 500ml size was far more feasible in the long run.
· What distribution channels does your competition use?
Ask Distributor, Wholesaler,
Broker, or Agent:
· What is the reputation of the distributor/broker/agent that you are interested in working with?
· What sales projections do they think are rational and expected?
This is a critical question for determining feasibility initially – then defining your cash flow and projections as you move along in your business plan.  
· What costs are involved in using a wholesaler/ distributor/broker/agent?
See “Typical Grocery Product Margins” slide at the end of this document.  
· What are their margins?  
Margin varies from Mark-Up.  When selling manufactured food products, it is important to know the difference.  
See “Margin VS. Mark-Up” slide at the end of this document.
· What are their minimum orders for retailers to get free shipping?  
Distributors with lower minimum orders will likely have retailers purchasing from them on a more frequent basis.  This will improve the fill rate of your product on store shelves.
· What kind of co-op advertising programs are you required to participate in – what are the costs of participation?
Definition: Co-op Advertising is a system by which ad costs are divided between two or more parties. Usually, such programs are offered by manufacturers to their wholesalers or retailers, as a means of encouraging those parties to advertise the product.  Typically manufactures will be required to commit 2% to 10% of gross sales to coop advertising depending on the industry.
Example:  Participating in Co-op Advertising programs is not often not option.  A shared front page flyer Save-On Foods advertisement would cost the manufacture many $1000’s of dollars. To get a good idea of what might be expected of you with natural foods specific retailers, ask the Kootenay Co-op for a copy of our current annual ad planner.  Choices (Western Canada) and Whole Foods Markets would be very valuable to get if you are planning to sell to those stores. 
· What sort of incentives can the distributor offer if the manufacturer gives the distributor an exclusive in a given territory? 
Be very careful of promises regarding pricing.  Often on exclusive products distributors use the opportunity to make extra margin – and balance out the low margins they are achieving on products they must compete on.
Example:  I am cautious about putting distributor names in writing but I have seen this time and time again.  I’ve had this promise made to me and had it broken repeatedly.
· Is your product perishable?  How will returns of damaged/spoiled product be handled?
See comments in retailer section.
· What terms of sales will you offer? 
Start your business with strong payment terms (IE penalties for late payments or COD.)  It is difficult to change terms once you’ve established relationships.  Be unrelenting in this.  Your cash flow will depend on it.  
Example:  I personally had no end of problems here.  Big businesses can be just as bad as smaller businesses in this regard.  Often when selling only to distributors you might only make a sale or two a month – and if that big check is delayed even a few days beyond expected it can cause havoc.  Sadly, small business are usually the last paid by bigger companies who themselves have cash flow issues. 
· How aggressive and willing to work synergistically with you is the distributors/brokers sales team? 
· How accessible is the distributor’s sales team to you?  Are you able to give a demonstration of your product to the sales team? Is the distributor willing to let you discuss regional opportunities with individual sales reps or is your contact strictly limited to the sales manager or buyer?  
Find out if the manager of the sales team selling your product is amenable to you working with his/her reps directly.  Building relationships with reps is a huge help.
· How many retailers does the distributor service?  
Most distributors will be guarded about giving out their entire client list.  Rather than asking directly for this, consider the principal of “fishing where the fish are.”  Find out what are the key account for each sales territory and focus completely on these bigger accounts.
· What trade or consumer shows is your distributor or broker participating in that would be of benefit to your company?
You can save a lot of money by participating in trade shows directly in your distributor’s booth versus having your own booth.  For example for natural foods, the CHFA shows (Vancouver, Toronto, Quebec City) are crucial for product distributed on anything approaching a Provincial level. 
Example:  When I started my organic raw sauerkraut business I immediately attended the CHFA show in Vancouver.  This cost me $1000’s of dollars for a booth and expenses.  In retrospect, it was crazy not to have a distributor lined up first, and then be in their booth for free or a very minimal fee.  Many new natural foods businesses make this mistake!
· What is the service area of the distributor?  
Sometimes a more regional distributor that has a good focus is better than a national one.  
Example:  Ontario Natural Foods Co-op only sells in Eastern Canada but they are very focused in their efforts and make a good partner.  Same with Horizon in the West.  On the other hand, UNFI or Pro Organics sell nationally which has its own different positive things about it.  I strongly recommend not launching a product on a National basis without considerable capital, infrastructure, and professional consulting assistance.
· Does the distributor do an adequate job of passing on sale pricing that you as a manufacturer have offered them through to their customers? 
Example:  It was common practice for distributors to set up sale months with Manufactures, then only buy during these sale periods – and then not pass these sales on to their retailer customers.  This is a lot less common now that most distributors can do MCB’s but I am sure it is still occurring.  See next question re. MCB’s.
· Is the distributor’s computer system capable of handling Manufacturer’s Chargeback’s (MCB’s)?  Definition: Manufacturer’s Chargebacks (MCB’s) are sale periods that are set up directly with specific retailers by the distributor or broker or occasionally the manufacture.  The retailer buys the product at discount from the distributor for a specified period, and then the distributor “charges back” the manufacture for all of the discounted sales that occurred during the discounted period.)  

Ask Retailers:
· How do your key retailers prefer to purchase from you?  
While the Kootenay Co-op store in Nelson B.C. encourages direct purchasing from their local vendors this is not usual.  Far more often than not, retailers of any size refuse to purchase direct from anyone but a handful of distributors – or through their own internal distribution networks.  This seems to be improving with local foods recently coming to prominence but there is still a long way to go.
· What margin will your retailer put on your product?
You must fully understand “margin” and how it differs from “mark-up” prior to have this discussion with retailers.  Find out industry averages – or ask retailers “am I being realistic if I (or my distributor) sells you a product for this, would you be able to price it for _________.  See below for more information on margins versus mark-up.
See “Margin VS. Mark-Up” slides at the end of this document.
· What is the reputation of the distributor/broker/agent that you are interested in working with?  Every retailer has their own favourite distributor(s).
 Launching your product with a distributor your key retailers favour will greatly facilitate getting product listings – and keeping those listings.  
Example:  At the Kootenay Co-op our primary distributor is Horizon. New product listings through Horizon tend to do better because they are better supported than products through distributors we do a lot less business with.  We are also much more likely to experiment with a new product we are not convince will work in our store if it is through Horizon just because of how easy this is for us to organize.
· How often does each of your potential distributors make deliveries (daily, weekly, semi-monthly?)  How reliable are their deliveries?  How good are their sales people?
The more frequent the deliveries, the better the fill rate will be on your product and the more you will sell.  
· What guarantee will retailers give you that if you pay them for the placement of your product (a “listing fee”) that they will continue to stock it for a given period of time?  
Sometimes this listing fee is in dollars but more often than not it is in the form of a “Free Fill.”  Free fill usually means a free case of free product for every individual product you are listing – so 5 varieties means 5 cases – per store!  This listing fee and/or free fill can range from a case of free product per store such as at Overwaitea / Save-On (70 cases of product per SKU!) to a $5000 listing fee at Safeway.  A listing fee is not a guarantee that a product will remain listed indefinitely – it only secures the initial placement of the product.
Example:  This is an example of listing fees gone wrong:
1. In early 2000 6 SKU’s of my product were listed free of charge at a small but important for natural foods retail chain in Vancouver.
2. The product sold $10,000 dollars in its first year.
3. The product went off the market for approximately 3 months in 2002 due to production problems.
4. The retailer refused to put my product on the shelf again without a free case for every SKU for every store (about $1400.)  A stalemate of 1 year ensued.
5. Finally they agreed to take it if I gave them ½ case per sku per store (about $700 in product.)
6. All additional sales of the product for the first month were at 10% off.  In turn, instead of discounting the product 10% off themselves they put it on sale for what amounted to about 3% off.
7. After just 5 weeks I was told my product was being delisted due to poor sales.  I was given no opportunity to promote it. They cited the fact that the product was a cooler item and that this was premium space as to why they had to do it.

It is important to note that there was no “bad blood” here initially.  I had good relations with the retailer at this time other lines I was representing as a broker and had to maintain tolerable relations afterwards as well.  Business can be ruthless.
· What are the retailer’s expectations for an annual advertising budget? This is commonly referred to as “Coop Advertising” 
See notes in Ask Distributor, Wholesaler, Broker, or Agent regarding Co-op Advertising.
· What sort of product support will the retailer give you to help sell your product?  
· How will returns of damaged/spoiled product be handled?  Who is responsible?
Example: A certain Canada-wide mass retailer is notorious for this.  They make businesses dealing with them sign forms holding the signatories accountable for all claims without having to provide any proof.  I have heard many stories of years going by without claims then out of the blue Safeway will give a business a bill for hundreds of thousands of dollars.  The manufacturer is then forced to pay or the chain will stop selling their product.  
· Will you give your retailer an exclusive for a given market area?  If so, will the retailer give you a lower margin on your product to meet a specific price point?  
This is risky business so consider carefully before embracing this idea.  If relations with the retailer go sour, the competition excluded from your product initially will have serious doubts about supporting your business. 
· How can you help the retailer to increase their sales of your product?  
· What kind of turnover is expected?
Ask specifically about like products and to get actual predictions.  It can be surprising even in a busy store what the numbers actually are – often lower than you think.  This is crucial information for your cash flow.
Ask Consumers:
· Where does your consumer prefer to purchase your product?  
· What is the maximum price for your product that they consider acceptable?
· What are current consumer trends?  
Grocery trends have leaned strongly towards local and fresh products beginning strongly in 2011.  There are no signs of this stopping so maybe this won’t be considered a trend soon enough!
There is also a big resurgence of popularity in gluten-free foods (which went through a similar trend in about 2004 that waned after a year or so of explosive growth.)   

Ask Other Manufactures of Similar Products to Your Own:
Don’t be afraid to reach out and talk to other manufacturers.  In my experience, most people want to be helpful and won’t view you as the threat you might perceive yourself to be to them.  As they are already doing what you intend to do, they’ve already learned a lot of hard lessons.  If you get just one good tip it makes it worth the call or the visit!
· Is the manufacture happy with the service their distributor is providing?
· Has the distributor honoured its agreements with the manufacture?
· Does the distributor/retailer in question pay bills on time?

Margin VS. Mark-Up
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*Joe Karthein, mini-Bio
2012- Present – Operations Manager, Kootenay Co-op (Oversight of all Revenue Departments, $12,000,000 annual sales)
2011-2012 – Grocery Manager, Kootenay Co-op (Managing Grocery and Bulk Departments)
2009-2011 – Community Futures Central Kootenay, Self Employment Counsellor (Business counselling, teaching, and comprehensive reviews of over 50 business plans)
2007-2011 – Various business consulting projects (mostly food businesses, business planning, and other unrelated work in this time frame)
2001-2006 – Broker/ Western Sales Manager, Beland Organic Foods, (Brokered Liberty Yogurt, Fruit D’Or Cranberries, Canadian Heritage Maple Syrup, Green Cuisine etc.)
2001 – Sales Representative – Left Coast Natural Foods

1999 – 2006 – Founder, Owner, Karthein’s Kraut Organic Sauerkraut, (Karthein’s Kraut was sold in 2006, product is still sold nationally as of 2013) 
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Margin Percentage Pricing versus
Mark-up Percentage Pricing

Most industries set pricing through the use of “Margin
Percentage” or simply “Margins” in industry jargon.

Setting pricing via margin percentage is completely different
than pricing via mark-up percentage. Itis critical to.
understand how these differ:

Ifyou area manufacture or a retailer, you need be able to
confidently caleulate margins so you will be speaking the
same language as others in your industry - otherwise you

could lose a lot of money fast.
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Definition: Mark-up Percentage Pricing

Mark-up percentage pricing is the percentage difference
between the costand the selling price.

ion: Margin Percentage Pri

ng

Margin percentage pricing is based on the percentage
difference between the selling price and the profit, It is
caleulated viaa simple mathematical formula;
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Mark-up is calculated as follows:

Selling Price = Unit Cost plus Mark-up Percentage

. is the percentage difference between the cost andthe selling price”
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Working Backwards from Retail:

The ability to calculate backwards from retail pricing is
also invaluable. This will help you determine realistic
wholesale pricing for you and your competitors.

X = $1.25 multilied by $1.00
(1 minus 0.20)

X = $2.35 multiplied by $1.76

(2 minus

x= $35.98 multiplied  $22.31
by ( 1 minus 0.38)
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Typical Grocery Product Margins:
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