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1. DISCLAIMER
This information memorandum is to introduce the subject matter and provide a general idea and information on the subject. Although, the material included in this document is based on data / information generated from experiments and field testing by a team of relevant scientists; however, it is based upon certain assumptions which may differ from case to case. The contained information may vary due to any change in any of the concerned factors, and the actual results may differ accordingly from the presented information. The PARC and its employees do not assume any liability for any financial or other loss resulting from this memorandum in consequence of undertaking this activity. The prospective user of this memorandum is encouraged to contact qualified consultant/technical expert, especially designated focal person(s) of this enterprise for reaching to an informed decision.
2. PURPOSE OF THE DOCUMENT
The purpose of this document is to facilitate potential investors in Herbs Production, Processing, Packaging and Marketing by providing them with a general understanding of the business, with the intention of supporting potential investors in crucial investment decisions. The project pre-feasibility may form the basis of an important investment decision and in order to serve this objective, the document/study covers various aspects of project concept development, start-up, production, finance, and business management.  The need to come up with pre-feasibility reports for undocumented or minimally documented sectors attains greater imminence as the research that precedes such reports reveal certain thumb rules; best practices developed by existing enterprises by trial and error, certain industrial norms and well established research findings that become a guiding source regarding various aspects of business set-up and it’s successful management. Apart from carefully studying the whole document, one must consider critical aspects provided later on, which form the basis of investment decisions. 
3. INTRODUCTION TO SCHEME

‘Prime Minister’s Youth Business Loan’ program , for young entrepreneurs, with an allocated budget of Rs. 5.0 Billion for the year 2013-14, is designed to provide subsidized financing at 8% mark-up per annum for one hundred thousand (100,000) beneficiaries, through designated financial institutions, initially through National Bank of Pakistan (NBP) and First Women Bank Ltd. (FWBL). Loans from Rs. 0.1 million to Rs. 2.0 million with tenure up to 8 years inclusive of 1 year grace period, and a debt: equity of 90: 10 will be disbursed to SME beneficiaries across Pakistan, covering; Punjab, Sindh, Khyber Pakhtunkhwa, Baluchistan, Gilgit-Baltistan, Azad Jammu & Kashmir and Federally Administered Tribal Areas (FATA).

5. EXECUTIVE SUMMARY
The project of herbs production, processing, packaging and marketing envisages the farming of herb, followed by processing, packaging and then distribution or supply to the consumer market. The proposed business will start with herbs production initially with 4-5 herbal teas and a potential to reach at 10 or more single or blended teas. Herbs cultivation is proposed to be located at areas where Mediterranean environment with marginal land is common such as northern Punjab, Murree Hills, KPK, Azad Kashmir, Northern Areas, and upland Baluchistan are suitable for English herb production such as Thyme, Oregano, Rosemary, Chamomile and lemon balm mint. 
Product(s) include herbal tea sachets, initially with single product from an herb which later can be upgraded to a range of blends of different herbs as per requirement of the market.
 Herbal Tea processing unit has an installed capacity to produce 40 sachets/min and at initial 50% utilization of the unit. 
The project can initially be started at one acre of land (i.e. 2 kanal/herb) gradually increasing to one acre for each of the herb selected for production and processing according to market demand.
Total Cost of the business proposal is estimated to Rs. 1.66 million with fixed investment Rs. 0.61 million and working capital Rs. 1.05 million. 
Given the cost assumptions, Net Present Value (NPV), Internal Rate of Return (IRR), Benefit Cost Ratio (BCR) and payback period are 10 million, 89%, 1: 2.0, 1.4 years, respectively.

6. BRIEF DESCRIPTION OF PROJECT
Prospect for herb production & processing, to be used for food product and medicine, will have three separate locations, one for setting up production unit and other for refining, processing and third is packaging process.

· Production: it is the basic component to establishment of an enterprise it is also considered as a separate enterprise.
· Technology: Herb processing and packaging requiring simple tools & equipment for refining and packaging with necessary equipment and machinery. The proposed unit requires basic herb equipment’s including Herb drying unit, tea sachet processing unit and Packaging material.
· Location: In northern Punjab, Southern Punjab (Vehari, Bakhhar, Hasilpur, Okara, Bahawalpur), Murree Hills (Letherar), KPK(Kabal, Swat), Azad Kashmir( Gureze and Sharda Forest Ranges/ Shard Forest Division and Keran Range of Keran Forest Division), Northern Areas(Gilgat, Karakuram regions), and upland Balochistan (Killa Saifullah, Killa Abdullah, Khuzdar, Mastung, Pashin, Quetta).
· Target Market: In addition to local markets and supply chains(big marts) available in Karachi, Lahore, Islamabad, Peshawar, Rawalpindi, Quetta and some northern areas of the country, an enormous export market for Pakistani herb after value addition exists in UK, UAE, USA and Germany etc.

· Employment Generation: The proposed project will provide employment to directly 4-5 people. Financial analysis shows the unit shall be profitable from the very first year of operation.

7. CRITICAL FACTORS

Individuals considering entering the herb industry must carefully consider the following factors:

1. Access to crop and fields that provide good product of herbal tea. 

2. Networking with the herb suppliers from all over the country would be necessary to meet any excess requirement or shortfall to full fill the demand of the consumer.
3. Consistent supply of herbs from the production facility to packaging facility and to fulfill market demands.

4. Availability of skilled manpower 
5. Wholesaler contracts

8. INSTALLED AND OPERATIONAL CAPACITIES
This prefeasibility suggests initial investment for one acre of land with the cultivation and production of 4-5 culinary herbs that can successively be increased to one acre for each herb. Later, the number of herbs, area and no. products can also be increased with the development of a range of blended herb teas. Actual production of selected herbs depends upon the part of plant used such as chamomile (flowers), thyme (leaves), oregano (leaves), and lemon balm (leaves) is used as tea. Other herbs may have significance in stem or roots. The initial total herb production and their net benefit is explained as fallowed.

Table 1: Gross Revenue and Net Return of Herbal Crops Rs./Acre
	Dry Herbs dry
	Yield

 (Kg)
	Prices (Rs./Kg)
	Gross Revenue

(Rs)
	Variable Cost (Rs)
	Gross Margins

(Rs)
	Net Profit

(Rs)

	Thyme(Leaves)
	800
	800
	640000
	43858
	596142
	574142

	Rosemary(Leaves)
	743
	800
	594400
	219479
	374921
	352921

	Oregano (Leaves)
	820
	800
	656000
	581378
	74622
	52622

	Lemon balm
	512
	800
	409600
	53008
	356592
	334592

	Chamomile(flowers)
	368
	700
	257600
	83960
	173640
	151640


9. GEOGHRAPHICAL POTENTIAL FOR INVESTMENT
· Pakistan is rich in medicinal and herb flora particularly in northern parts of the country. It is feasible to utilize this wealth for the benefit of common man. This could also be used as source of revenue for the farmers. In addition to the wild production, the investors could also entre in the commercial herb farming/production. The potential areas for production of herbs are  Southern Punjab (Vehari, Bakhhar, Hasilpur, Okara, Bahawalpur), Murree Hills (Letherar), KPK (Kabal, Swat), Azad Kashmir (Gureze and Sharda Forest Ranges/ Shard Forest Division and Keran Range of Keran Forest Division), Northern Areas (Gilgat, Karakuram regions), and upland Balochistan (Killa Saifullah, Killa Abdullah, Khuzdar, Mastung, Pashin, Quetta).

10. POTENTIAL TARGET MARKET

The marketing of herbs and herb products follows the traditional distribution channel, through middlemen or wholesalers at farm who identifies potential buyers or directly to retailers in urban markets. The time spent in transportation, from farm to the retail shop, varies from area to area. Over the years, collection and transportation of goods has improved with the use of loader vehicles. The key factors in marketing are availability of current market information, quality of product and supply & demand which will determine the selling price.

Pakistan largely export crude plant material which has low market value in the international martket. On the other hand, we import finished products with heavy burden on foreign exchange. Price difference between crude plant material and processed extracts is enormous. Recently, there is tremendous rise in demand of finished herbal products in the global market. Today, Pakistan ranks at 9th position in world trade of herbs with an export of 13965308 kg of herb raw material with a value 14900425 US$. There is a huge opportunity of export of herbs after value addition and earn foreign exchange.
11. PRODUCTION PROCESS FLOW

Following production process is generally followed:

[image: image1]
12. PROJECT COST SUMMARY
A detailed financial model has been developed to analyze the commercial viability of Herb Production, Value Addition & Marketing under the ‘Prime Minister’s Youth Business Loan’ program. Various cost and revenue related assumptions along with results of the analysis are outlined in this section. 
12.1: Project Economics
All figures in the financial model have been calculated for commercial production of four herbs at one acre area that results in production of approximately 719000 herbal tea sachets with sale revenue of Rs. 1.79 million per year. Following table shows the internal rates of return and payback period.

Table 2: Project Economics

	Description 
	Details 

	Net Present Value (NPV) 
	    10,624,118 

	Benefits Cost Ratio (BCR)
	1:2.0

	Internal Rate of Return (IRR)
	89%

	Payback Period (years)
	1.4


The results in the tables show that the net present value, internal rate of return and benefit cost Ratio. Returns on the business and its profitability are highly dependent on experience, suitable location and good technical practices. 
12.2: Project Financing

Following table provides details of the equity required and variables related to bank loan;
Table 3: Project Financing
	Description
	Details

	Total Equity (10%)
	             169,284 

	Bank loan (90%)
	            1,523,559 

	Mark up to borrower (per annum)
	8%

	Tenure of Loan (Years)
	8

	Grace Period (years)
	1


The above table shows that the bank will provided the loan of amount of worth Rs.1, 520,261 and owner having the equity in Rs. 168,918. The owner will be paid 8% Mark up of the borrowing amount. 
12.3: Project Cost
Factors that influence the profitability of cultivation and production of herbs include farm management, quality of inputs and environmental factors.
Following requirements have been identified for operations of the proposed business. 
Table 4: Project Cost
	Capital Investment
	Amount (Rupees)

	Capital Cost (one time investment)
	606,250

	Initial Working Capital
	1,086,593

	Total 
	1,692,843


12.4: Space Requirement 
One acre of land is required to produce herbs therefore land is taken on annual rental basis. In addition to that 2450sq.ft building of 4 rooms is also require for the washing, drying, processing, packaging and storage of herbs. In the herbs producing area the buildings are available and can be set up on a monthly rental basis. For this project it is assumed that the following lease/rentals rates will applicable for the packaging and marketing office.
Table 5: Land Requirement

	Area Required
	Area
	Monthly Rent Charges (Rs.)
	Yearly Rent(Rs.)

	
	
	
	

	For Production
	1 acre
	-
	10,000

	Management/Processing Unit/Office
	2450 sq. ft.
	8,000
	96,000

	Total Rent 
	
	8,000
	106,000


12.5: Machinery and Equipment

Following table provide the list of machinery and equipment required for the processing and packing of herbal products 
Table 6: Machinery and Equipment

	Capital Investment
	Amount(Rs)

	Equipment’s
	546250

	Furniture
	10000

	Total Capital Cost
	556250


Table 7: Operational & Maintenance cost
	Description 
	Unit
	Price
	Total (Rs./Year)

	Repair & Maintenance of Machine
	Yearly
	2000
	2000

	Maintenance of Field
	1Acre
	60000
	60000

	Utility Bills(Electricity Charges)
	Monthly
	1000
	12,000

	General Administration
	Yearly
	30000
	30,000


12.6: Raw Material Requirements
The below table explain the use of raw material and their cost distribution involved to produce one teabag of herbal tea 

Table 8: Cost of Raw Material (Rs./Teabag)

	Description
	Unit
	Rate Rs./tea bag

	Mobile used in tea bag making machine
	Liter/teabag
	0.057

	Total electricity consumption
	Rs./teabag
	0.025

	Teabag filter paper packing 
	Rs./teabag
	0.50

	Packing (box) price(Rs.)
	Rs./teabag
	0.25

	Labor for packing/box(Rs.)
	Rs./teabag
	0.05

	Marketing advertisement cost
	Rs./teabag
	0.05

	Total
	Rs./teabag
	0.91


12.7: Human Resource Requirement
This project provides employments opportunity to 4-5 people from production to marketing of the project. The given below table provides the labor engaging activities in the project and their wages according to the activity.
Table 9: Human Resource Requirement

	Description
	No.
	Price(Rs./1gm)

	Labor for washing
	1
	0.029

	Labor withering
	1
	0.029

	Labor drying 
	1
	0.029

	Labor grinding herbs
	1
	0.029

	Labor for assisting machine
	1
	0.029

	Total 
	
	0.146


12.8: Revenue Generation

Project Economics with Single Herb Production Package

Every part of the herbs has its medicinal value. For herbal tea leaves and flowers are used. The raw herbs are processed (washed, dried, separated leaves from stems, grind etc.) under hygienic conditions. Then teabags are made with the teabag machine. The given table shows the revenue generation with the single herb and multiple herbs production.

Table 10:  Project Economics with Single Herb Production Package
	 Raw material
	Quantity (Kg)
	Teabag (No.)
	Sale Price(Rs./Unit)
	Gross Margins

	 Thyme
	800
	800000
	3
	2400000


Table 11: Project Economics with Multiple Herb Production Package

	Herbs
	Quantity 

 (Kg/0.25 acre)
	Teabag

(No.)
	Sale Price (Rs./Unit)
	Sale 

Revenue/Herb

	Thyme
	200
	200000
	3
	600000

	Lemon balm
	128
	128000
	3
	384000

	Oregano
	205
	205000
	3
	615000

	Rosemary
	186
	186000
	3
	558000

	Total Sale Revenue
	719
	719000
	 
	2157000


13. CONTACTS – SUPPLIERS, EXPERTS / CONSULTANTS
DR. Naeenullah
PGRI, NARC, ISLAMABAD
Ph: 051-8443734
Email: naeemnarc@yahoo.com
14. INSTRUCTION FOR INVESTORS
To make the Project feasible it is good to produce more than one herb at farm. The selection of herbs is totally depending upon the producer by looking at the marketing aspects. 

1. Lemon balm grows with  shoots

2. In chamomile production use of fertilizer is higher and no. of picking and labor requirement is higher.

3. In the first year the production might be low but in the second and third year herbs give maximum production.

4. From the raw herbs production an entrepreneur can make starts the herbal tea business or introduced the herbs in market in the bottles form like the other branded company’s products are available in the market.

5. The prices of the herbs vary from market to market. The business is only successful when an investor stats the business from production to product development.

6. For this business strong market linkages and full market analysis is required. 

7. The minimum price is quoted in the feasibility to find the return. The price per teabag can increase from.
15. KEY ASSUMPTIONS 
	Particulars
	Assumption

	Sales Price Growth Rate
	5% per year

	Increase in cost of raw material by taking the 10 Year Growth of Inputs
	9% per year

	Increase in utilities
	10% per year

	Debt/Equity Ratio
	90:10

	Plant Building
	10%

	Machinery(Life of Machine)
	20%

	Office furniture & fixture
	10%

	Loan Period
	8 years

	Grace Period
	1 year

	Loan installments
	Monthly

	Financial charges (interest rate)
	8%


ANNEXURES-I Income Statement
	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7
	Year 8
	Year 9
	Year 10

	Revenue
	2120544
	2449229
	2828858
	3267329
	3483155
	3657312
	3840178
	4032187
	4233796
	4445486

	Cost of Sales

	Raw material Cost
	747696
	896488
	986136
	1084749
	1101336
	1101336
	1101336
	1101336
	1101336
	1101336

	Cost of Production
	60000
	65400
	71286
	77702
	84695
	92317
	100626
	109682
	119554
	1101336

	Repair & Maintenance
	2000
	2200
	2420
	2662
	2928
	3221
	3543
	3897
	4287
	4716

	Utilities
	97200
	106920
	117612
	77702
	142311
	156542
	172196
	189415
	208357
	229193

	Total cost of sales
	906896
	1071008
	1177454
	1242815
	1331270
	1353416
	1377701
	1404331
	1433534
	2436580

	Gross Profit
	1213648
	1378221
	1651404
	2024515
	2151885
	2303896
	2462477
	2627856
	2800263
	2008906

	General administration & selling expenses

	Communications expense (phone, mobile)
	15000
	15750
	16538
	17364
	18233
	19144
	20101
	21107
	22162
	23270

	Farm expenses (stationary, entertainment, etc.)
	15000
	15750
	16538
	17364
	18233
	19144
	20101
	21107
	22162
	23270

	Depreciation expense
	27805
	27805
	27805
	27805
	27805
	27805
	27805
	27805
	27805
	27805

	Amortization of pre-operating costs
	50000
	10000
	10000
	10000
	10000
	0
	0
	0
	0
	0

	Subtotal
	107805
	69305
	70880
	72534
	74270
	66093
	68008
	70018
	72129
	74345

	Operating Income
	1105843
	1308916
	1580524
	1951981
	2077615
	2237803
	2394469
	2557838
	2728134
	1934561

	Earnings Before Interest & Taxes
	1105843
	1308916
	1580524
	1951981
	2077615
	2237803
	2394469
	2557838
	2728134
	1934561

	Interest expense on long term debt (Project Loan)
	123765
	113308
	99565
	84680
	68560
	51102
	32195
	11719
	0
	0

	Interest expense on long term debt (Working Capital Loan)
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Subtotal
	123765
	113308
	99565
	84680
	68560
	51102
	32195
	11719
	0
	0

	Earnings Before Tax
	982078
	1195608
	1480960
	1867301
	2009055
	2186701
	2362274
	2546119
	2728134
	1934561

	Tax
	69811
	101841
	144644
	220960
	249311
	284840
	319955
	359030
	404533
	234412

	Net Profit/(Loss) after Tax
	912266
	1093767
	1336316
	1646341
	1759744
	1901861
	2042320
	2187090
	2323601
	1700149


ANNEXURES-II Cash Flow of the Project (Rs.)
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7
	Year 8
	Year 9
	Year 10

	Operating Activities
	

	Net profit
	
	912266
	1093767
	1336316
	1646341
	1759744
	1901861
	2042320
	2187090
	2323601
	1700149

	Add: depreciation expense
	
	27805
	27805
	27805
	27805
	27805
	27805
	27805
	27805
	27805
	27805

	amortization of pre-operating costs
	
	50000
	10000
	10000
	10000
	10000
	0
	0
	0
	0
	0

	Deferred income tax
	
	69811
	32030
	42803
	76316
	28351
	35529
	35115
	39075
	45504
	-170121

	Raw material inventory
	-807696
	-154192
	-95535
	-105029
	-23580
	-7623
	-8309
	-9056
	-9871
	-981782
	2202672

	Accounts payable
	
	72805
	10271
	8251
	5295
	1293
	667
	727
	792
	40769
	-50156

	Other liabilities
	
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Cash provided by operations
	-807696
	978496
	1078338
	1320146
	1742177
	1819571
	1957553
	2096910
	2244890
	1455896
	3710349

	Financing Activities
	
	
	
	
	
	
	
	
	
	
	

	Project Loan - principal repayment
	
	0
	165590
	179334
	194218
	210338
	227796
	246703
	267179
	0
	0

	Additions to Project Loan
	1523559
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Additions to Working Capital Loan
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Issuance of shares
	169284
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Purchase of (treasury) shares
	
	
	
	
	
	
	
	
	
	
	

	Cash provided by / (used for) financing activities
	1692843
	0
	165590
	179334
	194218
	210338
	227796
	246703
	267179
	0
	0

	Capital expenditure
	-606250
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Cash (used for) / provided by investing activities
	-606250
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Net Cash
	278897
	978496
	1243927
	1499480
	1936396
	2029909
	2185350
	2343613
	2512070
	1455896
	3710349


Annexure-IV. Cost of Production of on herb (Thyme) Rs./Acre

	Particular
	Units
	Quantity
	Price (Rs./Unit)
	Total Cost/Acre

	Land Preparation
	 
	 
	 
	 

	Cultivator + Planking
	No
	4
	1200
	4800

	Seed 
	Kg
	0.2
	29854
	5971

	No of Plants
	No./Acre
	26979
	 
	 

	Row distance                                                                           
	Cm
	30-50
	 
	 

	Column distance
	Cm
	30-40
	 
	 

	Nursery Sowing

(1 month)
	No. of hr.
	2
	350
	700

	Transplantation
	 
	4
	350
	1400

	No. of Hoeing
	No.
	8
	 
	 

	Hoeing
	No. of hr.
	24
	350
	8400

	FYM
	No. of Trolley
	5
	1000
	5000

	Irrigations

 (Diesel Tube Well)
	No
	5
	1000
	14000

	Labor for irrigation
	Man hr/irri.
	2
	43.75
	87.5

	No of Cutting
	No.
	2
	 
	 

	Labor for picking
	Man days
	5
	350
	3500

	Cost without land rent
	 Rs. Acre
	 
	 
	43858.3

	Land Rent
	Rs. Acre
	 
	 
	10000**

	Total cost with land rent
	Rs. Acre
	 
	 
	53858

	Yield
	 Kg./Acre
	800
	800-1000
	800000

	Net Profit
	 Rs./Acre
	 
	 
	746142


*All the production practices of the English Herbs are same there is a slight difference in the management practices like use of  FYM, seed plantation method, no of irrigation, no of picking etc. Training and strong review of literature is required to grow herbs.
** Land rent varies from area to area. The marginal area land rent is given in the cost of production.
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