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INTRODUCTION

Many people dream of owning their own food business and market-

ing a family recipe. How many times have you heard “You should sell

this stuff”? Many large food businesses, such as Kraft, M&M/Mars, and
Bueno Foods, started as small family enterprises. There are always oppor-
tunities for new food products in today’s marketplace. This publication,
the first in a series on starting a food business in New Mexico, outlines the
necessary steps to manage a food business and make that dream a reality.
For more information on starting a food business in New Mexico, visit
these resources:

*  Guide E-510B: Starting a Food Business in New Mexico: Food
Processing: https://pubs.nmsu.edu/_e/ES10B.pdf

*  Guide E-510C: Starting a Food Business in New Mexico: Food
Safety: https://pubs.nmsu.edu/ e/E510C.pdf

BUSINESS PLANNING AND MANAGEMENT
Successful new businesses require careful planning and management.
Because businesses that produce and sell food can have a direct effect on
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Table 1. Abbreviated Summary of Business Structure Advantages and Disadvantages

Ease of Control/ R . Initial capital Continuity
.. Liability Taxation . .
organization | management creation of life

Sole Proprietorship + + + -
Partnership + + +-
Corporation — + "
Limited Liability + +
Company
Cooperative + +

public health and safety, they face increased govern-
ment and consumer scrutiny. Food businesses must
comply with numerous government regulations, mak-
ing their development, operation, and success even
more difficult.

Individuals interested in starting a food-processing
business must gain a general understanding of busi-
ness management issues before beginning a food-
processing business. Additional and more specific
information should be gathered from qualified profes-
sionals noted in the references section of this guide.

BUSINESS STRUCTURE

One of the first decisions an entrepreneur must make
when developing a new business is which legal
structure will be used for the business. A number of
business structures should be considered, and each
has advantages and disadvantages. Income tax ad-
vantages and/or limited liabilities are usually cited
as a reason to prefer one form over another. The as-
sistance of qualified tax and legal professionals can
help entrepreneurs avoid many headaches and save
some tax dollars. Some of the more common struc-
tures used in the food-processing industry are dis-
cussed below (U.S. Small Business Administration,
n.d.), and include:

*  Sole proprietorships

* Partnerships

* Limited liability companies and partnerships

»  Corporations

*  Cooperatives

Specific advantages and disadvantages of each of
these business structures are discussed at the U.S.
Small Business Administration (SBA) website at
www.sba.gov, and are summarized here in Table 1.

In addition, the SBA site provides other important
tips for beginning a new business, including a 10-step
checklist for starting your business (https://www.sba.
gov/business-guide/10-steps-start-your-business).

Sole proprietorships

Sole proprietorships are the most common form of
business structure for small businesses. A sole propri-
etorship offers the owner (usually one individual who
is responsible for routine operation of the business)
complete control of the business. In reward for their
efforts, the proprietor receives all business profits but
assumes responsibility for all risks and liabilities. This
responsibility extends to the owner’s personal assets;
that is, the owner has unlimited liability and is legally
responsible for all business debts. Both business and
personal assets are at risk under the sole proprietor-
ship form of business ownership and structure.

Partnerships

Partnerships, which include general (i.e., normal)
partnerships, limited partnerships, and joint ventures,
extend ownership from one individual to two or
more individuals. Partnerships usually require shared
management of the business, and should be created
with specific agreements regarding the management
of the business (e.g., how decisions will be made,
how profits will be distributed, how disputes will be
handled, and how future growth or termination will
be handled). As with sole proprietorships, individual
owners in a partnership are responsible for all com-
pany liabilities (relief from this personal liability is
found in limited partnerships). In the case of a general
partnership, individuals may also be responsible for
the decisions and actions of other partners within the
business as well.

Guide E-510A ¢ Page 2




Limited liability companies

and partnerships

Limited liability companies and partnerships are hy-
brid forms of business ownership that combine the
advantages of several different ownership structures.
Specifically, they extend liability limitations (similar
to those of a corporation) and maintain certain tax ad-
vantages of simpler structures (e.g., partnerships).

Corporations

A corporation is considered a separate entity from its
owner(s). A corporation can be taxed or sued, it may
enter into contractual agreements, and it has a perpetual
life (its life is not affected by ownership). Shareholders
of a corporation own the business, and management

is generally performed by a shareholder-elected board
of directors (who may elect a management team, e.g.,
president). Benefits of corporate structure include lim-
ited liability for owners (shareholders), perpetual life,
ease of ownership transfer, and ease of capital acquisi-
tion. Disadvantages include possible higher taxes (taxes
must be paid by the corporate entity and by sharehold-
ers from dividend distribution) and complexities of
creation and maintenance.

Cooperatives

Often used by agricultural producers, cooperatives
provide a unique business format that allows individ-
ual producers or processors to cooperate. Most coop-
eratives are organized as a special type of corporation
“subchapter T”” and must be chartered within a state.
Common guiding principles for cooperatives include
open membership with democratic or proportional
voting (cooperative control), patron-provided equity,
and net income distribution on a cost basis through
patronage refunds (Barton, 1989).

A relatively recent advancement in cooperative
organization is the development of “new generation”
cooperatives. New generation cooperatives have sev-
eral unique characteristics that distinguish them from
more traditional cooperatives: delivery rights and re-
quirements tied to equity investment, closed or limited
membership, higher initial investment requirements,
and the ability to transfer appreciable (and deprecia-
ble) stock or delivery rights (Bielik, n.d.).

BUSINESS PLANNING

In addition to determining the appropriate business

or legal structure, food entrepreneurs must consider
a number of other issues and develop management

strategies for each issue. Feasibility studies and busi-
ness plans are tools used by food entrepreneurs to de-
velop working strategies.

Feasibility study

A feasibility study is a companion to the business plan
(in some cases, such as small business ventures, the
feasibility study is included as a section within the
business plan). It is a preliminary analysis of the prod-
uct and business idea to determine if the idea is viable
(Reilly and Millikin, 1996). Information gathered in
the feasibility study can be used to develop a formal
business plan. A well-executed feasibility study will
help determine if the product, the market, and the
entrepreneur’s management skills and financing will
likely combine to create a success. Common elements
contained in a feasibility study include an assessment
of the market, the financial feasibility of the business,
and potential pitfalls that may be encountered in the
development of the business.

Business plan

A business plan helps lay out the road map for a
new (or existing) business. While plans for differ-
ent business ventures will vary, all business plans
should address:

» Business description and situation analysis

*  Market analysis and planning

* Financing

*  Management and human capital capacity

The business description and situation analysis
should provide both the entrepreneur and potential
outside stakeholders (e.g., partners, financial re-
source holders, etc.) a concise but complete descrip-
tion of the business. Included in this section should
be a description and an analysis of the current busi-
ness climate in which the new business will operate.
Much of this information will have been obtained
during the feasibility study.

The market analysis section of the business plan
will continue with the work previously performed
in the feasibility study. Specific considerations
within this section will include a summary of market
research, a detailed analysis of competitors (e.g.,
identification of competitors, their strengths and
weaknesses, etc.), an analysis of the proposed busi-
ness (e.g., identification and analysis of the proposed
business’s strengths and weaknesses), projections of
future sales, and proposed strategies relating to the
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Table 2. New Mexico Food Business Incubators (current as of 09/2021)

Name Address

Contact information

Northern New Mexico 921 N. Paseo De Onate
Community College jSostenga! | Espaiiola, NM 87532
Commercial Kitchen

505-753-8952 | Jan Matteson,
janmatteson@nnmec.edu | http://nnmc.edu

Technology Lab P.O. Box 30003, MSC 3AE
Las Cruces, NM 88003

NMSU Extension Food Tejada Building, Lab Room 105 | 575-646-1179 | Nancy Flores, naflores@nmsu.edu |

https://aces.nmsu.edu/ces/foodtech/index.html

Socorro County 407 Center St. 505-507-0991 | Al Smoake,

Commercial Kitchen Socorro, NM 87801 aandjfamilyfarm@yahoo.com

South Valley Economic 318 Isleta Blvd. 505-877-0373 | timn@rgcdc.org |

Development Center Albuquerque, NM 87105 http://www.svedc.org/

Taos County Economic P.O. Box 1389 575-758-8731 | tcedc@tcedc.org |

Development Corporation 1021 Salazar Rd. https://www.tcedc.org/programs/taos-food-center/
Food Center Taos, NM 87571

business’s marketing mix (development of strategies
relating to pricing, promotion, place, and positioning
of the proposed product).

The financing segment of the business plan will
provide a complete and detailed look at financial
resources the business will require (based on the as-
sumptions and analyses performed in other sections
of the business plan and the feasibility study), in-
cluding owner-supplied funds and borrowing needs.
This section should include pro forma financial
statements, including income statements, cash flow
(budget or forecast), and balance sheets. For exist-
ing companies, realized company financials can be
included in this section.

The management section will help outline the busi-
ness’s management structure and strategy as it relates
to the business. This section should identify key man-
agers within the company and include a description of
how each of these key individuals will contribute to
the business’s success. An organizational chart should
be used to summarize different management roles and
responsibilities within the business and the relation-
ship between different business segments. The man-
agement section may also include a discussion about
the legal structure of the business.

LIABILITY PROTECTION

Grocery stores and distribution companies generally
require all food processors to carry product liability
insurance. For small businesses, product liability insur-

ance can be an attached rider under a homeowner’s
policy. Check with your insurance agent or even online
for the best policy coverage (minimum $1 million) and
premium payment. Other types of liability protection
to consider are life insurance, general business liability
insurance, property loss, equipment warranties, auto
insurance to cover vehicles used for business purposes,
and disability insurance for employees. The type of in-
surance needed may also depend upon the structure of
business ownership.

FACILITIES AND EQUIPMENT

Building a certified kitchen requires considerable
capital outlay and time investment to ensure that
all local, state, and federal building codes are fol-
lowed to create a safe food-processing facility.
Most commercial food products cannot be made in
a residential kitchen. A separate room or facility
must be built.

Wants and needs must be clearly defined when
considering a private food-processing kitchen. That
pretty Mexican tile is beautiful, but it may be inap-
propriate for wet floors and difficult to clean. A state-
of-the-art mixer with a 100-gallon bowl may be nice,
but a 20-quart bowl might suffice for the first year or
two of production. Consider purchasing equipment
with pieces that can be adapted and changed as the
company’s needs increase. Before embarking on a
huge expense, consider all the options available to
you, especially for a new venture.
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@ equipment C:'\V regulations
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Figure 1. Diagram of planning and development processes of starting a food-processing business.

Certified commercial facilities or incubator kitchens Figure 1 provides a visual diagram of the planning
are available throughout New Mexico (Table 2) that and development process.
provide major mid-sized equipment and can be rented
by the hour. Some of these facilities have support Business planning and management
personnel that can help with recipe development, safe *  Feasibility study
food-processing procedures, and marketing and busi- +  Business plan
ness plan development. Renting a certified, permitted o Situation analysis
church kitchen or restaurant during off hours is also an o Market analysis and plan
option. Many businesses start in rented facilities and o Financing and management
then move into a private commercial food-processing e Tax identification number
facility once the business is established. Avoiding a
large investment in facilities and equipment—and the Liability insurance protection
fixed debt payments that follow—is a major step in *  Product liability insurance
managing risks and rewards during the startup phase of *  Business liability insurance
a small business. * Employee disability insurance

e Life insurance
TAX IDENTIFICATION

In addition to obtaining a permit to operate a food- Making a food product

processing facility, each business must have a tax *  Product placement in market: refrigerated,
identification number from the New Mexico Taxation frozen, or shelf-stable

and Revenue Department. A business license may also * Recipe or formulation evaluation

be needed depending on the town and county location *  Process evaluation

of the processing facility. For more information, visit » Packaging and labeling
https://www.tax.newmexico.gov/businesses/who-

must-register-a-business/. Facilities and equipment: Private, contract

packager, or kitchen incubator
STARTING A FOOD BUSINESS CHECKLIST *  Permitted facility
The following checklist can help you keep track of * Local, state, federal building codes followed
various requirements as you plan your food business. * Equipment maintained and working
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Managing food safety

Permits and regulations

* Local, state, federal applications

* Bioterrorism Act: registration, recordkeeping,
prior notice

*  Food processing permit: operational plan, label
approval

Food safety plans

e Hazard analysis and critical control points (HAC-
CP) for meat, juice, catfish products

*  Good manufacturing practices (GMPs) for food
manufacturers

*  Good agricultural practices (GAPs) for food pro-
ducers (growers)

* Food Safety Modernization Act (FSMA; see Table
2 in Guide E-510C)

*  Food handlers, food mangers for homemade food
processors

* Food defense

WHERE TO GO FOR ADDITIONAL HELP
FDA—How to Start a Food Business

The primary focus of the U.S. Food and Drug Ad-
ministration (FDA) as a regulatory agency is food

safety, so it does not offer financing or business tips
for starting and maintaining a business. However,
FDA offers information on food safety guidelines
and regulations it has established that are required
for informative labeling and the safe preparation,
manufacture, and distribution of food products. This
information can be found on their How to Start a
Food Business website at http://www.fda.gov/Food/
ResourcesForYou/Industry/ucm322302.htm.
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