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| Executive Summary

The BC agri-food industry has long believed that there is a need in British Columbia for an innovation
and research facility to address the commercialization and food development gap in the marketplace.
British Columbia is the only major province without such an agri-food research centre.

Your objective in conducting this study was to determine under what set of conditions would the
proposed food technology and bio-products be financially and operationally viable.

A. Key Findings

1. We found very strong interest particularly from food processing companies in BC in using the
food product development and pilot plant services being proposed for this Centre. In the survey
conducted for this study responded to by BC agri-food related companies, we found that that over
80% of the food companies would be very likely or somewhat likely to use services such as
product analysis, lab services and ingredient testing.

Agricultural companies also showed strong interest with 74% saying they would be very likely or
somewhat likely to use this proposed Centre for lab services, 67% for ingredient testing and 62%
for shelf life extension research. Natural health and bio-products companies are also interested
in using the services of this proposed Centre. Sixty-nine percent of these companies would use
this Centre for packaging research, 68% for lab services and 64% for shelf life extension
research.

Further, we found strong interest from large as well as small and medium-sized food processing
companies in using the Centre for educational and training courses as well as business advisory
services. Innovation and developing new products are necessary activities for companies that
wish to grow and succeed in today’s markets. Our discussions with producers and processors
indicate that there is a keen interest in using and paying for the services of this proposed
innovation and product development centre. Simply due to the size of the sector compared to the
other customer groups, it will be the food processing sector that will likely produce the majority of
food development and pilot plant revenues, at least initially.

2. The processed food and agricultural industries are large and very important to the economy of
BC. Sales of processed foods in BC was $4.8 billion as of 2005. Including the beverage
segment at $1.7 billion, the total value of the food and beverage industry is $6.5 billion as of 2005.
Sales of agricultural products exceeded $1.5 billion in 2005. There are about 1,500
food processing companies in BC.

3. Companies in the natural health products, functional food, nutraceutical and bio-products
segments are also interested in the services of this Centre as these companies conduct product
development initiatives as a usual way of doing business.

4. We also found strong interest within the agricultural sector from those who already produce or are
about to develop value-added products to help increase sales and profits from their operations.
There are a number of success stories we heard from growers who have developed new
products. Offering the product development services that this BC Innovation Centre proposes for
the agricultural community will add to this success. There is keen interest from the berry
segment of the industry in BC. For example, the Blueberry Industry Development Council has
expressed a strong desire to work with the Centre to encourage growers to continue their value-
added drives.

Hart & Associates




10.

11.

12.

The proposed Centre can play an important role in communicating and explaining how
value-added product development could benefit the seafood industry in BC by diversifying
and increasing their income.

There are many attractions of the Centre for the First Nations community. The Centre
could help First Nations move ahead with some of their product development plans for
food processing and overall economic development. This assistance could range from
finding new markets for value-added products, providing training programs, improving
food processing job skills to improving sales, marketing and business planning
effectiveness.

We found that it is possible and practical for the Centre to operate as a “hub and spoke”
for the entire province. While there should be a physical operation to provide food
development and pilot run services for companies, those in remote areas of the province
will easily be able to access programs such as training, education and access to Centre
consultants. Developing an effective interactive computer link with remote sites will be an
important element to the upcoming business plan. This Centre will augment and partner
with existing training resources in BC such as those at universities and colleges.

We found that there could be many synergies for the federal and provincial governments
involved in the delivery of agri-food programs as well as economic and educational
programs.

It is felt that this Centre may be able to act as a “one-window” access point for those
wishing to obtain information or referrals to either the services offered by the Centre itself,
governments, industry, independent consultants and research and academic institutions.
A fee-for-service would be required to make this Centre financially viable. If government
decides to offer programs through the Centre on a “free-to-client” basis, then some
funding would be required to offset these costs. Although this BC Centre will need
government help in the start-up phase, the objective is to make it self sufficient as soon
as possible. To do this the Centre will derive significant revenues from the “softer”
services such as laboratory testing, training, safety courses, HACCP, consulting, supplier
sourcing and marketing assistance.

To underscore the importance of establishing a focal point for the industry, this Centre
could provide office and meeting rooms for tenants such as Agriculture and Agri-Food
Canada (AAFC), the B.C. Ministry of Agricultural and Lands (BCMAL), the BC Food
Processors Association, consultants, financial institutions and other service providers
included in the service network.

Similar centres in other provinces were started with 100% government funding. Except
for Guelph Food Technology (GFTC) centres in all other provinces have their operating
budgets subsidized by government.

While we were not able to identify one single funding source, it may be possible to
aggregate funds from various sources to provide the needed capital for this centre. We
believe there are a number of compelling reasons for government interest in this Centre
ranging from helping to increase competitiveness in the agri-food industry, increasing
exports to creating new jobs, economic growth for the grower and processing segments
and increasing business development skills for First Nation groups across the province.
As a result, it appears that a significant portion of the necessary start-up funds would
need to be obtained from federal and provincial government sources.
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13. We found that travel, logistical issues and additional time away from the plant make it more
difficult for BC companies to use research centres located in other provinces. Based on our
discussions with BC companies we found that a BC food research centre would largely create
incremental or new demand for services rather than take business away research centres in
other provinces.

14. We estimate the capital costs to establish the Centre may be about $20 million.

B. Conclusions

1. We feel this commercialization Centre could be self-sustaining within a three to four year
period depending upon a number of variables. While the detailed numbers will be developed in
the business plan, we estimate that the Centre will likely reach a break-even point in the third or
fourth year of operation once the reputation and profile of the Centre is successful in drawing
companies from the food processing, agricultural, natural health and bio-product segments,
First Nations and those involved in economic development initiatives across BC.

2. While food development and pilot plant processing will an important part of this proposed
Centre, most of the revenues will come from providing education, training and business
services. This is consistent with the results of other successful food research centres across
Canada. Therefore, it is important that this proposed Centre develop quality and relevant
courses and training programs and establish a technical and business consulting network in the
early stages of its life.

3.  This Centre must be industry led and entrepreneurial in nature such that it is profit motivated
and can easily work with the private sector. All new services and capital expansion plans
should be supported by a business plan.

C. Recommendations

1. Based on our findings of strong support for this Centre and the many benefits that will accrue to
the entire agri-food industry, we recommend that the steering committee request funding to
develop the business plan.

2. We recommend that the physical facility be located in the Lower Mainland area to best serve
the needs of food processors and much of the agricultural sector. A final location decision will
be made in the business plan stage.

3.  We recommend that as part of the implementation stage, a board be established to provide
guidance in the set-up period as well as the important work that needs to be done to develop a
reputation for helping companies succeed in product and business development. The Board
needs to play a leading role in helping the Centre establish an effective network of resources
and help establish the “hub and spoke” system. We recommend that the Board be composed
of executives and business owners of food processing companies, agricultural
producers/processors, the BC food industry associations, First Nations, educational institutions
such as UBC, BCIT and Fraser Valley College, those in the natural health, nutraceutical and
bio-products sectors as well as representatives from the government funding partners.
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Il The Objectives in Conducting This Study

Your objective in conducting this study was to determine under what set of conditions would the
proposed food technology and bio-products be financially and operationally viable.

The vision of this Centre is the establishment of a food technology and bio-products innovation
centre in British Columbia that represents the research and development interests of the agri-food
and allied industry segments.

The original vision of this Centre was that it would incorporate a number of the following elements:
- Operate as a “hub and spoke” style communications and knowledge repository

- Be a part virtual and part physical Centre that links existing resources

- Serves all aspects of the agri-food industry and all sizes of enterprises

- Encourage and enable innovation from research and development through to finished products
- Focus on commercialization of new value-added products to benefit the BC industry
Specifically this report is to provide the following:

-Identify the requirements of the BC agri-food, natural health products, seafood and bio-products
industry for this Centre.

-Report on similar centres in other provinces
-Document and prioritize the services that could be provided
-ldentify base staff requirement

-Discuss how the Centre could interact with existing science and technology centres including UBC,
BCIT and other universities

-ldentify potential sources of capital and operating funding
-Develop and present scenarios for review by the Committee

-Conduct a feasibility analysis with proforma financial projections for the selected scenario.

Your goal for this study was to:
1. Validate the need and financial viability.

2. ldentify which sets of services should be provided by the centre and how these
services should be delivered.

3. Act as a roadmap for the development and management of the Centre.
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[l The Leadership Of This Project

This project was led by a joint industry and government committee, comprised of membership from
the food processing industry, agriculture, bio-products and natural health sectors, First Nations,
universities, the BC Provincial and federal Governments.

To assist in the leadership of this study, two committees were formed - a leadership and a smaller
steering committee. The Leadership Committee was responsible for the overall initiative while the
Steering Committee undertook the task of providing on-going support and guidance to the project in
the form of meetings and discussions.

The members of the Leadership Committee was formed with representation from the
following organizations:

- Agriculture & Agri-Food Canada

- BC Ministry of Agriculture and Lands

- BC Agriculture Council

- BC Bio-Products Association

- BC Food Processors Association

- BC Dairy Foundation

- BC Food Technologists

- BC Innovation Council

- British Columbia Institute of Technology (BCIT)

- BC Ministry of Advanced Education

- BC Food Technologists

- First Nations Agricultural Association (FNAA)

-Investment Agriculture Foundation

- National Research Council - IRAP

- BC Small Scale Food Processor Association

-UBC - University of British Columbia, Faculty of Land & Food Systems
- University of Northern BC

- Western Economic Diversification Canada

-WCFN (Western Canada Functional Food and Natural Health Product Network)

Membership of the Steering Committee comprised memb ers from:

- Agriculture & Agri-Food Canada

- BC Agriculture Council

- BC Ministry of Agriculture and Lands

- BC Bio-Products Association

- BC Dairy Foundation

- BC Food Processors Association

- BC Food Technologists

- BC Small Scale Food Processor Association

- British Columbia Institute of Technology (BCIT)

- First Nations Agricultural Association (FNAA)

- Investment Agriculture Foundation

- UBC - University of British Columbia, Faculty of Land & Food Systems
- University of Northern BC

- WCFN (Western Canadian Functional Food and Natural Health Product Network)

Hart & Associates




IV Our Worksteps To Conduct This Project

Hart & Associates Management Consultants undertook an extensive work program to ensure that we
obtained accurate information and input to gauge the interest in this proposed Centre.

1. Conducted extensive personal and telephone inte  rviews.

We conducted personal and telephone interviews, reviewed all available industry reports and
statistics and held numerous meetings with this project Steering Committee. We conducted
interviews with representatives from the following organizations:

-food processing industry

-agricultural industry

-natural health products industry

-bio-products industry

-research centres and universities

-First Nations organizations

-selected government officials at the BC and federal level
-steering committee members

-senior management of food research centres across Canada.

We found respondents very helpful and willing to share information on the opportunities of this
proposed Centre.

2. Web-based Survey.

We developed and distributed a questionnaire to all known industry companies and organizations in
the allied agri-food industry in BC to provide us with the necessary level of information to identify and
guantify the level of need for the services of this proposed food research centre. Member
organizations on the Steering Committee sent invitations out to their industry members asking them
to participate by completing the survey. Hart & Associates received all returns within a two week
period. To encourage participation, a contest was set up for those who sent in returns by the due
date. This proved to be very useful in obtaining a significant number of completed returns.

The information obtained from these results allowed us to provide a measurement of demand that
will greatly assisted in determining need and feasibility of this proposed centre. We received 125
completed returns which formed the basis for some of the important findings of opportunities for this
proposed Centre. The completed returns were tabulated and analyzed by Hart & Associates. The
key results of this survey are presented in Chapter VIII of this report.

Hart & Associates




V The Concept Of The B.C. Food & Bio-Products Tec hnology &
Commercialization Centre

I. The overall concept and objectives of the Centr  e.

The objective of establishing the centre is to further enhance the competitiveness of BC’s agri-food
producers and manufacturers by providing a hub for development activities. A healthy agri-food
industry will contribute to economic growth and enhancement of skills capabilities.

The primary principles of the proposed B.C. Food & Bio-Products Technology &
Commercialization Centre (hereafter referred to as the “Centre”) are:

- focus on the commercialization of new value-added products, processes and ideas

- be industry driven and financially self-sustaining

- increase linkages within the entire agri-food industry to further economic growth and
success in BC

The BC agri-food industry has long believed that there is a need in British Columbia for an innovation
and research facility to address the commercialization and food development gap in the marketplace.
BC is the only province that does not have a food industry technology centre thereby putting this
province at a comparative disadvantage.

While other Canadian centres provide food science research, it has been widely recognized that
there is a void in Canada for commercialization services focused on the needs of the food processing
and allied sectors. Commercial success includes expertise in management, operations, marketing,
package design, ingredient development and knowledge of the many assistance initiatives available
at the federal and provincial level.

Therefore, this proposed Centre was seen to be the hub of these services in British Columbia to
provide the much needed leverage to help the food industry grow, prosper and enhance productivity,
innovation, employment opportunities, further the science of food development and improve the
overall strength of this important BC industry.

Our role in this study was to validate this concept and determine what set of conditions would be
needed to allow this centre to succeed. The following chapters of this report provides a detailed
discussion of how the industry could develop this Centre that meets its founding principles as
identified above.
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2. Description of The “Hub and Spoke”.

For some time developing a network of resources (referred to as a “hub and spoke”) throughout
BC has been proposed that would provide an integrated system for those in the food
development and food research functions. Such a network would build on the resources already
established in BC. This proposed Food Research Centre would act as the hub for this network.

The objectives of this hub and spoke would be:

- to link food, bio-products and natural health companies throughout BC to the services of the
Centre
- to allow the Centre to act as a “one-window” service centre to direct incoming
service needs to either the hub or to resources throughout the
province (the spokes).
- to link resources in BC with other resources or service providers essentially acting
as a networking function ( these may be new or currently existing resources)

Not only would this network provide a province-wide linking of resources but would also directly
tie into and support industry policy directions set out by the BC Ministry of Agriculture and Lands
(BCMAL) and Agriculture and Agri-Foods Canada’s Agri-Opportunities Program.

As stated in a document prepared by BCMAL this Hub and Spoke would have the following
vision:

-hub and spoke style communication and knowledge repository

-part virtual and part physical that links existing resources

-serves all aspects of the agri-food industry and all sizes of business entities

-encouraging and enabling innovation from research and development through to finished
product

-focused on commercializing new value-added ideas to benefit the industry in BC

-industry driven and financially self-sufficient.
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The following schematic identifies the different customers and resource partners of this proposed Centre.
The organizations on the right hand side of this schematic are the customers of the Centre who will
receive services while those on the left hand side on the “spoke” resources that will supply services to the
Centre.

Exhibit V-1
The Concept Of The Centre
Spoke Resource members Spoke Customers
BC Universities Food Processors

and Colleges

. Ag and Food Producers
Food science
researchers
Natural Health producers
The Proposed /

Centre Functional Foods producers

Suppliers to the Bio-Products producers
industry

Business and technical First Nation organizations
consultants

BCMAL and AAFC —»

Other food research
Centres

Spoke Members.

While other sections of this report describe the needs of the customers, this section provides the reader
with an understanding of the involvement of the potential resource partners of this proposed Centre.
Each of the below resource partners could work with the proposed Centre either on a contract basis on
behalf of the Centre (essentially acting as a internal Centre resources) or could be a referral to the
Centre’s customers.

The concept is that duplications of effort and resources would be avoided. The Centre would effectively
and efficiently coordinate the use of the spoke resources.

1. BC Universities and Colleges.

The main partners would be BC Institute of Technology (BCIT) and the University of British Columbia
(UBC) however other universities and colleges in BC can play a roles as well.

Various services will be accessed from the numerous “spokes”. The Centre could act as facilitator of this
process. Some projects will require sophisticated research using small laboratory-scale equipment for
the development of prototypes. These research requirements may be filled by such institutions as BCIT
or UBC. The Centre will contract out this part of the project and negotiate the agreements with the
institutions. As discussed in the “Confidentiality and Intellectual Property” section of the report, strict
guidelines will be followed to ensure confidentiality and the management of intellectual property (IP) for
these industry projects.

Hart & Associates
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Ideally, the strengths of each academic institution and research centre will be harnessed. For
example, UBC has a significant pool of students that are doing co-op terms and internships.

Students have a wide ranges of expertise that can be accessed on a project-by -project basis.
The opportunities that reside in a close relationship with BCIT are numerous and include
business services (marketing, operations management, business plan development), research
and industry training courses. The delivery of industry training courses in particular is a major
area because food and Natural Health Products (NHP) processors have significant training
requirements as part of their food safety and good manufacturing practices programs. A
potential business model for these courses could be for the Centre to market the courses while
BCIT designs the courses and delivers them. This business model would include provisions for
ensuring the course contents are regularly updated and to develop new courses as different
industry training needs become apparent.

Each of these academic centres could become a spoke in the system.

Other centres can be accessed for further services. University of Northern BC (UNBC) can be
accessed for expertise in developing local food systems. PARC in Summerland can be
contracted to perform some of the sophisticated small-scale extraction and concentration
procedures that are needed by the Bioproducts and NHP industry sectors.

2. Food science researchers.

Independent food researchers that could provide services to the Centre and its customers.
These individuals could work as contract consultants to the Centre or simply receive a referral
and conduct work directly with a customer.

In addition to the above, we also include assisting in the delivery of key government programs at
the provincial and federal level as possible roles for this Centre. If this requires staffing from the
Centre, it is reasonable that some staffing and program funding be provided to the Centre from
the government group involved.

3. BCMAL and AAFC.

Both the BC and federal government could use this centre to provide additional leverage to
reach their stakeholders as it relates to communicating programs, offering services and
developing stronger relationships with the allied food sectors involved in the Centre. Both
Ministries and Departments could be tenants in the hub building and in turn could utilize the
spokes throughout the province.

4. Other food research centres.

AAFC operates a number of agri-food research centres in BC that could be resources to the
Centre and provide leads to the Centre. Other Centres across Canada could also be included in
the Centre’s network including Leduc and GFTC where services could be co-marketed to the
best interests of all Centres. For example, while the BC Centre is building its training and
education service offerings, GFTC could provide programs for BC companies. In addition, a co-
marketing arrangement could be reached with Leduc to provide educational, safety and
consulting services to Alberta companies as Leduc does not offer these to food companies in
that province.
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5. Suppliers to the industry.

Suppliers to the industry have considerable technological knowledge and would be another
set of spokes. Suppliers of ingredients, flavouring, colouring, packaging and equipment
could be contributers . The Centre would play an important role by helping bring suppliers
and food industry customers together as many smaller and start-up companies may not
know where to source information.

For example, the large equipment suppliers could donate testing and processing
equipment to the Centre as a promotional program. Technical knowledge from these
companies could also be an invaluable input to the capabilities of the BC Centre to
assisting companies in formulation, taste modification, shelf life extention and new
processing techniques.

6. Technical and Business Consultants

There are technical food consultants who offer services in such as workplace health and
safety, including HACCP programs, as well as market research, business and marketing
consultants who assist food companies in areas of business planning, marketing and sales
strategies, consumer taste testing, packaging and branding needs. These consultants
could be used by the Centre either as formal ‘partners” of the Centre or referral resources
that clients could use.

In all of the above examples of the Centre’s partners, the Centre would determine which
companies and organizations would qualify to be either a partner or a resource referral.
We anticipate this decision to be made by the Centre general manager in coordination with
the Board.
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Specific funding will be required to help build and maintain the hub and spoke system.

As identified in our initial financial projections of this report, all of the revenues will come from user
fees derived from companies that contract with the Centre to perform food development and food
research work. These revenues and more will be required to fund the basic operation of the
Centre. Expenses (staffing and operational expenses) related to building and maintaining the hub
will not be funded through the regular revenue stream of this Centre.

The Centre will charge a fee for service for all activities. The Centre (the hub) cannot supply free
advice or services to spoke clients without either charging competitive rates or without receiving
government funds for these services.
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VI Definitions Of Food Terminology

To assist the reader with terminology used in this report, we provide definitions of some of the non-
traditional food products. These descriptions were obtained from Agriculture and Agri-Food Canada.

1. Functional foods

A functional food is similar in appearance to, or may be, a conventional food that is consumed as part of
a usual diet, and is demonstrated to have physiological benefits and/or reduce the risk of chronic
disease beyond basic nutritional functions, i.e. they contain bioactive compound.

Functional Ingredients are the standardized and characterized preparations, fractions or extracts
containing bioactive compounds of varying purity, that are used as ingredients by manufacturers in the
food (human and pet) and preparations, fractions or extracts containing bioactive compounds of varying
purity, which are used as ingredients by manufacturers in the cosmetics and pharmaceutical sectors.

2. Nutraceuticals

A nutraceutical is a product isolated or purified from foods that is generally sold in medicinal forms not
usually associated with foods. A nutraceutical is demonstrated to have a physiological benefit or provide
protection against chronic disease.

3. Natural Health Products

Natural Health Products (NHP) includes homeopathic preparations; substances used in traditional
medicines; minerals or trace elements; vitamins; amino acid; essential fatty acids; or other botanical, or
animal or microorganism derived substances. These products are generally sold in medicinal or
"dosage” form to diagnose, treat, or prevent disease; restore or correct function; or to maintain or
promote health. As a product group, NHPs include nutraceuticals.

4. Basic Foods
Examples of these products include:

Carrots (containing the natural level of the anti-oxidant beta-carotene) processed
Foods - oat bran cereal (containing the natural level of beta-glucan)

Processed Foods with Added Ingredients

Calcium-enriched fruit juice

Foods enhanced to have more of a functional component (via traditional breeding, special livestock
feeding or genetic engineering)

Tomatoes with higher levels of lycopene

Oat bran with higher levels of beta glucan

Eggs with omega-3 from flax

Isolated, purified preparations of active food ingredients (dosage form)
Isoflavones from soy

omega-3 from fish oils (DHA and ALA)

The market for functional foods and nutraceuticals is being driven by a growing consumer recognition of
the link between diet and health, aging populations, rising health care costs, advances in food
technology and nutrition. Examples of inputs used in food and nutraceutical products include omega-3
fatty acids, essential fatty acid oils, plant steriods, probiotics and echinacea extract, certified organic
cereal products
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5. Bio-products

Definitions:
1. Provided by Agriculture and Agri-Food Canada.

- biologically active molecules of agricultural origin, and aimed at the development of products that
can contribute to improved human and/or animal health,

2. Provided by the U.S. Department of Agriculture
- a commercial or industrial product (other than food or feed) that is composed, in whole or in

significant part, of biological products or renewable domestic agricultural materials (including plant,
animal, and marine materials)
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VII The BC Agri-Food Industry

This chapter presents data on the size and importance of the BC food and agriculture
industry.

Note:  All data shown in this chapter was obtained from statistics supplied by Statistics Canada and
the BC Ministry of Agriculture and Lands.

The BC Food Processing Industry

1. Total food processing revenues were $4.8 billio  nin 2005.

The BC food processing industry generated revenues of 4.8 billion in 2005 and with the
beverage sector’s revenues of $1.7 billion, this rises to $6.5 billion. The food processing and
beverage industry employed a total of 31,500 people in 2005. Assuming an average annual
industrial wage salary of $38,000 the BC food processing sector contributes over $1.2 billion
a year to BC employment income.

2. There are about 1,500 food processors in BC.

Number of food processors

Food 1,182
Beverage 266
Total food industry 1,488

In addition there are over 1,800 companies in the food and beverage wholesale industry and
4,500 in the food and beverage retail sector.

Number of Companies in the Wholesaling
and Retailing of Food and Beverages in BC

Wholesale Food 1,645
Beverage 174
Total 1,819
Retail Food 4,321
Beverage 180
Total 4,501
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3. The size of the BC food processing sectors.
BC has a substantial meat processing industry. Meat and meat products (including poultry) is the

largest category in the BC processing industry accounting for $1.67 billion sales or 35% of the industry
total in 2005. The next largest category is dairy processing at $908 million or 19% of all sales in 2005.

Exhibit VII-1
BC Food Processing Sales by Major Category- 2005
($ millions)
$1,672
$1,800"
$1,600+
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$1,200+
$1,000+ $308
$800- $639 $528
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$400] f
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Meat and meat Dairy Seafood Fruit and veg Other foods Bakeries Sugar and

products confectionary
The food processing industry invested $161 million in capital expenditures in BC in 2005

The total sales of the 2005 BC food processing sect  or was $4.8 billion .

4. The top BC agricultural products —many could be assisted by this proposed Centre.

The chart below shows that the farm gate sales of commodities was $1.5 billion in 2005. A number of
these categories could make effective use of the proposed Centre to help in product development and
value-added initiatives.

Exhibit VII-2
$4501 $401 BC Agricultural Sales by Major Category- 2005
$4004 5 ($ millions)
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The total value of the products sold at the farm ga  te level in 2005 was $1.5 billion.

The primary agricultural sector invested $240 million in capital expenditures in 2005.
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5. The Food and Beverage Industry is BC's second |  argest industrial sector.

The chart below shows the values of BC's top eight industrial sectors. The food and beverage
industry is the province’s second largest sector after the wood products sector. The value of BC's food
and beverage sectors together was just under $6.5 billion as of 2005. ($4.8 billion for food and $1.7
billion for the beverage segment)
Exhibit VII-3
Size Of Industry Sectors In BC -2005
($millions)

$11,0007
$10,000+
$9,000+
$8,000+
$7,000+
$6,000+
$5,000+
$4,000+
$3,000+
$2,000+
$1,000+
$0

$6,476
’ $5,595

T T T T T T T 1
Wood Prod. Food and Bev. Paper Machinery manuf. Prim. metals Fabricated metal Non-metal. Plastics/Rubber
Mineral

The food and beverage sector accounts for 16% of BC's total industrial sales!

Hart & Associates




-18-
VIII Key Results From The Web Survey

To obtain detailed information for purposes of this feasibility study, we developed and distributed a
survey to all known companies and organizations in the allied agri-food industry in BC. We received
125 completed replies to this web survey. All respondents were from companies or organizations in
British Columbia. This level of response is very strong and we were very pleased with the time and
effort respondents took to complete the survey. Our data shows that respondents spent an average
of 15 minutes to complete a survey. A copy of this questionnaire is provided in the Appendix A of
this report. A complete list of organizations that responded to this survey and those we interviewed
in person or telephone for this study are provided in Appendix B of this report.

The following presents the results of the key questions of this survey. Results from other questions
in this survey are presented and discussed in relevant chapters throughout this report.

1. What best describes your company?

The following identifies the responses from the web survey conducted. Forty-two percent of the
respondents are in the food processing sector. The next largest sector was “other” which includes
government officials involved in the agriculture and food industry, consultants and suppliers to the
industry. Agricultural producer groups represented 15% of the responses while 11% were in the bio-
products, natural health and nutraceutical segments.

Sector Number of responses* Percentage of total
Food Processor 96 42%
Bio-products/natural health 26 11%
Ag Producer 35 15%
Other* 71 31%
Total 228 100%

Note: * The number of responses to this question (228) exceeds the number of respondents (125) as some
companies placed themselves into one or more categories. For example a grower could also be processing
food therefore lists themselves both in the agricultural producer and food processing category.

The companies responding to the survey reflect a full spectrum of activities from the food processing,
agricultural growers, natural health, bio-products and nutraceutical segments. To provide the reader
with a better understanding of the types of products these companies make we have listed below
examples of products made by survey respondents.

Food products .

- various fine chemicals and food additives -preservatives, acidulants, natural and artificial dyes,
high intensity sweeteners, flavours, flavour enhancers.

-food and industrial starches, modified and natural made from corn, tapioca, and potato, nutritive
sweeteners made from corn and sucralose, dairy stabilizer blends
thermally processed foods in retort pouches including smoked salmon, regular salmon, chillies,
stews, meat and vegetable products.

- BC wild mushroom soups, sauces, vinaigrettes, mushroom powders.

organic vegan foods

- meat alternatives made from soy and wheat

- baked goods -muffins, cookies, buns

ingredients, additives and commodities to the food and beverage industry

- a custom co-packer of meat products .
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Agricultural producers

-frozen lamb and mutton, wool products

-cherries, peaches, agri-tourism (honey candles and soups)

-fermented vegetables

-onions, winter squash, plums and apples

-certified organic seasonal fresh produce, culinary and medicinal herbs, soups, jellies, sauces and
dry goods.

-meats (red, organic, certified hormone free red meats)

Natural Health Products

-vitamins, minerals, herbs, sports nutrition, powered milk mixes

-nutritional supplements

-herbs and herbal products, liquid extracts, essential oils for medicinal purposes
-Omega canola oil

-natural health products, organic and functional foods, skin care

-natural

-health products, functional foods, specialty nutraceuticals

Other

-distributor of raw products, finished natural products in bulk capsules, tablets, finished marine
products

-consulting services for processing, packaging and engineering

-technical food research consulting

-government officials responsible for providing services and programs to the agri-food industry at the
federal and BC level.

-distributor of food products

-industry associations and foundations
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We also asked respondents to tell us some operational information about their companies to gain a
better understanding of their needs for a research centre. For the purposes of presenting these
results, we have excluded respondents in the “other” category.

2. What stage of operation is your company in?

Pre-start-up 3%
Starting now established 10%
Operational 87%
Total 100%

Most of the companies are fully operational and have been in business for some time.

3. How do you produce products now?

In-house 64%
Co-packer 11%
Both 25%

While almost two-thirds of the companies produce their products in their own facilities, the balance
either use co-packers exclusively or in conjunction with their production facilities. Co-packing is a
common practice in the beverage, juice, sauces as well as finished products in the meat and fish
categories.

4. Number of employees

This survey represents the opinions of agri-food companies of all sizes in BC. Seventy-one percent
of the respondents have fewer than 50 employees while 29% could be considered medium to large-
sized companies -those with over 50 employees.

Exhibit VIII-1
Percentage of Companies by Employee Size Category
Web Survey- Feasibility Study
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5. The Services Companies Would Use
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We asked companies which specific services they would likely use if the Centre were built on an interest
scale of:

-very likely
-somewhat likely
-somewhat unlikely
-not very likely

We tracked this by type of company to better determine which services companies want the Centre to offer.
The chart below shows the combined percentage of food processing companies who said they were “very
likely or “somewhat likely” to use the Centre for that service.

Below this chart we also show the percentage of agricultural companies and the combined percentages for
natural health and bio-products companies that expressed a “very” or “somewhat” likely interest in buying
services from the Centre.

This chart tells us that the top three services expressed by food processors are lab services, product
analysis and ingredient testing - where 80% or more of the companies said they were “very likely” or
“somewhat likely” to use these services from the Centre.
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50%-

40%-

30%-
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0%

83%
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Exhibit V11I-2
The Top 10 Services Food Processors Would Use From  This Centre
(Percentage stating “very” or “somewhat likely” to use)
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The following chart shows the next ten services that companies want the Centre to offer or those
ranked from position 11 to 20.

This chart shows additional business service in addition to those shown in the previous chart that
are desired by food companies, natural health and bio-products and agricultural producers.

Exhibit VIII-3
The Next 10 Services Food Processors Would Use From This Centre
90%- (Percentage stating “very” or “somewhat likely” to use)
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Ag 54% 39% 34% 36% 46%  41% 54% 45%  45% 27%
NH/bio 62% 35% 12% 59% 47%  47% 18% 26% 13% 31%

The data shows us that in addition to the food science services such as testing, pilot runs and food
development, companies want the Centre to offer business services and advice to help them with market
research, business, training and operations.

As the financial section of this report will show, it will be the revenues from the business services that will
augment the food development revenues to help this Centre reach self-sufficiency.
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We further analyzed this information to show the top services that each of the different customers

want the Centre to offer.

Top Ten Rated Services Each Customer Type Wants Fro m The Centre

Ranking of Services By Customer Type

Food Companies

1. Lab services
2. Product analysis
3. Ingredient testing

4. HACCP training

5. Shelf life testing

6. Formulation testing
7. Packaging

8. Staff training

9. Market Research

10. Domestic Mkt Info

Aagric.Producers

Lab services
Ingredient testing
Shelf life testing
Market Research
Product analysis
Domestic Market Info
Formulation testing
Packaging

HACCP training

Staff training

Nat Health/Bio

Packaging

Lab services

Shelf life testing
Market Research
Formulation testing
Product analysis
HACCP training
Domestic Market Info
Ingredient testing

Staff training

Note: HACCP stands for hazard analysis and critical control points - an internationally recognized food

safety program

Ag producers want the same things from this Centre

as food processors do

-23-

As the above table shows, the service needs from this Centre of agricultural producers are not that
different than those of the food processors since the agricultural customers are doing what they have
been long told to do- develop value-added products. Therefore the needs expressed in this survey
by agricultural companies focus on identifying market needs, developing a product and getting it sold.

Put another way, the agricultural companies are not looking for this Centre to help them grow
products; they get that help from other sources. They are looking for help to identify how to add
value to their product by way of product development, processing testing and test marketing -the
same things food processors want from this Centre.

From a service delivery standpoint there are similarities in the services required by each of the

customer types but the content may vary to meet the unique needs.
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IX Profile of Research Centres in Canada

In this chapter we present profiles of the major food research centres in Canada. To obtain the
necessary information we conducted reviews of the information provided by the centres and
conducted telephone and personal interviews with directors and presidents of the leading food
research centres. This information allowed us to determine how the proposed BC Centre can best
meet the needs of the BC industry.

1. Guelph Food Technology Centre (GFTC) Guelph, Ont  ario

GFTC is the leading food research centre in Canada in terms of name awareness, reputation and
breadth of services. It provides food research, food development and product testing services for
food, agriculture and bio-products companies although the vast majority of its revenues comes from
the food processing sector.

GFTC started operations with capital and operating financial support from the Ontario Ministry of
Agriculture and Food and the University of Guelph. GFTC has since transitioned to a fee-based
status. In the last fiscal year, GFTC reported total revenues of $5.5 million. GFTC claims it is the
only independent, not-for-profit, self-sustaining research centre in Canada. It has a board of
directors consisting of industry (food processing executives) and government officials (Ontario
Ministry of Food and Agriculture).

GFTC provides a full range of research, educational and training services. We learned that only 30%
of revenues come from food research and food development fees while the remaining 70% comes
from training, education, and safety programs. GFTC has put a major push on selling its
educational, training and safety programs as they provide an opportunity to increase its revenues
These services also have higher profit margins than those of food research.

GFTC has 45 full-time equivalent employees and 20 part-time consultants who provide much of the
training and educational services. It operates from a 50,000 square foot facility in Guelph. Its pilot
plant and labs use up 28,000 sq ft of this space. GFTC is not CFIA (Canadian Food Inspection
Agency) licensed meaning that it cannot provide commercialization or market- ready products for
out—of-province or out-of-Canada sales. Although this restricts its scope, it does allow the centre to
perform work on non-food product research such as bio-products in the same facility.

The president told us that GFTC does very little bio-product research as the industry is very diverse
and despite the public policy profile given to bio-products, GFTC has found little demand from this
sector for development and research work.

Until very recently GFTC did not offer business-related services such as market research or
business planning but has now done so to meet demand and increase revenues.
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2. Leduc (Leduc, Alberta)

The Leduc Research Centre, located just out of Edmonton, is owned by the Alberta
government and provides a full range of pilot plant and product development services. It
recently added a large incubation centre. Leduc is a CFIA licensed facility.

Leduc is a very large operation with modern equipment occupying a 140,000 square foot area
including the new incubator space which is not well utilized. Leduc has 30 full-time employees
and focuses most of its services on the meat, crop and wet processing line needs of its
customers. The Centre director suggested it is vital that the longer term budget of the
proposed BC Centre includes money to purchase new equipment as it becomes necessary.
Leduc is having problems securing funds to replace older equipment such as extruders that
are essential to staying current with new food processing technologies.

In speaking with the director, we found that 90% of Leduc’s customers are from Alberta.

Leduc is presently operating at about a 60% utilization rate and, like GFTC, covers only 30% of
its revenues from fees it charges for food development and testing. The balance of its
expenses are paid for by the Alberta government. It recognizes that it must search out new
ways to bring in more customers.

There are three important findings about Leduc that have positive implications for the proposed
BC Centre:

1. Leduc does not offer business services such as market research, business planning and
other “soft” services to food companies and due to its mandate does not intend to offer
these in the future. This means that there would be no overlap or duplication of services
with the BC Centre offering these services. Moreover, there may be an opportunity for the
BC Centre to provide these types of services to Alberta food companies.

2. Leduc does not offer educational or training programs. Again they view this as outside
their food development mandate. Instead they direct Alberta companies to GFTC and
receive a referral fee from GFTC for this. It may be possible to reach an agreement with
Leduc to refer Alberta food companies to the BC Centre instead of GFTC once the BC
Centre has established a training and educational operation.

3. Leduc does not have any private sector representation on its board.
4. Leduc operates on government hours which do not always fit with the requirements of

food processors, particularly when they travel from outside of Alberta to have work
completed at the Leduc facility.
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3. Food Development Centre, Manitoba

This is a provincially owned food research centre located in Portage la Prairie, Manitoba and is funded
by the Province of Manitoba and AAFC. Capital expansions are largely covered by AAFC. The Food
Development Center (FDC) pilot plant is a CFIA licensed facility. FDC provides contract services in
research and development, and commercialization to the value-added agricultural products industry in
Manitoba. The centre was originally established in 1977 but underwent an extensive expansion in 2005.
The Centre had an operating budget of about $2.4 million in 2007.

It assists clients in the development of products and refinement of processes for the food and beverage,
ingredients, nutraceuticals and functional foods, feed and other agricultural products industries.

Services offered:

- technical information to the agri-food industry, technologies in product and process development

- federally accredited pilot plant services

- provides a liquid food packaging facility through a partnership with Great Plains Aseptic Processors
- education and training to industry through technical seminars and workshops

Programs are tightly tied to the Manitoba’s Ministry of Agriculture, Food and Rural Affairs Initiatives.
The centre networks with industry, academia and government. This Center does not offer business
services.

4. Saint-Hyacinthe (Saint-Hyacinthe, Quebec)

Located in Saint-Hyacinthe, Quebec is a federal government owned food research and development
centre. This centre provides:

-pilot plant

-sensory evaluation

-strong microbiology labs

-business incubation facilities and conference centre

-inexpensive fees

-extensive technical and business information library

-strong on milk and dairy processing but also provides services for meat, fruit and vegetables,
ingredients and cereals.

This centre does not offer training, education or business advisory services
5. Lacombe (Alberta)

The Lacombe Research Centre, a research centre owned by Agriculture and Agri-Food Canada, located
in Lacombe, Alberta conducts studies on food safety, red meat quality, carcass grading, cereal breeding
and forage/beef research. The centre also operates a cow/calf operation.

The Centre conducts research on the ante- and post-mortem factors that influence red meat such as
yield, quality, safety and preservation. Lacombe also manages a research program in apiculture. With its
affiliated sites and research partners, the Centre develops integrated, sustainable crop and animal
production systems and crop varieties for the short-season environments of the Parkland vegetation zone
and northwestern Canada. The Centre focuses on meat sciences only.

This centre serves the beef industry only. It has no pilot plant facilities and provides no services for the
food processing industry

Hart & Associates




-27-

6. POS Saskatchewan*
This centre focuses on fish and protein oil, nutraceuticals, functional foods and bio-products.

The Centre does not offer services for the food processing industry. It has a not-for -profit
structure, run by an independent Board. It was originally established with government
assistance.

-flexible work schedule - it operates 24 hours a day, five days a week.

-has 30 full-time employees in its plant operation

-runs a deficit now. Funded by 5 year grant from AAFC of $1 million per year.
- CFIA inspected plant

- focused on pilot and mini lab but not for food processing companies.

* Note: POS stands for protein, oil and starch although the centre is referred to only as POS
Saskatchewan.

7. Summerland- Pacific Agri-Food Research Centre (  PARC)

The Pacific Agri-Food Research Centre in British Columbia is one of Agriculture and Agri-Food
Canada's national network of 19 research centres. The Centre consists of two research sites -

the location in Agassiz, and a separate facility in Summerland, including the Kamloops Range

Research Unit.

Research at both sites addresses horticultural and field crop production and protection including
tree fruits, small fruits, greenhouse vegetables, special crops, and forages; advanced
processing, utilization, quality, and safety of plant products; the cellular and molecular biology of
plant pathogens; soil resource conservation and land evaluation; poultry production and genetic
resources; and dairy cattle behaviour and welfare.

The Summerland facility evaluates fruit and vegetable products for taste, texture, appearance
and sensory evaluation. Located in the Okanagan, it provides research for cultivars of grapes,
Canadian wines, fruits and vegetables. This centre has a modern laboratory and office
complex.

The following is information provided by PARC:

PARC studies fundamental chemical, physical, sensory and microbiological properties of plant
products in the fresh, processed, and packaged states. Work on clarified minimally processed
fruit juices with distinct varietal flavours is expected to lead to increased consumption of locally
processed products. Studies on flavour and colour characteristics of juices, wines and fruit, and
the relation of these attributes to specific chemical components have received wide recognition.
Involvement and support is given to the B.C. wine industry in producing world class wines from
local grapes. The group works closely with industry to produce new and innovative food
products, processes, and testing methods.
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8. Summary of Food Research Facilities in Canada
Exhibit IX-1
Summary of Food Research Facilities in Canada
Name Location Type of Services
Research Pilot  Bus Education Training Comments Ownership
Advisory

GFTC Ontario Yes Yes Yes Yes Yes All sectors. Independent*

Leduc Alberta Yes Yes No No No Restrictive hours Govt™- Alberta

Food Dev C. Manitoba  Yes Yes No Yes Yes All sectors Gov't-Manitoba

Summerland BC Yes Yes No No No Fruit & veg only Gov't Federal

St. Hyacinthe Quebec Yes Yes No No No Full pilot andincub ~ Gov't Federal

POS Sask  Sask Yes Yes No No No No Food Proc. Independent
(receives AAFC
grant)

Our overall findings of Food Research Centres are:

1.

2.

The strong centres in Canada for food processing are GFTC, Leduc, Manitoba and St. Hyacinthe.

Only GFTC (and only recently) offers business advisory services (market research, advice on
marketing, financing business planning etc)

None of the Centres are self-sufficient relying only on research related fees.
Both GFTC and Leduc only obtain 30% of their revenue requirements from research, lab, pilot or
product development fees.

Only GFTC and Manitoba offer education and training services and both rely heavily on these services
to help the centres reach revenue targets.

Only GFTC is relatively self-sufficient based on all revenue streams.

Government centres and hence those that have a close relationship with universities suffer from a
confidentiality challenge that limits their ability to expand and grow. Leduc for example has a close
relationship with the University of Alberta which they claim holds them back on the issue of
confidentiality. We found that centres with close relationships with universities on one hand may have
access to advanced research resources but lack the confidence of private sector companies on the
other hand due to the practice of universities releasing research results that companies initiated and
paid for.

The government owned centres have strict work hours and are seen as inflexible by many BC food
processors we interviewed.
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Exhibit 1X-2
Summary of Food Research Facilities in Canada
Operational and financial summary

Name Year started Total Budget Client Fees from Gov't Head count Funders
GFTC 1994 $6 mm $6 mm $0 mm 52 OMAFRA
Leduc 1984 $5.5 mm $1 mm 4.5 mm 50 Gov of Alberta
$24 mm 2006
expansion
POS Sask 1977 $7 mm 85% 15% 80 AAFC, Ind Can
Manitoba 1977/2005 $2.4 mm $450k $1.950mm 21 AAFC
Summerland: 1917/1986 n/a - n/a 200 AAFC
St. Hyacinthe 1987 $12 mm 400k $11.6mm 135 AAFC

Sources: Information obtained by Hart & Associates from personal and telephone interviews with the senior executives
of these Centres.

Note: 1. Summerland was not able to provide us with budget results. budget results.

As the above information shows the provincial and federal research facility rely heavily on federal and
provincial funding to cover operating costs. Our discussions with these centres also revealed that all initial
capital required for the buildings and food development equipment came from either provincial or federal
government sources.

Toronto Economic Development Corporation (TEDCO).

The subject of TEDCO was raised by some members of this study team. TECO is an incubator center and
not a food research center.

To support initiatives to retain the food sector in the City of Toronto, within the structure of TEDCO, the City of
Toronto has funded the start-up of a small incubator facility in Toronto to provide production and office space
for food companies. In 2007, TEDCO opened a 2,000 square foot food incubator operation to encourage
start-up food companies. To pay for this project, TEDCO receives $75,000 per year from the City of Toronto
and received $265,000 in funding from AAFC. Our discussions with industry officials in Ontario indicated that
government support for an expanded TEDCO operation is not likely for several reasons. First the Guelph
Food Technology Centre already provides food development services within 80 kilometres of Toronto.
Secondly the federal government does not target economic development programs for the City of Toronto.

9. BCIT and UBC Research Capabilities
In addition to the Food Research Centres across the country that are profiled above, we have also provided

information on the following page that identifies the research capabilities of two major universities in BC.
Educational institutions could be spokes in this proposed BC Food Centre.
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The following information provides the reader with a profile of the research capabilities of UBC
and BCIT.

Service Capabilities UBC BCIT
Analytical Method Development & Validation Yes Yes
Equipment Validation Yes Yes
Product Analysis:
Nutritional Analysis | No No
Microbiological Evaluation | Yes (As part of | Yes (As part of a
a Project) Project)
Basic Analysis; pH, water activity, moisture, | Yes (As part of | Yes (As part of a
salt | a Project) Project)
Sensory Evaluation | Yes
Antioxidant | Yes Yes
Rancidity | Yes Yes
Literature Reviews Yes Yes
Prototype Development - Areas of Specialty: Yes Yes
Drying | Yes Yes
Canning | Yes Yes
Hurdle Technology or Minimal Processing | Yes Yes
Process Development Yes Yes
Thermal Process Development Yes Yes
Temperature Distribution Studies Yes Yes
HACCP/GMP Courses Yes
Full small-scale processing lines No No
CFIA registrations No No
NPN Applications (NHP) Yes
Size of Operations (sq. ft.) 3,000 5,000
Annual budget for food plant ($) 0 0

Information for this table was obtained from:
1. Dr. Tim Durance — Department of Food Science, UBC
2. Rebecca Robertson — Manager, Food Industry Services — Food Science, UBC
3. Paula Brown — Natural Health Product Research Group
With support from:
1. Dr. Murray Isman, Dean & Professor, Faculty of Land & Food Systems, UBC
2. Dr. Gary Sandberg — Program Head, Food Technology, BCIT
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X The Services The Centre Could Provide

While the specific product development process will vary between a food processing, agriculture or
nutraceutical company, there is a high degree of commonality of need.

There are six revenue streams for this proposed Centre:

1. Product Development

2. Processing/Pilot runs

3. Business services

4. Education

5. Training

6. Rental income

Examples of the work that could be done under each of these revenue categories follows.
1. Product Development

Formulating new products

Improving existing products

Product scale-up

Reducing ingredient costs of existing formulations

Standardizing existing formulations and processes for quality and cost control
Identifying solutions to existing problems with product quality and shelf life
Developing consumer preparation instructions that optimize product quality and yield
Finding new uses for products and by-products

Functional and sensory testing of ingredients, formulations and products
Locating and evaluating ingredients

Locating and evaluating packaging alternatives

Assessing consumer preferences

Interpreting compositional, labelling, packaging and advertising regulations
Shelf life testing

Nutritional labelling
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2. Processing and pilot runs

Benefits of pilot plant services:

Utilizing a pilot plant facilities allows the Centre clients to identify and to overcome many of
the operational difficulties associated with the scale-up process before making
independent equipment expenditures. The client also becomes more knowledgeable at
identifying precise equipment needs when it comes time to buy processing equipment for
their own plant. Larger companies will also benefit from the Centre’s pilot run facilities as
many of these companies do not have the room in their plant to conduct product testing.
Pilot runs allow companies to pre-test formulae and operations beyond bench-tip levels
thereby reducing the need for companies to invest in their own research development
facilities and equipment.

Examples include:

Cooking

Frying

Blanching

Smoking

Battering and breading
Fermentation

Membrane filtration
Crystallization

Cryogenic freezing

Modified atmosphere packaging
Extraction techniques, dehydration

Clients will have access to the equipment in the Centre’s pilot plant, with the assistance and
supervision of the Centre staff. Our industry discussions revealed that the value of having clients
directly involved in pilot plant runs allows them to learn first hand how to run a test line. This also
adds to the educational and training value of the BC Centre making clients more effective food
processors when they return to their plant.

3. Business Services

Through a network of consultants who will be “members” of the networked services, this Centre
could provide custom consulting services to agri-food companies in areas such as:

Market Research, customer satisfaction studies
Product creative- identification

Strategic planning

Domestic and export sales development
Finding co-packers

Financing advice

Developing business plans

Assistance in securing SR & ED funding applications
Assistance in securing debt and equity financing
Developing sales materials (sell sheets)
Determining the needs of customers

Packaging and label design

International and export opportunities

Sourcing ingredients and equipment .
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4. Education
The Centre could offer a full range of educational courses on such areas as:

Food Plant sanitation
Nutritional labelling
Developing HACCP plans

Marketing and operational courses such as:

-how to develop an effective sales plan
-marketing (by channel — grocery retail, food service, institutional)
-marketing for domestic and export

-how to bring a product to market

-how to identify customer needs

-how to develop effective sell sheets
-ldentifying niche customers

-developing a competitive advantage
-packaging options

-cutting costs in your plant

-meeting the needs of large food customers

5. Training

Training and education could be held at the Centre location as well as linking participants up through
interactive computer access on such topics as:

Food safety

Workplace safety

Training on process equipment, processes
HACCP training

Supervisory skills training

6. Rental income
The Centre could make available office space for industry related organizations such as:

-BC Food Processors Association
-Government Ministries or Departments
-Financial institutions

-Universities

-Consultants

-Equipment and service suppliers

It is anticipated that this Centre will develop to become a critical mass of resources for the agri-food
industries and house organizations ranging from industry associations, agri-food government groups,
industry consultants, equipment and ingredient suppliers and service providers to the agri-food
industry.
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Xl The Customers Of This Centre

1. Food processing companies

The results of survey tell us that while there is interest from many segments, food processors will be
the main customer group, followed by growers/ producers that are interested in developing value-
added products. This interest extends over the whole spectrum from small scale to large food
companies.

As our research shows there are about 1,500 food processing companies in BC. The BC Food
Processors Association reports that there may be about 250 food companies with revenues over $1
million. Based on our field interviews we know that small, medium and large-sized food processors
are interested in using the services of this proposed Centre both for product development/pilot
production as well as training and education. The larger sized food processors are very interested in
using this Centre to obtain employee training in areas of:

-food safety and handling
-food processing skills for new employees

Large companies are also interested in using the Centre’s pilot plant services as many do not have
small scale pilot plant capacity in their facility.

2. Agricultural organizations

We found in our interviews and confirmed in the web survey that there are a number of agricultural
producers who are keen to add more value to their commodities. For instance, some of these
organizations may grow berries such as cranberries or blueberries as well as those interested in
adding value to their fish and meat products.

The Centre can play an important role in encouraging the agricultural community to develop
products. For example most blueberry growers in BC sell their products to wholesalers at
commodity level prices. We spoke to the Director of the Blueberry Industry Development Council
who said their organization would be very supportive of the proposed Centre and would be interested
in working with the Centre in encouraging its members to develop value-added products.

The Centre can help producers throughout BC develop “road maps” to determine how to explore new
customer segments as well as how to conduct product development work to help increase producer
incomes.
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3. Seafood and Fisheries

Industry representatives suggested that the seafood processing sector will take advantage of this
Centre when it is developed. Information obtained from interviews suggested that the current
industry attitude does not embrace the value-added concept. Little interest was expressed by the
seafood and fisheries industry for the Centre at least for now as most are operating at near capacity
production levels. However, we feel this Centre can play a critical role in educating and increasing
awareness of the business opportunities of developing value-added products for this sector. This
industry is exposed to high sales fluctuations due to fish stocks and fish commodity prices. To help
this industry develop stability and multi-year revenues, we feel that this sector may take a renewed
interest in the opportunities of looking to the Centre once it is established for help on how to
commercialize value-added fish and seafood products.

Our discussions with the seafood and fishery industry revealed that while many are satisfied with
selling raw or unprocessed stock, there are some very interesting examples of how some are adding
value to their product thereby significantly increasing their profits and annual income.

For example, instead of selling fresh or frozen salmon one company we met with has developed a
unique packaging process to significantly extend the shelf life of fresh and smoked salmon as well as
chicken and beef. This company told us that creating a value-added product has increased profit to
five times the level of those of unprocessed and unpackaged products!

This type of success story can be a very compelling one to help open up product development ideas
for a wide range of agricultural producers throughout BC.

4. Natural health products, nutraceutical and bio-p roducts

Companies in the natural health products, nutraceutical and bio-products sectors, while certainly
fewer in number than food processors, are also interested in using this Centre for services such as
formulations, extractions and other drivers as identified in our web survey.

One comment summarizes why the natural health companies are interested in the Centre. "We
engage in applied research projects for the NHP and functional food industry. BCIT has a pilot plant
but can only develop prototypes i.e. nothing for test marketing. We want to develop and help
commercialize potential therapeutics and novel value-added products. We would use a food
research centre if it were built.”

Readers are directed back to Chapter VIII which identifies the research, training and educational
services the natural health products, nutraceutical and bio-products industries want from this Centre.

5. First Nations

We found that a number of First Nations groups across BC are trying to find ways to encourage food
processing for their agricultural producers. We feel this proposed Centre could play an important role
in providing information to First Nations on how to identify practical ways to identify new sales
channels and selling opportunities as well as provide job training in food processing techniques and
food handling.
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This Centre could provide a meaningful linkage for First Nations to provide on-gong guidance on
business development for food processing initiatives.

- develop an overall strategy to develop food products from products such as berries, mushrooms,
vegetables and fruit

-provide training programs in areas such as safe food handling procedures

-provide training programs to improve food processing work skills

-increase marketing and business planning capacity for First Nations to allow them to identify new
market and business opportunities to increase the effectiveness of business formations and
sustainable job creation.

-assist with commercialization of native natural health and nutraceutical products.
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This Centre will be have a significant competitive advantage over others in the following areas:

- This will be the only Centre in BC focused on the food processing, natural health, bio-products
and nutraceutical segment in product development and commercialization services

It will be the only centre offering full-services beyond just food technology meeting the food
development, pilot plant, business advisory and educational needs in BC or Alberta.

This will be the only centre in Canada that will have an effective and vigorous network by virtue
of the “hub and spoke” system that links up resources including food science, food safety,
training and marketing and business services. This helps link users of this Centre from all areas
of the province and also increases the cost-effectiveness of the Centre.

- This centre will be the only food development centre that will have strong support and
involvement from both the provincial and federal government thereby opening up the resources
and program afforded by the various Ministries and Departments.

This will be the only Centre in the three western provinces (Sask, Alberta and BC) that has truly
thought out how to best integrate multiple business development and public policy initiatives
within the context of a agricultural and food commercialization centre. Such policy areas
include economic development, increasing capabilities of the First Nations, encouraging growth
of the small and medium-sized agricultural and food processing industry. (The Manitoba centre
also ties their programs with Ministry and overall Manitoba government objectives.)

This Centre will also benefit from the process of examining the strengths and weaknesses of other
food development centres across Canada and implement those elements that contribute most to
success.

A Private sector approach to doing business.

In addition to the above, one of the key competitive advantages this Centre will have over all other
research facilities in BC and Alberta is that it will be run with the focus on the customer. This means
that in operations, management and staffing practices and its orientation to providing profitable
services, this Centre will focus on developing and delivering services that the allied food sector
companies need and will pay for. Included in this philosophy of doing business, this Centre will be
flexible and adaptive to the needs of its customers and operate its business to run efficiently and
effectively. This approach would extend to the hours of operations to meet the needs of companies,
being accessible and timely in its communications and having innovative and adaptive staff that can
provide multiple services.

From a financial standpoint, this also means that this Centre will drive to increase revenues and
reach a break-even or profitable level as soon as possible. This way of doing business will also
mean that the Centre will only embark on new services or a line of business if there is a reasonable
chance of making money or where funding is in place to cover the initiative. Part of the key to
success will be to use and link with those organizations and people across BC and elsewhere who
have the skills so that resources are used in the most cost-effective manner. In terms of selecting
food processing equipment to start operations this Centre will buy the equipment that will likely be
used most often and make arrangements with other food processors or equipment suppliers for the
less frequently used equipment until demand increases to the point of justifying bringing that process
in-house.

One of senior executives of a successful food research centre we spoke with told us that the key to
their success was ensuring that all decisions focus on the needs of the customer. This proposed BC

Centre will follow this same way of doing business. Hart & Associatos
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XIIl Drivers of Success.

The following exhibit summarizes some of the key drivers of success for this proposed BC

Commercialization Centre.

Exhibit XIlI-1
The Drivers of Success For the Centre

Strong interest from
value-added
agricultural growers

Strong interest from
food processors

Help strengthen economic
development across BC and
particularly with First Nations
(skills training, food safety,
product development)

Need for a full-service
responsive Food

Commercialization
Centre

Factors leading
to success of the BC
Commercialization Centre

Help the BC and federal
governments more effectively
communicate to and deliver

services to Agri-food
companies

Strong and effective
external resources

(consultants, technical)
to support the advisory
services of the Centre

Innovative use of
technology to support
the hub and spoke system

A very effective program to help
small and medium-sized agri-food
business develop new products to
fuel their growth and improve
competitiveness
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1. Factors That Will Allow For Success Of This Ce  ntre
The factors that will allow this Centre to grow and succeed include:

- Promote and enhance the ability of the food industry in BC to increase competitiveness,
innovation and growth of the BC food and allied food sectors industry

- Help companies to bring new products to the market through innovation and marketing

- Commercialization and product development and full educational, training and advisory services
delivered by both in-house staff and networked professionals throughout BC.

- Experienced general manager, food scientists, production and administrative staff

- Pro-active and marketing-oriented approach to doing business

- Develop strong relationship with industry, government, research centres and universities
- Being visible and leading innovation in the BC industry

- Strong network of business service providers

- Strong Board of Directors and advisory board comprised of industry, government, research
organizations, economic development community.

-Strong involvement of academic institutions
The marketing of the Centre will be an initial and on-going activity for this Centre to ensure its

success. It is intended that this Centre be industry-driven with strong support from its partners in
government, academic institutions and industry associations.
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2. Linkages With Other Resources in BC - The Hub & Spoke

One of the important founding principles of this intended centre was to link resources from
across BC. Sometimes referred to the hub and spoke, this means that the Centre acts as a
central resource for all inquiries related to food development and research.

Part of the services provided by this Centre will be to provide referrals to groups such as:

BC Ministry of Agriculture and Lands

Ministry of Advanced Education

Agriculture and Agri-Food Canada

National Research Council

Market information sources

Business consultants

Trainers

Other research centres in BC and elsewhere (promote BC Centre’s training and education to
Alberta companies and Leduc)

Grower organizations, marketing boards

First Nations involved with agri-food economic development

Direct linkages with Economic Development Organizations and Community Futures
organizations throughout BC

Linkages with Universities, Research Centres (BCIT, UBC)

This centre would fit well with BC’s high speed connectivity of communities. This will allow the
centre to connect with and hold interactive communications, training and educational courses
with those who cannot physically attend a session at the Centre. This technology will allow the
Centre to ensure that customers in areas such as Vancouver Island, Prince George and
Okanagan, Kootenays, Northern BC and other areas can easily access the Centre’s wide range
of services.

The concept behind the hub and spoke is that the physical centre will serve as the product
testing and pilot plant facility while those throughout the province who wish to use the
educational and advisory services for example, can access these via the province wide
interactive network or through visits from Centre staff.
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XIV Economic Benefits of the Centre

There are numerous economic benefits to this Centre’s activity both for industry and government.
Some of the main benefits are:
1. Increased sales and profits.
Product development and product innovation leads to increased sales and profits for the agri-
food industry. To accommodate this new growth, employment levels increase and companies
become more viable and stable.
2. Increased employment levels.
3. Enhancing the health and strength of the BC industry across all levels including:
- food processing
- bio-products
- natural health
- agricultural producers and growers
4. Providing a research facility will provide new avenues for product development and enhancing
competitiveness and innovation in all of these sectors.
5. This centre will also act to further economic development for:
-First Nations (agriculture value-added initiatives and business development
competencies)
-small and medium-sized communities across B.C.

6. Improve employee training, health and safety practices for:

-agri-food companies
-First Nations organizations

7. Improve business growth and development in areas of:

-increasing exports
-job creation and employment retention

8. Encourage healthy food development, improve food safety, food security and the health of BC
citizens.

Improving food safety and healthy eating habits are public policy initiatives of the provincial and
federal government. This centre will promote services to help companies develop products and
practices to achieve these goals.
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XV Confidentiality and Intellectual Property

Networking with and including provincial educational institutions is essential to providing comprehensive
food and allied food industry research services to the province. We learned however that BC food
processing companies have had problems in the past in areas of confidentiality and protection of
intellectual property when dealing with universities and colleges. We were told by several food
companies that if protection of intellectual property was not assured, they would not use this Centre.
Some went further by saying that they would not use the Centre if university staff were involved in any
fashion. Their concern was not related to individuals but rather the recognition that there will be pressure
on university staff to share research results with universities and even to patent or license opportunities
arising from research conducted.

Therefore, it is essential that the Centre vigourously protect the confidentiality of any food development
and food research work. In fact confidentiality is a firm requirement that this centre must provide and
guard at all costs. The trust that this Centre develops with food developers will determine its success.

There seems to be two options to ensure protection of Intellectual Property.

1. Only Centre staff will have access to specific food development and food research related files.
University staff members involved with the Centre could provide services in other areas such as
training, education, certifications but not food development work.

2. A strict policy should be put in place whereby any university staff involved in a food development
project with the Centre will sign a confidentiality agreement with the Centre and clients that stipulates
that intellectual property of any work remain with the client company, not the Centre, the individual
researcher involved or the university where they are employed. This option will only work if this
agreement is both effective and seen to be sufficient to satisfy the concerns of the food processing
companies. If there is still doubt in the minds of food companies that they do not trust the agreements,
then option 1 above may have to be followed.

We understand that some research centres use such agreements now. These and other agreements will
be used as a model for this Centre and included in the upcoming business plan scope.
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XVI Location of This Centre

To help us with this decision, we asked respondents from all sectors of this industry to tell us where they
feel the Centre should be located. Our survey found that many organizations would prefer to see the
Centre located near their business. Beyond this understandable desire, most respondents who are food
processors, natural health and bio-product producers said the centre should be located in the Greater
Vancouver area. Primary producers prefer a Langley/Abbotsford location by a slight margin over a
Vancouver location.

Exhibit XVI-1
Preferences for Location
(Percentage of Respondents By Type Of Company)

Sector Preferred Location

Van Langley Abbotsford Chilliwack Kamloops
Food Processors 18% 15% 0% 5%
Ag Producers* 15% % 18% 7% 11%
Natural Health/Bio 11% 5% 5% 0%
Other * 11% 7% 7% 2%

Note: Other includes government, food research consultants.

We feel that it is important that the Centre be located in a convenient and easy to access location.
We recommend that the Centre be located in the Lower Mainland area which serves the following:

-access to highways and airport

-located near BCIT and UBC to ease the logistics of research steps

-convenient for most of the food processing, natural health and allied food companies
-to have easy access to highways

The final decision as to the precise location will be made in the business plan stage of this
evaluation. For the purposes of establishing feasibility, the location eventually selected within the
Lower Mainland will not affect our opinion of the feasibility of this proposed Centre.

Some respondents felt that the Centre should be located reasonably close to BCIT and UBC for
those that may use these facilities in conjunction with the Center. Others felt the locating the Centre
in the Greater Vancouver area would also ease logistics in obtaining raw materials for test runs.

While the Abbotsford, Langley and Chilliwack area serves as a corridor for the food industry now
(marketing boards, processing companies, growers) the downside of locating this Centre in this area
is that it may act as a deterrent and obstacle for use due to distance and traffic concerns for those in
the Greater Vancouver area.

The Lower Mainland would also be close to many of the province’s farms. According to BC Ministry
of Agriculture and Land 2005 data, the largest concentration of farms in BC is in the Lower
Mainland/Southwest area where 38% of the provinces farms are located. The next largest
concentration is in the Thompson/Okanagan area where 26% of the provinces farms are located.
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Some of the comments we received on location pointi ng to the need to be in the Greater
Vancouver/Lower Mainland area include:

-"should be accessible by the most number of people”
-"close to Vancouver but not in Vancouver to avoid the traffic problems and higher occupancy costs”

-“It needs to be close to where most of the food companies which is Vancouver. That is why we
don’t use Summerland”

-"It could be located anywhere in the lower mainland, but would be helpful to have the close linkage
to academia at UBC, BCIT and external labs and government.

-"The greatest concentration of food processors, NHP and bio-products are in the Greater Vancouver
area. While the Fraser Valley is closer to primary producers, this group is not processing much
food. Primary producers could still be well served from a Greater Vancouver location”

Agricultural producers would prefer the Centre be located in the Fraser Valley for convenience
purposes:

-" It is cheaper to locate in Abottsford than Vancouver. We need this to be a stand-alone service
oriented centre and focused on industry and commercial needs not another teaching centre”.

Lease Or Build A Building

There are a number of factors that point to the need to build a facility rather than lease an existing
building.

1. The Centre will need to meet CFIA standards which means that any potential leased building will
either already meet standards or require substantial money to upgrade a leased facility. Meeting
CFIA requirements will allow the Centre to provide a greatly expanded set of services to clients
and hence will increase the value and attractiveness of the Centre to the industry. Our
discussions with industrial building developers indicate that the cost of meeting CFIA standards
on an existing building may actually exceed the cost to construct a new building.

2. It appears that there are relatively few buildings in the Greater Vancouver area for lease that
currently meet CFIA requirements.

Therefore, for the most cost-effective solution, we recommend that a building be constructed to meet
the specific needs of the Centre.

The location, building specifications and size will identified in the business plan and the detailed site
plans and construction requirements will be one of the first set of action steps once this project is
approved for implementation.
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XVIlI The Size of the Centre

To allow the Centre to expand with increased demand, we propose that the centre follow a
two phased build-up.

Phase |

Phase | will allow the centre to establish a food research, pilot plant and educational facility in line
with anticipated demand at a cost-effective level. This phase will allow the Centre to grow with
increased customer demand over a two to three year period.

Phase I

Phase Il allows the Centre to expand the size of the pilot plant and product development area as well
at new office and classroom space as demand increases beyond year 3.

We estimate that size of the Centre should be about 25,000 feet in Phase | and expand to about
39,000 in Phase II.

An initial estimate of facility space is:

Size Estimation in Square Feet

Phase | and Il

Phase | Phase Il
1. Offices/entrance 2,000 4,000
2. Meeting rooms 1,000 2,000
3. Training, educational rooms 2,000 4,000
4. Testing facilities 4,000 5,000
5. Pilot plant space 10,000 15,000
6. Shipping, receiving 2,000 3,000
7. Storage 2,000 4,000
8. Common areas 2,000 2,000
Total space 25,000 39,000

Architectural design and construction plans for this space will be developed in the implementation
plan of this Centre. A central requirement of building a new Centre will be the flexibility of expanding
the facility in the future to meet the needs of Phase Il demand.
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XVIII Management And Corporate Governance

1. Management

One of the key requirements for success of this Centre is the entrepreneurial focus on food
development and agri-food research. To contribute to this orientation, the staff and board must help
promote the delivery of high quality research and food development services respecting the
confidentiality concerns of the customers.

It is important that the staff hired is experienced in both technical skills as well as interpersonal skills
to ensure that the reputation of the Centre further reflects an industry-solution approach to providing
food research and development for the food and allied industry segments.

Creating and maintaining the hub and spoke.

One of the important tasks of the Centre will be to establish, grow and maintain the hub and spoke.
Much of this task will fall to the general manager as linkages and relationships will need to be
created with all of the intended partners of the system.

2. Corporate Structure

We propose that this Centre be a not-for-profit organization, established under the Canada’s
Corporations Act and conduct business in a cost-efficient manner as if a for-profit company.

3. Board of Directors

It is anticipated that the Board of Directors for this company will consist of senior executives
representing large as well as small food processors, producers of natural health products,
nutraceutical and bio-products, academic institutions and industry associations. Other members
could be selected from the economic development industry. In addition, government funding
agencies should be represented on the board and any advisory board.
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XIX Possible Funding Sources

We reviewed funding options available from the BC and the federal government and agencies
serving the agri-food industry for this proposed centre. While we did not find any one single
potential sources, there are likely a number of different government programs that together could
provide the necessary funding.

As identified in a previous chapter on economic benefits of this Centre we feel there are substantial
benefits to the BC economy in the form of improving competitiveness, encouraging the growth of
small and medium-sized businesses, enhancing employment opportunities, furthering economic
development of the First Nations people and other benefits. As a result funding avenues may
possibly be available from such groups as:

-Agriculture and Agri-Food Canada

-Department of Indian Affairs and Northern Development

-HRDC (Human Resources)

-BC Ministry of Agriculture and Lands

-BC Ministry of Advanced Education

-Agri-Opportunities Fund

-Western Economic Diversification Canada (Innovation Program)

With its low profit margin and many small firms, the food industry in BC is not in a position to provide
capital funding for this Centre. They are however, keenly interested in using and paying for the
services that will be provided by the Centre. In our review of food research centres across Canada,
we did not find any facility that was capital funded by the private sector. Most others are owned or
funded by provincial governments or the federal government.

In fact the most successful centre, GFTC, was started with seed money from government to allow it
to establish itself and grow. It now is not supported by government and has transitioned to a user-fee
basis. This proposed BC Centre will follow a similar but much more defined and rapid shift to self-
sufficiency once established to serve the BC food, agriculture, natural health products , nutraceutical
and bio-products industries.
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XX Financial Projections

1. Proforma Income Statement

The following schedule presents the initial estimates of revenues and expenses for the first four
years of operation. The Phase | period includes years one to three, with Phase Il beginning in year
four where operations are ramped up and additional space is used to accommodate the increased
volume of business. This statement provides readers with a preliminary financial profile that is
based on our discussions with research centres across Canada and interviews we held with
company representatives in the agri-food and the related industries covered in this study.

Exhibit XX-1
Proforma Income Statement
The Centre
Year 1 Year 2 Year 3 Year 4
Revenues
Product Development  $100,000 $200,000 $200,000 $230,000
Processing/pilot $100,000 $150,000 $200,000 $250,000
Business senvices $65,000 $65,000 $120,000 $150,000
Education $50,000 $50,000 $80,000 $100,000
Training $50,000 $75,000 $130,000 $150,000
Rental income $60,000 $100,000 $110,000 $140,000
Total revenue $425,000 $640,000 $840,000 $1,020,000
Expenses Rent $250,000 $250,000 $250,000 $429,000
Maintenance $5,000 $5,000 $5,000 $5,000
Staff:
Gen Man $150,000 $150,000 $150,000 $150,000
Tech staff $65,000 $100,000 $130,000 $130,000
Food Scientist $50,000 $120,000 $120,000 $120,000
Admin $40,000 $40,000 $40,000 $40,000
Telephone $8,000 $8,000 $8,000 $8,000
Marketing $25,000 $50,000 $75,000 $75,000
Utilities $5,000 $5,000 $5,000 $5,000
Travel $15,000 $15,000 $15,000 $15,000
Office.admin $10,000 $10,000 $10,000 $10,000
Accounting & consuli $25,000 $25,000 $25,000 $25,000
Total Expenses $648,000 $778,000 $833,000 $1,012,000
Profit/Loss -$223,000 -$138,000 $7,000 $8,000

The above schedule shows the Centre reaching a break-even point in the third year. Readers should be
cautioned that the above statement is an initial estimate of operating costs and revenues for visioning
purposes. A detailed sets of statements will be provided in the business plan with different scenarios

of revenue and expense outcomes. The timing of a break-even position will depend on several variables
including how the Centre is financed and and operational outcomes. These variables will be examined
in detail in the business plan and tested for sensitivity.
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A. Revenues

We developed the revenue levels based on indicated level of interest derived from our field
interviews with allied food companies in British Columbia. We also compared this with the
relative revenue streams achieved by other research centres across Canada. We used our
pricing assumptions shown below to drive the revenues presented. These prices are both in
line with what other research centres charge and what companies in BC told us were
reasonable prices to pay for such services if offered by the Centre.

In addition to the revenue levels it is important to note the profitability of each of these items.
For example, the profit margins on educational and training courses shown in the schedule
on the previous page are much higher than the margins from product development and pilot
plant revenues. From our discussions with other research centres, gross profit on
educational courses exceeds 50% while the margins on pilot services may be as low as 30%.

1. Product development

We have estimated first year product development revenues of $100,000. This is based on
the assumption that the average food development project will take three days at a daily rate
of $1,200 per day. This means that the Centre needs to attract 2.3 customers per month
generating $8,333 per month. This is a conservative estimate and increasing the number of
customers using this service would increase revenues significantly.

In the second year we estimate that this centre could double its product development volume
(resulting in five customers per month) and we held this same level for the third year and
assumed a 15% increase in revenue in the fourth year.

2. Processing/pilot

We estimate $100,000 in processing and pilot plant operation revenue in the first year.
Based on a per diem rate of $850, this requires 117 customers per year or 9.8 customers per
month generating monthly revenues of $8,333. We estimate this revenue stream will
increase by $50,000 per year to reach a maximum of $250,000 by year four. This would
mean the centre will have to attract 22 customers per month for the food processing line.

3. Business services

We have estimated a net revenue from consulting services of $65,000 the first and second
year and increasing this to $120,000 and $150,000 in year three and four respectively. This
amount is net of the amount paid to either full-time contract staff or independent consultants.

4. Education

We have assumed net annual revenues of $50,000 for the Centre from educational courses
for the first and second year increasing to $80,000 to $100,000 in year three and four
respectively. One model to deliver courses could be for the Centre to share revenues on a
60%/40% (in favour of the Centre) with a course instructor. Educational courses could be
charged out at $600 per day ( in line with or lower than course charged by other food
research centres). To reach the gross revenue in year one and two, the Centre would have
to attract 11 students per month. This enrolment level would have to increase to 23 students
per month in the fourth year - a level that could be achieved with the increased reputation and
profile of the Centre by that time.
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5. Training

Net training revenues to the Centre is estimated to be $50,000 in year one, $75,000 in year two,
$130,000 in year three and $150,000 in year four. Training courses could be run using the same
revenue sharing arrangement as educational courses and we estimate training could be offered at
$850 per day. On a 60%/40% basis, this means that first year gross revenue of $100,000 ($8,333
monthly) could be reached by attracting 8 participants per month. Fourth year revenue could be
reached by holding training courses for 24 participants per month.

It is important for readers to note that educational and training sessions are an essential revenue
and profit business line for other research centre (GFTC is active in both of these areas) and that
there is strong demand by food companies for these types of programs ranging from HACCP, health
safety and food handling to consumer demand, market development, packaging and exporting
opportunities.

6. Rental income

We have assumed that the Centre could provide office space to industry associations and
government Ministries and Departments who wish to have direct access to the allied food industry
and companies. We have assumes three tenants at $20,000 per year for a total of $60,000 per
year. Additional tenants may be interested as well but these amounts have not been included in the
forecast revenues.

Hub and Spoke Operation.
In addition to the above noted revenue areas, the Centre could provide referrals services through
the hub and spoke network. For purposes of the financial forecasts, no revenues or expenses for

maintaining this system have been included in this feasibility study. However, clearly funds needs to
be generated either through user fees or a government funding mechanism to reflect this cost.

B. Expenses

We developed the expense items based on costings obtained in our field research and interviews
with other food research centre management.

1. Rent

Rent is estimated at $250,000 per year to reflect the actual rental cost or to occupancy cost if a
building were constructed for the Centre. This size of the facility is estimated to be 25,000 square
feet. The rent or occupancy costs increase in the fourth year to reflect the larger facility (39,000)
that will be needed to accommodate the higher volume of product developing and processing work
that is anticipated by that year.

2. Maintenance

A maintenance charge of $5,000 is estimated to cover basic building maintenance and cleaning.
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3. Staff

a. General Manager.

The general manager will be responsible for overseeing all operations of the Centre and will
report to the Board. The salary for this position is estimated to be $150,000 er year.

b. Technical specialist.

This individual will be responsible for the operations of the food development operation
including all equipment and processes. This individual will be a half-time position the first
year and then a full-time position beginning in year. The salary for this individual is expected
to be $65,000 as a more than half-time level and $100,000 as a full-time position. The
additional salary for this category in years three and four reflects the need to bring-on an
additional part-time specialist.

c. Food scientist.

This is perhaps the most important position in the Centre. An experienced and respected
food scientist will attract and retrain customers to this Centre and will to a large degree
determine its success. This position is expected to be a half-time position for the first year at
a salary of $50,000 and then a full-time position thereafter at an annual salary of $120,000.

d. Administrative staff
One administrative person will be hired at an annual salary of $40,000.

4. Telephone
Telephone expenses are expected to be $8,000 per year.

5. Marketing
A marketing budget of $25,000 is suggested for the first year and then increased to $50,000
in year two and then $75,000 in year three and four. This budget is necessary to create and
maintain a high visability for the Centre to drive Centre usage and revenues.

6. Utilities
A utility budget of $5,000 (hydro) can be expected.

7. Travel
A travel budget of $15,000 will be necessary to allow the general manager and the key
research staff to attend business development meetings and conferences.

8. Office Admin
An office administrative expense of $10,000 can be expected.

9 Accounting, consulting.
A budget of $25,000 was established to cover accounting, statement preparation and special
advisory services to help the Centre get established and grow.

10. Debt serving costs
Debt serving costs have not been included here as the source of funding whether grant or
loans has not been determined at this point.
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2. Capital Cost Estimates

We estimate that the total capital cost required to fund the Centre in its start-up phase may be $20
million or more. This is estimated to fund the building of the Centre, purchase pilot plant and research
equipment and fund working capital.

Exhibit XX-2
Initial Capital Costing Estimates
The Centre

Capital Costs

Land $3,500,000
Building $4,000,000
Equipment $12,000,000
Office equipment $30,000
Working capital $450,000
Total $19,980,000

Similar to the income statement, an accurate costing of building costs and costs

of plant equipment and installation will be prepared in the business plan phase.

A detailed list of the plant equipment is provided on the following pages. This list will
be reviewed in detail in the business plan phase.

These are the capital costs that will be required to start this Centre. As the business plan develops
the source of funding will be identified. This Centre would be feasible depending on whether the
capital money would be structured as grants or loans.
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Pilot Plant Equipment

The following is a list of production equipment covering most of the processes for a food development and
pilot plant facilities. We developed this list based on suggestions provided by the companies that
completed the survey for this study, our field interviews with food processors, our discussions with other
research centres and our review of food testing and production processes.

In the business plan stage, this will be fully costed keeping in mind that the Centre will likely follow a two
phase ramp up of operations and purchase equipment over a two to three year period. This will allow the
operation to grow and buy equipment most needed by its customers.

Equipment to be added to this list is extraction type equipment for natural health research applications.
1. Meat, poultry and Seafood Processing

Size reduction (slicers, grinders, meat saws)
Injection and vacuum tumbling

Forming

Coating (batter, breading, tempura)
Deep-frying

Cooking

Sausage stuffing

Meat smoking

Mixing

Freezing

2. Dairy Processing

Frying equipment
Smoking equipment
Cheese vat

Homogenizer

Cool room and equipment

3. Bakery Products

Spiral dough mixer
Moulder/sheeter
Reversible sheeter
Dough rounder

Bun divider/rounder
Proofing cabinet
Rotating shelf bake oven
Gravity feed bread slicer
Air bagger
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4. Vegetable Processing

Peelers

Slicers

Dicers

Blancher (steam)
Cooking kettles
Dehydration (forced air)
Freezing

5. Fruit Processing

Scraped surface steam kettles
Juice press

Concentration and clarification (membrane) equipment

6. Filling and Packaging

Modified atmosphere packaging
Vacuum packaging (batch or continuous)
Volumetric filler (continuous)

Horizontal form/fill/seal machine

7. Dry Processing

Hammer mill
Mixers
Slicers
Screens

8. Wet Processing

Abrasive peeler
Centrifuge
Conveyorized continuous rotary band sealer
Food cutter/mixer
Bag filter

Sieve shakers

Juice press
Reverse osmosis
Steam kettle

Tilting skillet
Convection steamer
Ultrafiltration
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3. The Risks Of This Business.

A. Managing Risks.

As in most businesses, there are risks in the start-up phase and indeed risk is a permanent fact of life
in running any business. The challenge and key to success is managing risk and making prudent
decisions. Therefore, in lock-step with taking a private sector approach to running this business is
making financially and operationally prudent decisions. This responsibility rests with the General
Manager, the staff and the Board.

One of the key risks in this proposed business is the possibility that revenues will not increase and
develop to the same level as identified in the initial set of income statements shown. The upcoming
business plan will more fully examine each of the revenue streams and cost categories to provide a
realistic and achievable set of financial outcomes and will identify what will be required by
management to increase the likelihood of success.

B. Controlling Costs

In the event that revenues do not materialize as planned, management will have contingent plans to
both help increase revenues from other sources and to keep expenses in line with the actual
revenues. While this operation will have some fixed costs such as occupancy costs and some
salaries, other expenses are variable and can be adjusted upwards or downwards to reflect the
volume of business the Centre is achieving. One of the benefits of linking outside resources to this
Centre is that these costs will be borne on a contact or as-needed basis or only pass through the
Centre on a referral basis.

For example, the Centre may decide to hold educational sessions on HACCP certification and
upgrading. These sessions will be based on the number of attendees and the Centre will decide to
hold or not hold a session based on the anticipated attendance thereby managing and reducing risk.

Other services such as food testing and food development will be based on level of need. If there is
sufficient demand for one type of processing, then the Centre may decide to purchase that equipment
(or better yet have the equipment donated by the equipment supplier). Until that threshold of demand
is reached, the Centre could arrange for customers to use equipment already in the field at other food
processors or educational centres such as BCIT or UBC if available. Therefore, while there will be
risks in this business, much of it can be reduced by carefully managing variable costs in line with
demand.

C. A business plan with strong and effective marke  ting strategies to build revenues.

Controlling costs is not on its own enough to create success. As one of the key outputs of the
business plan, management will be provided an integrated marketing strategy to help build
awareness, profile and a roadmap of how to continually build opportunities to prove its capabilities to
the allied food industry. An integral part of this strategy will be a strong commitment and support from
agri-food industry associations, companies, government and the resource elements in the hub and
spoke system to help achieve these important strategic initiatives.
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XXI The Next Phase - Development Of The Business P lan

What the business plan should address

The following items will be among the work scope of the business plan:

1. Identification of customer demand (Test demand level for each type of service)

2. Detailed costing of assets, identifying working capital requirements and verification of the
income statement.

3. Costing of equipment, timelines for purchases tied to prioritized demand.
4. Detailed implementation plan with timelines.

5. Identifying regulatory requirements of plant. (Zoning, Canadian Food Inspection Agency
license)

6. Ildentifying staffing costs

7. Identify site location options.

8. Obtain construction costings from engineers.

9. Review protection of intellectual property agreements used by other research centres.
10. Other requirements as discussed with the Steering Committee.

11. The pro-forma financial projections will have three scenarios indicating a range of operational
and financial outcomes. A sensitivity analysis of variables will be presented in this report.

12. In the business plan assumptions of costs will be confirmed through comparisons with other
provincial centres and revenues will be based on indicated level of interest from potential
customers.

Based on the level of interest shown from all segments of the greater agri-food and bio-products
industry and the indicated financial viability, we recommend that this study proceed to the business
planning stage. This next stage will test out in detail the logistically planning of the centre
development as well as the financial forecasts. This document will be used by the steering
committee to help plan the implementation and start-up phase for this centre.
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FEASIBILITY STUDY
BC TECHNOLOGY & COMMERCIALIZATION

'User Needs Survey

The B.C, Food, Ag, NHP, and Bio Products Technology and Commercialization Centre

The BC Food Processors Association i partnership with a number of allied food, agriculture and bio
have asked Hart & Associates Management Consultants to conduct a feasibility study on a centre that s
early commercialization and educationalftraining needs of the B.C, agri

-products industry associations

pecifically focuses on the research,
~food and bio-products industry,

Completing this survey is your opportunity to help shape the type of services this Commercialization Centre will offer based on your
anticipated needs.

It is very important that your opinions an how you would use such services are included in this feasibility assessment. The purpose of
this survey is to ask you, the potential users of the facility, what types of services you wouid likely use if offered. This centre could
provide a wide range of services, provided both in-house and by other networked resources throughout the province. Such services could

include research, pilot plant and test-runs, incubator services, business planning services and educational, training and certification
courses and other services as may be identified.

This is a confidential survey,

Your input to this survey will be kept confidentiai, Only salected members of Hart & Associates wil have access to survey

information for purposes of analyzing overalf results. Neither our analysis nor our repart to the client or members of the Study

Committee will disclose any individua! company information that you submit.

Please take a few minutes to complete this survey, If you have any questions when completing this, please call:

Douglas Hart CMC
President

Hart & Associates Management Consultants Ltd.
Tel: 416 363-4598

E-mail: douglashart@hartconsulfants.com

T —
Hart & Assoclates
L —————
Maragewert Consultants Lid,

Copyright€ Hart & Assoclates 2007



Questions marked with a * are required

BC Technology & Commercialization Centre

1. Background on your company

Company Name: *

Your Name: *

Your Title: *

Telephone Number: *

gerrrn o ——

Number of years in business?: *

Next --> }

Feasibility Study of BC Technology & Commercialization Centre

.
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/ Questions marked with a * are required

BC Technology & Commercialization Centre

2,
What best describes the business of your company? (check one or more)

&

food processing

bio-products

agricultural producer or grower
natural heaith products

Other 5

L1 O 0 O

3.
What stage would you say your company is in now?:

i pre-start-up

establishing operations now

fully operational

_Next—> |

Feasibility Study of BC Technology & Commercialization Centre



Questions marked with a * are required

BC Technology & Commercialization Centre

4.

What products does or will your company sell?:

5.
How do you produce products now or pfan to?:

! in-house
) Use a co-packer

' Use hoth

_Next-> |
Feasibility Stuay of BC Technology & Commercialization Centre
AN



- Questions marked with a * are required

BC Technology & Commercialization Centre

How many employees (fuil-time equivalent) does your company have?:
*

7. (this question is optional but very helpful to our overall analysis)
What is the approximate revenue level of your company?:

8. (choose one or more categories)
What market channels do you or will you sell to?:

[5 Retail
L] Food service

[] Further processing

Next--> |

N

~
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Appendix B: List of Organizations Responding To S
And Those Interviewed

7-Eleven Canada Food Centre
AAFC

Abbotsford Growers Co-op

Abelei Flavors

Advantage Foods

Ag Urban Interface Co.

Agriculture and Agri-Food Canada
Alberta Barley Commission

Alberta Food Processing Ass.
Allen's Gourmet Candies

Amazing Almonds

Andrew Peller Ltd

Anita's Organic Grain & Flour Mill
Agam Native Plant Nursery

Aquatec Seafoods Ltd.

Artisan Edibles Fine Food company Limited
At-Pac Industries Ltd.

Avalon Dairy Ltd.

BC AgriTourism Alliance

BC Bioproducts Association

BC Dairy Foundation

BC Fruit Growers' Association

BC Institute of Technology

BC Ministry of Agriculture and Lands
BC Salmon Farmers Association

BC Salmon Marketing Association
BC Vegetable Marketing Commission
BCCGA

BCIT

BCMAL

urvey



31
32

33
34

35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60

BDO Dunwoody

Berry Health Inc.

Billingsgate Fish Limited

BioNeutra Inc

Birchwood Dairy's Inc.

BiteSize Specialty Foods

Blueberry Industry Development Council
Blush Lane Organic Produce

Botanical Specialties

Brenntag Canada Inc

BRI Biopharmaceutical Research Inc.
Browns Bay Packing

Cambrian Chemicals Inc.

Campbell's Gold Honey Farm and Meadery
Canadian Fishing Co

Canadian Food Inspection Agency
Canadian Manufacturers & Exporters
Canadian Wise Foods Inc.

Canim Lake Ranches

Canterbury Coffee

Cantest Ltd.

Charman Farms

Cincott Nursery & Market Garden

Coast Mountain Dairy Ltd.

Coastwide Fishing

Columbia Ice

Cookies Of Course

CPE Systems Inc.

Creekside Custom Foods (div of Premium Brands Operating LP)

Dow AgroSciences



61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90

Dr Simon Wood Consultants

Dragon mtn. Farm

Dundarave Fish Market

Dynamic Chocolates

E - Fish - Ent

Edible Strategies Enterprises, Ltd.

EnWave Corporation

Excellentia Flavours Inc.

Farm Credit Canada

Fine Choice Foods

First Nations Agricultural Lending Association
Flora Manufacturing and Distributing Ltd
FNAA

Food Development Centre- Manitoba

Food First Enterprises Ltd. o/a Little Creek Dressing
Food Information Service (What's Next: UBC)
Forest to Fork

Forest to Fork Wild Mushroom Products
Fresh Ideas & Solutions Inc.

FTC International Consulting

Gambell Farms

Gambrinus Malting Corp

Garden Gourmet Fine Foods Inc.

Garden Protein International

Garland Technical Services

Georgia Straight

GF Strong, Vancouver Coastal Health

Glen Valley Farms Inc

Golda’'s Finest foods Inc.

Greenpeace



91

92

93

94

95

96

97

98

99
100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116
117
118
119
120

Grimm's Fine Foods

Guelph Food Technology Centre
Hain Celestial Canada

Happy Planet

Hot Chick Spice Company
HotHuck's Foods

lllichmanns Gourmet Foods
Institute for Sustainable Horticulture, Kwantlen University College
J Taylor Farm

J.R. Food Consultants

Jane's Honey Bees

Jay Springs Lamb Company

JD Sweid Foods

Jolliffe's

Just Abundance Flour Milling
Kahlon Farms Ltd.

KalleyKandy

Knead Some Dough

Kootenay Kitchen

Kraft

L.W. Truscott Farms/Orchard Barn Studio & Gallery
Lacombe Research Centre (AAFC)
Laxton Quality Systems Auditing
Leading Brands

Leduc- Alberta

Lesley Stowe Fine Foods

Lilydale Foods

Lippert Food Consulting Inc.

Living Synergy Inc.

London Scientific
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121  Made-Rite Meat Products LP

122  Malaspina University College

123  Manitoba Food Processors Association
124  Mariposa Organic Farm

125 Marley Farm Winery

126  Matheson Creek Farm

127  Mclean Organic Foods Inc

128 Medallion Meats Corp

129 Meyers Norris Penny

130 Midnight Kitchen

131  Mountain Ash Farm

132  National Food Processing Association (U.S)
133 National Seafood

134 National Seafood Sector Council

135 Nature's Path Foods

136 Neova Technologies Inc.

137  Nonuttin' Foods Inc.

138 NR Consultants

139  Nutrition House Canada

140 Ocean Speciality Foods

141  Olympic Dairy Products

142  Organized Organics

143  Osprey Orchard and Vineyard

144  Oyama Lake Alpaca Farm

145 Pacific Agri Technologies Ltd.

146  Pacific Agri-Food Research Centre - Summerland
147  Pacific Coast Fruit Products Ltd.

148 Paradise Valley Ranch

149 Pastula Farms

150 Phillips Ingredients Inc.



151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180

Port Fish (P.A.) Ltd.

POS Pilot Plant Corporation
Premium Brands Group

Purley's Chocolate

Que Pasa Mexican Foods
Rhema Industries Ltd.

Ridgecrest Dairies

RJ Spagnols

Robertson & Ross, Associates Inc.
Robertson Estate

Saginaw Enterprises Ltd.

Saint Hyacinthe Food Centre (AAFC)
Savoury Foods

Shambrock Consulting Group Inc.
SISU Inc.

Skeet& Ike's

Snack Alliance Inc.

Snow Cap Enterprises

Solutions In Focus Consulting
Something Sweet

SOYAWORLD INC

SPUD

Sun Plus

Sun Rype

Sunrise Poultry

Sun-Rype Products Ltd

Sweet Pops Kettle Korn

Tate and Lyle

Terasen Gas Inc.

The Barsi Group
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181

182
183
184

185
186
187

188
189
190

191

192

193

194

195

196
197

198
199

The Cluck Stops Here

the Granola King Wholesome Foods
Thrifty Foods

Tiffin

Toronto Economic Development Corp.
UBC

University of Alberta

Uprising Breads Bakery Ltd.
Valentine Farm

Vantage Foods

Vibrant health Products Inc, and Silver Hills Bakery
Vienna Treasures

Vista D'oro Farms

WILD Flavors

Willowbrook Farm

Wineland Dressings

Winexpert

Your Local Farmers Market Society

Zinetti Food products
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