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Separating and Managing Social and Business Costs

Case Study:  Stable Roots 
Background
Stable Roots employs at-risk youth in a landscaping and gardening service business in the Community of Greenville.  The business was originally established by Greenville Youth Services to complement the organization's job search programs. Greenville Youth Services has been providing support to youth who are at risk, including counseling, afterschool programs, and employment support.  The enterprise’s goal is to provide stable and meaningful employment to at-risk youth while offering premium and environmentally friendly landscaping services and dedicated support to customers.  

Stable Roots offers landscaping and garden maintenance services to commercial and residential customers.  As part of its commitment to promoting environmentally friendly lawn and garden practices, Stable Roots uses only natural yard care products. The enterprise also sells rain water collection systems to its clients to reduce water consumption of the properties that it services.   Key mission activities include: 

· Recruit employees from Greenville Youth Services and other youth drop-in centres.

· Offer on-the job training and flexible work hours, and industry training and professional development opportunities.  

· Offer personalized support and life-skills training to youth employees to assist them with their transition to employment as well as other aspects of life such as housing, addictions

The Greenville Youth Services senior management and Board of directors are not sure if Stable Roots is successful as a business and as a social enterprise.  To get a better understanding of the business performance of Stable Roots, and also what it actually costs to support and work with the youth employees, the organization is undertaking the exercise of identifying and separating it social costs from its business costs. 

More information

As shown in the income statement, in 2009, Stable Roots yard maintenance sales of $189,000.  It also sold 20 rain barrels to clients for $400 each, $100 less than the normal price in the industry, for net revenue of $3,000.  

During the year Stable Roots provided employment to 8 youth and 2 supervisors.   Jobs are done in teams of 2 youth and 1 supervisor. In comparison to for-profit competitors at similar revenue levels, Stable Roots used 2 times the amount of labour, and 1.5 times the mount of supervisory labour hours.   The supervisory agreed this seemed logical given they guessed that they spent around 1/3 of their time on employee supports, paperwork or training.  

Youth are required to participate in the society’s life-skills program – the society billed Stable Roots $2600 for this training.  The youth also received tuition support to attend landscaping courses that would lead to certification.  This appears to be a fairly common practice in the industry, as a means to improve skills and retain employees.

During the year one of the supervisors took a course on managing a Landscaping Business for a cost of $1900, he was reimbursed for $1400 by Stable Roots.  The other supervisor  went to a conference held in Greenville about Best practices for working with youth at risk.  Both were charged to the Staff Development line item. 

Greenville Youth Services Society allocated 1/5 of the Senior Program Directors time to Stable Roots. She estimates that she spends half her time dealing with sales and customers, and the other half with funders and in youth recruitment.  The society also charges stable roots for accounting services.  

Based on the all the information provide and the financial statement, calculate the value of the social costs incurred by Stable Roots.
Separating and Managing Social and Business Costs

Case Study:  Stable Roots 
Case Solution and guide: 

1. Brainstorm Activity:   Identify types of social costs that Stable Roots may incur based on the information given.  Note than when identifying social costs it is important to consider whether these are costs that are above and beyond a “regular’ business” 

	Examples include: 

· More labour hrs due to natural care methods, target population and flexible hours  ( increase wages 

· More supervision hrs if supervisor also provide counseling and support .  Also if more staff then more supervisory hours required  ( increase supervisory salaries

· Lifeskills training – increased training expenses

· Possibly increased wastage of materials  ( increased supplies costs

· Wage premium ( is $15 standard for the industry or higher


2.  Read the rest of the case and financial statement
a) Using the information list each items that appear to be a social costs and what line items each costs may affect, and how you would calculate the total social cost.  
	Type of costs
	Effect on line item
	CALC of social costs

	Discount on rain barrel
	Net product sales are lower than regular business
	20 units * 100

	2 times labour hrs (youth)
	Wage costs is  2 times as high as regular business
	50% of total labour costs 

	1.5 times supervisory hrs 
	Supervisory salaries is 1.5 times higher 
	33% of total supervisory salaries 

	Additional training for youth – life skills 
	Training expense line item is higher
	

	Mission/program related training costs of supervisor
	Staff development line item is higher 
	Actual conference fees  / total staff dev cost line item less 1,400 business workshop 

	Program Director salary allocated by parent organization
	Administration salaries is higher
	Admin salary * 50%


3. Using the worksheet, either the data to calculate, using percentages where appropriate the social costs and arrive at the business cost and the “business bottom line”

[image: image1.emf]INCOME  BUSINESS 

ACCOUNT DESCRIPTION STATEMENT ONLY

%   $

REVENUE

Lawn and Garden Maintenance Income 189,000       

Net Product Sales (Rainbarrels) $3,000

TOTAL REVENUE $192,000

DIRECT COSTS

Wages and Benefits (youth employees) 115,200       

Supervisory Wages and Benefits 96,000        

Materials and Supplies 6,000          

Tools 2,000          

Training Expenses (Youth)  5,000          

TOTAL DIRECT COSTS $224,200

GROSS PROFIT ($32,200)

INDIRECT COSTS

Rent and Utilities (office & storage) 9,600          

Tel/Internet 1,200          

Marketing and Advertising 2,400          

Administration Salary and Benefits 20,000        

Accounting Fees 16,000        

Bank Charges 100            

Staff Development  2,400          

Transportation and Auto Costs 4,800          

TOTAL INDIRECT COSTS $56,500

NET INCOME (BEFORE GRANTS) ($88,700)

OTHER INCOME

Government Grants 65,000        

Other Grants and Subsidies 25,000        

TOTAL OTHER INCOME $90,000

NET INCOME AFTER GRANTS $1,300

SOCIAL COST

Adjustments


[image: image2.emf]INCOME  BUSINESS 

ACCOUNT DESCRIPTION STATEMENT ONLY

%   $

REVENUE

Lawn & Garden Maintenance Income 189,000 0 189000

Net Product Sales (Rainbarrels) 3,000 -2000 5000

TOTAL REVENUE $192,000 -$2,000 $194,000

DIRECT COSTS 0

Wages and Benefits (youth 115,200 50% 57,600 57600

Supervisory Wages and Benefits 96,000 33% 32,000 64000

Materials and Supplies 6,000 0% 0 6000

Tools 2,000 0% 0 2000

Training Expenses (Youth)  5,000 - 2,600 2400

TOTAL DIRECT COSTS $224,200 $92,200 $132,000

GROSS PROFIT ($32,200) $62,000

INDIRECT COSTS

Rent and Utilities (office & storage) 9,600 0% 0 9600

Tel/Internet 1,200 0% 0 1200

Marketing and Advertising 2,400 0% 0 2400

Administration Salary and Benefits 20,000 50% 10000 10000

Accounting Fees 16,000 0% 0 16000

Bank Charges 100 0% 0 100

Staff Development  2,400 - 1000 1400

Transportation and Auto Costs 4,800 0% 0 4800

TOTAL INDIRECT COSTS $56,500 $11,000 $45,500

NET INCOME (BEFORE GRANTS) ($88,700) $16,500

OTHER INCOME

Government Grants 65,000 100% 65000 0

Other Grants and Subsidies 25,000 100% 25000 0

TOTAL OTHER INCOME $90,000 $90,000 $0

NET INCOME AFTER GRANTS $1,300 $16,500

SOCIAL COST

Adjustments


What do the numbers tell you?  
Analysis and ratios and key learnings

· Business cost recovery:  total business costs/sales = 1.09%

· Indicates the business is profitable and is covering all of its “business costs” from its sales revenue, and generate some surplus that contributes to the social costs.  In 2009, stable roots made a profit of $16,500 that went into social costs.

· The gross ratio if 32% and costs of sales is 68% of sales. Majority of the costs are directly costs.  (if the standard gross ratio for similar businesses is 50%, stable roots mgmt may want to explore further why they cost of sales is so much greater. 

· Overall enterprise viability

· Social costs for the enterprises total $105,200 of which (2000 lost revenue, 92,200 direct costs, 11,000 indirect costs).  This represented a cost of $13,200 per youth per year.  Stable roots could compare this to the costs of delivering other similar programs to youth

· Enterprise is reliant on $90,000 in grant revenue to support the social costs of the enterprise. Mgmt should examine these sources of revenue to determine how secure these funds are.  

1

Blank Worksheet -- Inc Stat



				INCOME 		SOCIAL COST				BUSINESS 

		ACCOUNT DESCRIPTION		STATEMENT		Adjustments				ONLY

						% 		 $

		REVENUE

		Lawn and Garden Maintenance Income		189,000

		Net Product Sales (Rainbarrels)		$3,000

		TOTAL REVENUE		$192,000



		DIRECT COSTS

		Wages and Benefits (youth employees)		115,200

		Supervisory Wages and Benefits		96,000

		Materials and Supplies		6,000

		Tools		2,000

		Training Expenses (Youth) 		5,000



		TOTAL DIRECT COSTS		$224,200



		GROSS PROFIT		($32,200)



		INDIRECT COSTS

		Rent and Utilities (office & storage)		9,600

		Tel/Internet		1,200

		Marketing and Advertising		2,400

		Administration Salary and Benefits		20,000

		Accounting Fees		16,000

		Bank Charges		100

		Staff Development 		2,400

		Transportation and Auto Costs		4,800



		TOTAL INDIRECT COSTS		$56,500



		NET INCOME (BEFORE GRANTS)		($88,700)



		OTHER INCOME

		Government Grants		65,000

		Other Grants and Subsidies		25,000

		TOTAL OTHER INCOME		$90,000



		NET INCOME AFTER GRANTS		$1,300





Completed Example Worksheet



				INCOME 		SOCIAL COST				BUSINESS 

		ACCOUNT DESCRIPTION		STATEMENT		Adjustments				ONLY

						% 		 $

		REVENUE

		Lawn & Garden Maintenance Income		$189,000				0		189000

		Net Product Sales (Rainbarrels)		$3,000				-2000		5000

		TOTAL REVENUE		$192,000				-2000		194000



		DIRECT COSTS								0

		Wages and Benefits (youth		115,200		50%		57600		57600

		Supervisory Wages and Benefits		96,000		33%		$32,000		64000

		Materials and Supplies		6,000		0%		0		6000

		Tools		2,000		0%		0		2000

		Training Expenses (Youth) 		5,000		-		2600		2400



		TOTAL DIRECT COSTS		$224,200				$92,200		132000.0



		GROSS PROFIT		($32,200)						62000.0



		INDIRECT COSTS

		Rent and Utilities (office & storage)		9,600		0%		0		9600

		Tel/Internet		1,200		0%		0		1200

		Marketing and Advertising		2,400		0%		0		2400

		Administration Salary and Benefits		20,000		50%		10000		10000

		Accounting Fees		16,000		0%		0		16000

		Bank Charges		100		0%		0		100

		Staff Development 		2,400		-		1000		1400

		Transportation and Auto Costs		4,800		0%		0		4800



		TOTAL INDIRECT COSTS		$56,500				11000		45500



		NET INCOME (BEFORE GRANTS)		($88,700)						16500



		OTHER INCOME

		Government Grants		65,000		100%		65000		0

		Other Grants and Subsidies		25,000		100%		25000		0

		TOTAL OTHER INCOME		$90,000				90000		0



		NET INCOME AFTER GRANTS		$1,300						16500

		Assumptions						Sales: 

		2 supervisors 						no of crews		4

		8 youth 						No hrs /day		3.5

		There are 4 crews of 2 youth and 1 supervisor						Total hrs/day		14

		Each crew does 1 4 hrs job/day						Rate 		$45

		2 4 hrs jobs per day - 1 morning / 1 afternoon								$630

		each youth works 4 hrs /day 5 days /wk 						No days./yr		300

		each supervisor works 8 hrs /day 5 days/wk								$189,000

		Wages and Benefits (employees)		Mth 				Net Product Sales 

		rate of pay (incl benefits)		15				Sales Price 		400

		no of hrs worked/employ		80				Costs Price 		250

				1200				Gross Margin		150

		no of employees		8				No. Sold		20

				9600				Net Sales Rev		$3,000

		no of mths		12

		total wages/benefits		115200				Disc Price		100

										2000

		Supervisors

		rate of pay		25

		no of hrs worked		160		106.672

				4000		2666.8

		no of people		2		5333.6

				8000		64003.2

		no of months		12

				96000

		Admin: Program Director		20000		Society bills 1/5 of PD Salary

		Accountant Services		16000		Society bills out 1/5 of Accountant 

				Hrs/dau

		Billable 		14		$40		per hr

		Youth Paid		16		$15		per hr

		Supervisor		16		$25		per hr

		Sources of Social  Costs						Result

		Disc on product sales to encourage adoption						Total revenue reduced

		Employ more people that needed  to do the job						Higher Wages

		Supervisors provide counselling in addition 						higher supervisor salaries

		Job Skills Training Provided by Society staff 						inc training expenses

		More wastage than industry standard						inc materials costs 

		Program Director spends time on funder relations						admin costs too high

		Supervisors participate in training rel to youth						training costs higher

		Social Costs Calculation

		Sales: 

		Discount offered on Rainbarrels		-100

		no. of units		20

		Income not earned		-2000







Summary IS 

		DEVELOPING A TRUE COST PICTURE

		SUMMARY SHEET - DOUBLE BOTTOM LINE FORMAT

		REVENUE								194000

		DIRECT COSTS								132000.0032

		GROSS PROFIT								61999.9968

		INDIRECT COSTS								45500

		NET INCOME BEFORE SUBSIDIES AND SOCIAL COSTS								16499.9968

		SUBSIDIES								90000

		SOCIAL COSTS								103199.9968

		NET INCOME								3300

		RATIOS

		GROSS PROFIT

		NET BUSINESS INCOME AS % SALES

		NET INCOME AS % SALES






