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PROGRAM SUMMARY

We have been granted the rare opportunity by our State
Department of Agriculture to study the feagibillity of
farmstead cheeze production. After 18 months of marshaling
the experts to draw up data, and fram first hand
obgervations with successful operators, we feel confident
that there are attractive opportunites for small scale
cheasea production.

Whether its Iin France, England, Vermont or California, we
felt convinced that guality handerafted speciality cheese is
a shining star. There i3 much to be said about busloads of
tourists celebrating milks story.

In March we narrowed a list of 30 cheeses to one whioh fits
our German heritage marketing theme. This washed rind
gemli-soft cheese was developed by Auro Techs master cheesge
makers using our own milk.

During the zummer, our accountants "crunched" these specific
cheese numbers and worked up "what 1f" scenarios. In the
past few months we have gotten in hand detailed construction
plang for our bullding, and estimates on material and
equipment costs.

All thia information points to a major hurdle, and that is

like so many other businesses, the hugh amount of operating
capital needed in the market development stage of begining

this business. We understand, now more than ever, that this
business requires a great deal of hard work and risk.

Simply stated by Dan Carter, Inc.,, "Farmatead Cheeses have
a gstgnificant opportunity to exploit the positive consumer
perceptions and awareness for Specialty Cheese via
application ot packaged goods marketing techniques®,

DISCRIPTION OF WORK COMPLETED
Evaluation of the Specialty Cheese Market.

We have to say that with the guidance of Dan Carter, Inc. we
have developed a perspective of the cheese industry, which
has become a very valuable asset to usg in trying to
undergtand the marketing of gspeclalty cheese. To try and
enter the marketplace one must he up to speed with as much
knowledge aa posaible to minimize risks,

Some facts of the market. All 88 million households in the
U, 8. consume commodity cheese, but within this universe, an
emerging 30 million household market is causing a long term
increase in the gpecialty cheege market. About 30 miliion
households above $25,000 yearly income are purchasing
speclalty cheese. Commodity cheese is projected to increase
its sales by 2-3% to the end of the 80's. While specialty



cheesge is expected to grow at a rate of 7-8% per year.

We found that there ig not a standard definitian for
apeclalty cheese, it is usually refered to Yas all other
cheese", This has made it very difficult to get a hold on
particular volume flgures. In fact what we found is that
producers are reluctant to offer information on there
specialty cheese production.

What we have accomplished with the funds of the grant s to
seleot and have developed by Auro Tech, Inc. a cheese which
will allow value-added pricing. The cheese we belleve has a
particularly desirable flavor and appearance, has a
conmection with our ethnie background, glving it a specinl
image which we think will offer people a new experience.

To assay the market volumes we looked at the data on cheeses
with gimilar characteristica, Cheeses which are in the
surface ripened family, which include brick, butterkases,
farmers, harvarti and tilsiter. A total estimated volume for
these cheeses is 30 milllion pounds, with an average
wholesale price at $1.95 per pound.

Disappearance of approximatly 60% of this 30 million pounds
of cheese occures in three regions of the U.S. The upper
central midwest, New York/New Jersey, and the Eastern Strip.
National Foods Distributers Asso. reports that 78% of
specialty foods go to super-markets, and 22% goes to
epecialty food stores. We also found that 86% of all
supermarkets feature specialty cheeses, and that the most
profitable shelf space in a supermarket 1ls the dairy ocase
and within the dairy case the shining star is the cheese
gegment,

For conclusions on our projected products, prices, voelumes,
and distribution please see attached sheet, Saxon Farms
Semi-goft,.

Evaluation of the cage gtudies.

The ability to view other operations and meet with the
peaple running farmstead cheese factories was very
enlightening. The grant allowed us to visit three farmstead
operationa, Maytag Farmz in Newton, lowa. Shelbourn Farms
near Burlington, Vermont. And Hawathorn Valley Farm in
Ghent, New York. These three operations were similar in many
respects. Each were using the milk from approximatly 65 cows
per herd, Maytag and Hawathorn black and white Holsteins,
Shelbourn using Brown Swiss. All three were common in a
major regard, and that ia that they have a internal source
of capital, this is much different than our situation of
total lack of capital.
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In each gituation we received simllar responses to our
questiaons. Yes, we are profitable and the operation 1is
making more profit than the herd alone. Yeaz, there is a
demand for our product, and yes there is roem in the market
place for high quality farmstead cheege. No, the market isg
net waiting, you must pay the dues of time, experience,
patience and hard work to be allowed into the market place.
Since vigiting Maytag Farms they have sold the herd and buy
in the milk that they need. The reason that they gave la
that they could not justify the cost of labor to produce the
milk, and non co-mingled was not an important factor with
them.

We were also in touch with some of the people who were
involved with the Minnesocta Farmstead Cheese Project of the
late 1970's. After reflecting on what some of the people
that we talked to had to zay, we feel that it wasn’t a
guccegs as expected because of a two major problems.

1. They underestimated the amount of labor that iIs required.
They had a zsingle family attempt to tend the herd and te
make the cheese. It was never planned to hire in help to
accomplish the task.

2, Lack aof marketing knowledge or proper approach to
marketing. They had seven farms with seven very small
plants, and seven herds trying to make one specific
cheese (Gouda). This didn’t work because buyers could not
be assured of consistency. What we found, 1z that to
cheesse brokeras and digtributors conaistency 1s as
important as quality, if not more important.

We vigited Eichten*s farmstead cheege operation in Center
City, Minnesota which is still in business but not milking
cows, they sold the herd in 1986. They buy there milk in to
make chesse, and market 1t via a retall store that they own
and farmers markets in the Twin Clitie=s, After a long
conversation with them their advice to us was to forget our
idea, " marketing the cheese is just to difficult®,

When we reflect on our visits with these operations we feel
our approach to farmstead cheeze has galned us immence
insight. It has shown us that it is critically important to
develop a well thought out plan for both labor and marketing
managemant of a farmstead cheese operatlon.

Evaluation aof Regulations.

Wisconsin requires that both the plant and the cheesemaker
he licensed to produce cheese for wholesale distribution.
Wisconsin is the only state in the union that reguires a
l{cense for a cheegsemaker. One could make cheese from his
herds milk without a license but you could only sell cheese
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retail from the farm, no wholegale marketing of the product.
The plant wouid need to be inspected and licensed yearly by
the Btate. One could also get a USDA llecense, but it iz2 not
necessary unless you intend to gell directly to the U.S5.
Goverment. The advice that I recelved is to design and bulld
the plant to meet USDA requirments for food safty reasons,
but zave the llcense fee,

To become a llcensed cheegemaker in Wilisconsin you must have
18 months training with a licensed cheesemaker, and pasz =a
written test.

We found that you must comply with Federal Milk Marketing
Order Regulations. These regulations are mainly praoper
reaparting of product wvtilization, which in other words is,
what has happened to the milk that you produced and
manufactured. We found that the regulations are not a-
problem to comply wlth, and that there assgiagatance ia very
forthcoming and helpful,

Evaluation of environmental considerations.

We ran into some problems heare, For avery 1000 pounds of
cheese that you produce, you can look at 4000 gallons of
water needed for the manufacturing process, and about 1000
gallons of whey. [f you can utilize the whey az cattle fead,
then whey doez not become a major problem. In order to sell
whey you must keep 1t cool and have enough to f111 a truck,
thias becomes a cost., Another option is to ground dispose the
whey which requires a permit from the DNR. | believe this
not to be a good option. In our case we intend to use {t for
animal feed.

The major problem 13 waste water disposal. On our farm the
solils are heavy clay, and to get a permit to install =a
filter bed disposal gystem or holding system would be very
expensive. For this reason we feel the cheese plant would he
better if bulit in a village or oclty where there 13 a waste
water treatment facility. Most small treatment plants will
acocept wagste water but not whey, the BOD of whey is to high
for small planta. Recommendations are that one cheaoka with
the planning boards and or sewage boards early in the
process to galn the proper permits.

Evaluation of plant design and cost.

When one looks cloze at plant design you reallze that naot
atl plants are the same. The criteria that must be taken
into account ared

$. The type of ohesss ar cheeses that yeou intend to produce.

2. The volume of cheese that you need to produce.
4)



3. Amount of gtorage that is required for both the curing
and the aging of your products,

With the help of Auro Tech, Inc, they detalled the plant
aize and layocut. Proper layout of the plant is very
important in trying to keep the cost of labor to a minimun.
They also included a list of the equipment that would be
needed for the production of a salt brine semi-soft cheese
production facility.

Slege!l Engineering has developed construction plans for the
plant and retail store. Construction caosts run at
approximately $35./8q.ft. for the plant. We feel confident
that 8000 sq.ft, will be required for the plant. Cost would
then be at $210,000 for the manufacturing facility. Our
marketing plan calls for a retail area. We feel 2400sq.ft.
will be sufficent retall space. Again $35./sq.ft, will be
required building cost for the retall store, which giveg us=
another $80,000 in bululding cost,

For equipment, we will be able to acquire some of the needed
equipment used, but much of the equipment i3 preferred new
for gsanitation reasons and to avold potential maintance
hreakdown cost, For $137,000 we willl be able to purchase the
equipment needed for the manufacturing plant.

Thig sum of $427,000 iz very large indeed, it is the biggest
surprise that we encountered in the analysis of this
project, The experts were not surprised and sald that this
was to be expected. In the end, trying to cut ecost In thesge
areaa will be looking for trouble further down the road,
they say that the lack of space will be detrimental to the
qualtity of produst.

Evaluation of Financials.

Az with all business startups, the development and
understanding of a financial plan is most ecrucial. I'm golng
to highlight some of the major findings from our financial
analysis.

In the first scenarlo we looked at how long it would take to
break even producing ocur semi-zoft cheese only at the rate
at which we think we can enter the market place. That is
75,0004 of cheese the first year gradually increasing to
300,000%# the fifth year. The data shows the at this rate we
would begin to make a profit in the f1fth year, and reguire
$280,000 of operating capital to keep opoerating the first
four years. In thig first scenario we assumed we had working
capltal in a cash account. This gave us base line data to
continue work from.

The next scenarlo was to borrow the operating capitat and to
pay intersst on it at the same time. This would require
(5)



another $100,000, to a total of $380,000 operating capital.
By the end of the fifth year we still would not be making a
profit, in fact we would =still be short %7,700. One can see
that the operating caplital and the interest to borrow it is
crippling. Qften | have heard that in business start-ups it
iz the lack of operating capital that most often forces one
into bankruptcy. This has been made clear to us,

With these first two scenarios we would not have heen
operating the plant efficently, our data showed that we were
paying labor and some fixed cost az 1if the plant were
operating at full potential. To change this our third set of
data incliuded along with the speclality cheese the
production of cheddar cheese to keep the plant operating at
full potential. The cheddar was priced at %$.03 over Green
Bay Cheese Exchange price. At this rate we reduced the
amount of working capital to $62,000. By the end of the
third year we would be making a profit of $%33,000. By the
end af the fifth year we were able to project a profit of
$47,000. This begins to make it look maore viable, but =stil]
laced with problems. We had worked up more financial plans
and are at present trying some more ideas cut on paper.

Probabhly the mest promising "what if" was one we had
produced using Blue-Cheese. With Information from Dan
Carter, Inc., in which they feel there may be more room in
the market place for high quality blues, they felt that we
could bhe up to fuil production of 300,000# in three years.
With Blue cheese the first year would require $125,000 of
operating capital, $62,000 the second year and by the third
year B profit of $38,000 could be expected. Some major
problemzs with Blue cheese are that 1t will require more
labor, in a blue plant only blue cheeses can he produced,
and blue cheese requires aging time, minimum of 60 days but
the cheese iz a better product at 180 days. Aging time cost
much money, it would take 128,000 to carry and develop this
needed inventory. Granted, this money for inventory will
come back later on, but it does show again the need for
large sums of operating capital,

This overview of the financials expresses the dilemma that

one has in trying te get a handle on production levels and
the need for operating capital.
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Conclusion.

Thia brings us to "where are we". At present we are trying
to approach this plaguing operating capital probien.

I firmly believe that given strong long term support that
farmstead operations are capable of appearing and staying in
the Wisconsin Agricultural Landscape.

This analysis has shown us that marketing is far more
important than manufacturing. Although this gives us a
"catch 22" gituation where how do we enter and understand
the market before production begins. We must have product to
predict how the market wiil react.

Our approach to this problem at this time is the building of
a retail store with the facilities to finish {cure and
package) cheese which is manufactured in some other plant.
The French word for this is Affinage, the art of aging
cheege. At present time we are in touch with two plants that
are considering manufacturing our milk, (remembering non
co-mingled milk) into a semi-soft cheeze. We have bheen
unable to find a plant that would manufacture a blue cheese
with our milk. This approach could greatly reduce the
overhead cost of production, reduce by some degrea the
operating capital requirments and at the same time really
allow us to test the market place with a almost farmstead
cheege,

From thia approach the major findings maybe a real! surprise,
imagine if the retail outlet would show us that a local
gupport for a aged cheddar maybe more viahle than we think,
by the way we did see that in Vermont.
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RESEARCH PROPOSAL MAY, 1992
Submitted to

WISCONSIN MILK MARKETING BOARD

BRY

Gerald & Elise Heimerl
Saxon Homestead Farm
15621 5. Union Rd.
Cleveland, Wi. 53015

With Approval

u/ ith Dir. ar DATCP
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Mr. Erwin Sholts Dir. (ADD) Program DATCP

Dr. Richard Klemme Dir. (CIAS) UW~-Madison

Dr. Brian Gould (CDR? UW-Madison

Mr. Dan Carter CEO Dan Carter, Inc. Mayville, Wi.

Dr. N.R. Gandhi CEO Auro Tech, Mencmonee Falls, Wi.




RESEARCH PROPOSAL HMAY, 1282
TO WISCONSIN MILK MARKETING BOARD; BUSINESS DEVELOPMENT UNIT

Submitted Saxon Homestead Farm, since 1850.
By: 15621 5. Unien Rd.
Cleveland, Wis. 53015 (Manitowoc County)
Gerald & Elise Heimer! (414) 683-8300
Title: ANALYZING SMALL-SCALE SPECIALTY CHEESE PLANT
STARTUP, MANUFACTURING AND MARKETING.

SUMMARY OF CURRENT PROJECT:

All of us recognize that Wiscongin’s overall well-being has
& tremendous linkage to the vitality of our agriculture. In
order that "America's Dairyland” maintain it's historical
leadership in the cheese industry, our 1981 DATCP funded
project proposes to analyze and adapt the time-honored
European apecialty cheese-making concept to Wisconsin's
dairy industry.

As of May, 10892, this grant has given us the ability to hire
four consultants, 1. Dan Carter, Inc. with their impeccahle
national reputation, has revealed a remarkable list of small
scale potential specialty cheese niches.

2. Auro Tech, Inc. with Dr. N.R. Gandhi
being a foremost leader in cheese culture technalogy, has
already developed a specialty cheese using our own farm
produced milk. The marketers believe this "exceptional®
cheese will be able to enter the market place with
assurance.

3&4. At this time, our other two
consultants (dairy plant design engineer and accountant)},
are walting for more exact numbers on equipment needs, plant
size and design layout. After these numbers are completed, a
detailed financial business plan will be completed.

Prelimihary data indicates that small-scale production
cheege offers a coveted window of opportunity to compete in
the market which is now pressured by Eurapean cheege imports
and {ts cheege related businesses. If Wisconsin is to remain
the national leader in cheese production not only in the
large scale category, but aiso In the small-scale gourmet
class, it seems "a natural®™ to turn saome of our
over-production into a class of its very own. Understanding
that this premise comes not without risk, the time has come
for Wisconsin, America’s Dairyland, to address the issue.

WMMB RESEARCH PROPOSAL OBJECTIVE:

Specialty cheesze manufacturing {3 being viewed az an
integral coemponent in the maintenance and expansion of dalry
product sales. This research would generate further
understanding of cheese market development, particularly,
Wisconsin Specialty Chesses developing new markets.



Dr. Rick Klemme. Director of the Center For Integgrated
Agricultural Systemeg (CI1AS), U.VW. Madisaon., has agreed to try
and coordinate a team of interdisciplinary researchers to
case study our whole-farm diversification transition
strategies,

Dr. Brian Gould, Economist in the Center For Dairy Research,
U.W. Madison, with the aid of his newly developed goftware,
has agreed to a dairy plant analysis.

Mr. Jim Smith, Marketing Division Director, DATCPR, and HMr.
Erwin (Bud) Sholts, Director of Agriculture Development and
Diversification, "ADD" program, DATCP, have enthusiastically
agreed to support this project with their reapective
departments research and expertise.

Fram the private sector side of cheese marketing/technology,
Mr. Dan Carter and Dr. N.R. Gandhi have only encouraged us
with unabated loyal support as to the merit of this project.
They believe this will serve as a dairy industry showcase
example for the entire state of Wisconsin.

Now where does the WMMB fit intoc this proposal? The major
hurdle to the start-up of this small specialty cheese
business is the capital required. The banking industry
requires principle and interest payments to begin 30 days
after startup, as if production is at 100%. All indicators
point to requiring a slow-growth entrance into this market,
and up to five years to reach full production. Underatanding
this premige explainz the European expansion of their
businesses into Wisconsin. They realize the slow-growth,
long-term potential of the largest specialty cheese market
opportunity in the world. What we reaspectfully request of
the WMMB is financial support in the form of a $200,000
revolving grant, to be returned at the end of five years.

EXPECTED RESULTS:

This study will research a market niche that we believe has
never seen documentation. We expect that the results of this
project will show the "how to" far starting a specialty
cheese business. This study will surely broaden the existing
knowledge bagse of WMMB's visionary value—-added Wisconsin
Specialty Cheese program. 0Of major importance, this proposal
will show no displacement of other manufactured dairy
products. Te the contrary, increasing cheese varieties will
create greater competition for raw milk. Ultimately, our
wonderful dairy state of Wisconsin will sell more milk,
utilize butterfat and of great significance, we will retain
more dollars at home.



