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Executive Summary

The cheese industry is highly competitive with a few large
companies dominating the market. The artesian segment of the
industry is highly fragmented with several companies producing
high quality, differentiated cheese products marketed to niche
markets and high-end customers. Prairie Farms is a farmstead
company producing high-quality goat cheese in the mid-western
United States for over 30 years. The firm is facing several critical
issues the most pressing of which include succession planning
for family transition and make or buy production decisions.
Surviving in a recovering economy is difficult for the strongest of
entrepreneurial firms, and Prairie Farms is facing internal and
environmental pressures that make the competitive environment
particularly challenging.
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Introduction

Prairie Farms Goat Cheese, Inc. (the “Company”) is
a Midwest handcrafted high quality cheese producer located
in rural Wisconsin. Prairie Farms’ competitive advantage is
offering its customers the finest cheese in the market through
raising and managing its own goatherd to produce high quality
milk, the main raw material in producing cheese. Prairie Farms’
challenges falls within marketing concepts, brand awareness
and its competitive positioning along the value creation frontier.
The cheese industry is made up of several large players who
mass-produce cheap quality cheese (low-cost leaders) and a
hand full of small, high quality differentiation cheese producers.
Prairie Farms, as do many entrepreneurial firms, finds itself in
a transitional phase during a difficult and turbulent business
cycle. Three things converged to create a perfect storm for this
firm - the Company is facing transition either by exiting the
industry or via succession to the next generation of family, the
economy is recovering from the worst recession since the great
depression and more slowly than expected, and the firm is
recovering from an unexpected loss due to poor bookkeeping by
the previous accountant.

Background

The Prairie Farm family purchased its first farm goat
over 35 years ago and produced the first block of cheese ten years
later. Currently, the farm has over 500 goats and 15 different
products that generate just shy of one million dollars in annual
revenue. From the start, Prairie Farms focused on producing
high quality cheese. Jamie Prairie, founder and mother, allowed
her children to bring home the first goat as part of an FFA (Future
Farmers of America) project, still runs the Company today. Jamie is a
visionary who believes if the quality of the cheese is good enough

-52-



then customers will pay. One of Jamie’s sons, James works with
Jamie and wants to, one day, take over the Company.

Prairie Farms is of the largest artisan goat cheese
producers in the Midwest. Both the west and east coasts of
the U. S. have major players who are much larger than Prairie
Farms. Wisconsin is known for dairy cheese and over the past
ten years has seen an increase in artisan cheese production,
which competes directly with Prairie Farms.

Prairie Farms created and sustained a competitive
advantage through the development, growth, and maintenance
of its goatherd. Up until this past year the Company believed
the quality of it’s cheese was due to the superior bloodline and
management of the farmstead goatherd. Six to nine months ago
the Company started purchasing goat milk from external sources
and has not experienced quality problems. The Company’s barn
and farmingequipment areold andinefficient resultingin a higher
than market cost to produce goat milk internally. Management
estimates the Company needs $250K for new equipment. More
importantly Prairie Farms is in dire need of a goatherd manager,
as the Company lost its previous herd manager about a year ago
and has been unable to find a replacement. Finding a goat herd
manager in the Midwest has proven to be very difficult. Most
notably, the Company realized its goatherd is not the primary
source of its competitive advantage.

Goats produce about 1/6 the milk as a cow and are seasonal
breeders. Thus, goat milk costs about double that of cow milk,
which correlates into goat cheese costing nearly double that of
cow cheese to produce. Goat milk can be purchased between $30-
50 per 100 pounds whereas cow milk costs between $12-20 per
100 pounds. Prairie Farms estimates it costs nearly $60 per 100
pound to manage its own herd for internal production.
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Prairie Farms has the manufacturing capacity to double
its current production without additional investment in fixed
assets. However, the biggest constraint to increasing output
1s access to sufficient supply of goat milk. With the Company
struggling to manage its own herd, it has sought an external
supplier of goat milk. Since the major cheese producers are
located on the coasts, so are the goats and milk suppliers. Thus,
the Company has struggled to find enough goat farmers in the
Midwest to support its growth.

Product Mix

Prairie Farms has three different product lines (ripened
~ 50% product mix):

o Ripened — is typically used on cheese trays and
is becoming more popular among high-end chefs
to use on salads and in combination with other
foods.

o Ripened cheese has a yield 12-15% and a
manufacturing time of 10 days. Ripened
cheese 1s a specialty market segment. The
Company believes ripened cheeses to have the
highest margin and demand.

o Hard/aged —1is used on cheese trays. Aged cheeses
have the lowest yield at 8-10% and require a 2-5
month manufacturing period.

Market positioning

Prairie Farms goat cheese is made by hand on a small
Midwest farm in rural Wisconsin. Prairie Farms makes the
finest goat cheese in the market and is priced accordingly. Over
the past decade Prairie Farms has won several “best cheese”
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awards from the American Cheese Society. Prairie Farms sells
its diverse product line of fresh, ripened, and aged cheeses
through high-end niche distribution channels to reach out to
high-end health food stores and upscale restaurants. Prairie
Farms competes in the artisan cheese segment.

Target Market

Business-2-Customer (B2C) — Prairie Farms’ target
market include food connoisseurs (focus on females) with a focus
in the Midwest - individuals in the middle to upper middle class,
and over 30 years of age.

Business-2-Business (B2B) — distribution sales:

1) Prairie Farms’ target markets include niche food
markets like Whole Foods, Copp’s Food Conter, and Piggly
Wiggly. However, only select Copp’s and Piggly Wiggly locations
will work (nicer area of town). The end customer is the same as
that in the B2C target market.

2) Above average and upscale restaurants/chefs (the kind
that offer cheese trays as appetizers and have unique menus)
are also niche customer markets. The end customers for these
establishments are upper-middle class individuals and traveling
business people.

Cheese Industry Overview

The cheese industry is a highly fragmented industry
(Datamonitor, 2004, 2010). Kraft Foods dominates the market
with 14% market share, and the top three players account
for 22% of the market share (Marketline, 2012). Cheese sales
represent the most lucrative for all of the US dairy market
with approximately 40% of the dairy industry (Datamonitor,
2012). Milk is second at 34%. Cheese sales have seen an
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average growth rate (CAGR) of 5% over the last five years. U.
S. cheese consumption falls behind other countries with only
15% of the world cheese totals (Marketline, 2012). Europe leads
the way with 48% of total consumption. Supermarkets and
hypermarkets account for 82% retail cheese sales giving buyers
very high bargaining power. Eggs, meats, milk and other fresh
food consumption increased between 7-10% in 2011 yet dairy
markets are highly price sensitive causing consumers to trade-
down to cheaper (private-label) products. The cheese industry is
made up of various niche segments - artisan cheese represents
one such segment.

Artisan Cheese as defined by Wikipedia (2012):

Artisanal cheese refers to cheeses produced by hand
using the traditional craftsmanship of skilled cheese makers.
As a result the cheeses are often more complex in taste
and variety. Many are aged and ripened to achieve certain
aesthetics. This contrasts with the more mild flavors of mass-
produced cheeses produced in large scale operations, often
shipped and sold right away.

Part of the artisanal cheese making process is aging
and ripening of the cheeses to develop flavor and textural
characteristics. One type of artisanal cheese is known as
farmstead cheese, made traditionally with milk from the
producer’s own herds of cows, sheep, and goats.

Company Objectives

Profitability — Consistently reach profitability. Position
the Company for a potential succession or exit in the future.

Growth — Prairie Farms has the ability to double
current production levels without adding additional investment
in manufacturing equipment.
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Citizenship — Committed to supporting local farmers
and treating animals humanely.

Previous Strategies

Competitive strategy — offer quality cheese through
using quality goat milk by maintaining control over its own
goatherd. This strategy has recently been proven unnecessary
as the Company started purchasing goat milk from a supplier
and there are no effects on the quality of the cheese.

Growth — hired a marketing employee a couple of years
ago, however the Company indicated the employee did not share
the same vision and it could not continue to pay the employee.

Financial Highlights

Like many small, family-owned businesses, Prairie
Farms has recently incurred some financial considerations.
Specifically, the firm had a more distant family member that was
careless in their bookkeeping of the Company’s financials. Thus,
the firm has spent the last couple of years overcoming cash-flow
problems. As stated in the case, the firm lost its herd manager
and could not find a replacement. Moreover, the cost of producing
milk internally exceeds that of sourcing milk of equal quality
from external sources. Thus, the Company appears to be losing
money on the farm side of the production process. Analysis of
the Company’s gross profit margin, however, indicates possible
internal control problems that may extend beyond that of the
farm side of the production process. Accordingly, the Company
needs to focus on understanding costing issues associated with
all areas of production. Finally, the Company has limited ability
to raise additional capital from 3rd parties requiring additional
capital investment from owners.
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Competitive Advantage

Efficiency

Prairie Farms makes all cheeses by hand with no
automation processes. Prairie Farms does not have any
competitive advantage in making cheese quicker or cheaper
than competitors and cannot take advantage of economies of
scale. However, the Company has relatively low waste during
production (2012 = 7%; 2011 = 1%).

Quality

Prairie Farms has several award winning cheeses and
prides itself on making the best quality cheese in the market.
The Company makes all cheese by hand to “handle” the cheese
with care, and carefully picks high quality distribution partners
who will also “handle” the cheese with care so its gets to the
customer at the right time and without being compromised. The
Company’s focus on providing high quality cheese is its primary
competitive advantage. The Company constantly performs
quality control measurements by taste testing most batches.

Innovation

Over the last 25 years the Company has created
more than a dozen different products (recipes), each with
its own unique touch. Product innovation, however, is not
high on the Company’s strategy list. Through a trial-and-
error process the Company has created a variety of cheeses
to meet its customers’ requests. This has resulted in the
Company offering a few more products than its competitors.
The Company has recently decided to narrow its product list
to more cost effective, popular cheeses.
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Customer

Prairie Farms strives to provide its customers with
excellent service no matter how big or small the customer. This
has caused the company to be somewhat innovative by creating
new products based on customer requests. The Company believes
providing superior customer service to chefs is an extension of
offering superior cheese. The Company hosts chef dinners and
other joint events with local customers to provide that additional
value-added experience for the customer.

Summary

Prairie Farms’ competitive advantage is offering the best
quality cheese in the industry with an add-on of high customer
service. This competitive advantage has defined the market
niche in which the company competes and positions itself on the
value creation frontier line. Maintaining high quality products
1s critical to the company’s future and competitive advantage
over competitors.

Porter’s Five Forces

Porter’s five forces is an industry analysis that examines
how attractive a particular industry is as it relates to profitability.
Porter’s five forces analysis allows management to examine
the following: threat of new entrants, bargaining power of
suppliers, bargaining power of buyers, threat of substitutes, and
overall rivalry. We will examine these five forces in the cheese
manufacturing industry, specifically the artisan cheese industry.

Threat of Entrant (low)

The cheese industry is dominated by Kraft Foods

(Marketline, 2012), the only player that has a double-digit
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market share. The artisan cheese industry is made up of a
few big players according to Prairie Farms (market data is not
known). Based on estimates there are 4-7 major players (Prairie
Farms is not considered a major player) who make up roughly
75% of the market share. The large players have developed
semi-strong brand awareness and solid distributor relationships
making the threat of new entrant hard. Additionally, the
industry is experiencing rising costs of its largest raw material,
milk, causing downward pressure on gross margins. President
Obama signed the FDA Food Safety Modernization Act into law
in January 2011 aimed at ensuring food safety. Artisan cheese
production requires capital investment in equipment, which
is likely to require a seven-figure investment for even a small
producer. One of the most important components of making
artisan cheese is the management know-how, which is not easily
taught. Consequently, the threat of new entrant is relatively low.

Threat of Substitution (high)

Artisan cheese is a luxury good and can be substituted
for generic/processed cheeses. The artisan cheese industry
1s experiencing this to some degree due to a soft economys;
consumer behavior is changing to trade down to less expensive
products. Cheese is viewed as an add-on to many products and
part of a bigger receipt, therefore substituting artisan cheese for
no cheese or a cheaper cheese is highly feasible. The threat of
substitution is high.

Bargain Power of Customers (moderate to high)

Retailers and chefs make up the largest part of
purchasers of artisan cheese. In a competitive market with 5-7
main players and a few large retail buyers the retailers have
high bargaining power. Retailers have the ability to bargain
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down prices, purchase in large quantities and become a major
customer. Chefs on the other hand have less bargaining power
because they purchase in smaller quantities and there are a
large number of chefs. Both customer groups have low switching
costs therefore giving the customers additional power. Chefs
may have slightly higher switching cost depending on if they
use and rely on artisan cheese.

Bargaining Power of Suppliers (low)

Nearly 80% of artisan cheese is made from milk. Farmers
(milk) are a key supplier to the industry. Extreme weather
conditions have caused grain, food that feeds milk producing
farm animals to increase substantially therefore causing a
significant financial burden on farmers. As a result many farmers
are raising fewer milk-producing animals. There is no substitute
for milk as a raw material in cheese. The previous facts suggest
farmers have significant bargaining power because the supply
of milk is decreasing. On the flip side, switching cost among
suppliers is relatively low; milk is milk (assumes you can get
the same quality down the street). More importantly, farmers
depend on manufacturers as much as the manufacturers depend
on farmers. For this reason neither the buyer nor seller has
significant bargaining power.

Competitive Rivalry (low)

The artisan cheese industry is made up of cheese
connoisseurs who share a sense of camaraderie among each
other. Each cheese manufacturer has its own unique recipe
and because of this slight product differentiation in the nature
of the industry competition seems low. Several artisan cheese
producers have demand in excess of supply, which indicates
the market is growing and competition for buyers is low. The
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business model of cheese producing does require high fixed costs
(tanks, etc) but is relatively a low percentage of cost of sales. Milk
and labor, variable costs, are the most expensive cost of sales
items, which indicates the industry does not need to leverage
high sales volume to reach profitability. The overall competitive
nature of the artisan cheese industry is low.

Porter’s Conclusion

The artisan cheese industry is a small niche industry that
welcomes new entrants as competitive rivalry is low and demand
exceeds supply. However, developing the necessary relationships
with famers and niche distributors along with having the
knowledge of making cheese are barriers to entry. Moreover,
supplier risk is real given outside factors like extreme weather
conditions, which are driving up the costs of milk. The artisan
cheese industry, a luxury good, faces substitution risk with
processed cheese manufacturers especially in tough economic
times. Although there is no market data available on competitors,
one would expect the industry is wide-open for a market leader
to “own the market” through some type of strategic roll-up or
competitive advantage with key retailers. Overall, the industry
is somewhat attractive if the entrant is the right geographic
location to access inputs to production or can gain economies of
scale on the farm side to produce efficiently internally.

SWOT

Strength (internal)
» Several award-wining cheeses

* Founder who is passionate and proud of offering
the best cheese in the market
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Founder who is well connected in the industry —
former officer in Goat Cheese Associations

Has the ability to double production without adding
investments in fixed assets

Geographic location

Largest high-quality goat cheese producer in
the Midwest

Access to reasonably-priced, reliable shipping

Weakness (internal)

No marketing efforts lead to fewer sales and lower
brand recognition

Distribution contracts may not serve Company’s
best interests

Distribution relationships (overly dependent on
key distributions contracts) not well defined (key
questions need to be addressed for Prairie Farms
to understand their actual customer base)

Business model has not expanded beyond early
growth stages

Management team
Visionary founder is near retirement

Planned successor lacks business/accounting
experience o Inaccurate financial reporting

Lack of TMT business experience (e.g., recent
contract for sourced milk at above market prices).
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Opportunity (external)

Use digital marketing and social media (focus on
the Midwest) as the industry has not focused on this
strategy

Key words, “good cheese, quality cheese, fresh
cheese, ripened cheese,

Focus on marketing to the Midwest as shipping
costs are cheaper than competitors

Limited competition in the Midwest — both coasts
have dominant players

Chefs are increasingly using ripened cheese
(instead of fresh) on salads and other dishes

Increase in fresh foods consumption of 7%
compared to decline of 2% of packaged foods
(Marketline, 2012)

Consumers are focusing on eating fresher and
healthier

US consumers spend about 10% of their disposable
income on food, half spent for at-home consumption,
half out-of-home purchases (Datamontitor, 2010)

Increase in social media allows for cheaper image-
building efforts

87% of consumers consider taste as top
consideration (Datamonitor, 2010)

Threats (external)

Limited supply of goat milk in the Midwest

Increase in high quality (dairy) cheese companies
in Wisconsin

Shortage of corn/grain will increase the cost of goat
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milk as the cost to feed goats will increase

* Market is not willing to pay higher price for goat
cheese, target market only cares about quality
cheese (dairy cheese costs significantly less to
produce)

* Increase in retail prices are causing consumers
to buy-down, increase in private-label products
(Datamonitor, 2004)

» Agriculture is vulnerable to extreme weather —
causing grain and livestock prices to increase

* Regulatory efforts — FDA is focused on increasing
safety standards of food manufacturers

SWOT Summary

Prairie Farms has significant strengths in its geographic

location and award winning cheese, which are hard to duplicate.
The Company’s weaknesses can be addressed, but doing so is
easier said than done because founders would need to hire,
trust, and give up decision-making authority and autonomy to
the appropriate manager. Assuming the Company can manage
the threats of limited goat milk and increasing competition there
1s significant opportunity, as the demand for quality cheese is
increasing while the industry appears reluctant to use social
media to grow.

Issues Facing Prairie Farms

One issue Prairie Farms does not have is creating demand
for its product - Prairie Farms offers superior cheese and the
market is demanding its product. The company, however, has
struggled recently and appears to have lost its strategic focus
and vision. The Company is facing financial concerns with
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equity stakes coming from the founders and little focus on
external financing opportunities. In general the Company has
been neglected through: 1) mismanaging farm-side production
resulting in low gross margins; 2) inefficient/non-existent cost
accounting procedures leaving management unaware of the
true costs of production of each line of cheese; 3) non-functional
website that has not been updated in several years and portions
of the website do not work (web-store); 4) lack of marketing and
brand awareness leaving the firm vulnerable to competitive and
industry forces; 4) management has signed exclusive distribution
contracts which may not be most beneficial for the firm; finally
5) the Company has supplier constraints, which affect the
Company’s ability to grow and meet demand.

Case Questions:

Entrepreneurial firms face unique management and
succession challenges. The case of Prairie Farms highlights
several issues facing a small family farming business.
Moreover, there are several key areas upon which Prairie
Farms’ management should focus.

Describe the historical progression of Prairie Farms.
What has made the business successful? Where has the business
struggled?

What is the primary strategic concern facing Prairie
Farms?

What should the Company do with the farm side of the
business? Should the Company maintain its farmstead tradition
and continue producing premium milk or transition to outsource
the farm side of the production process?

How should the Company proceed with future succession?
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