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Lessons Learned: Community & Economic Development Case Studies
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Project Name: Value-Added Agriculture and Value-Added Agriculture Technical Assistance
Value-added agriculture is a process of increasing the economic value and consumer appeal of an agricultural product allowing farmers to benefit by being part of a "specialized" supply chain and affording them the chance to receive a larger share of the consumers' dollars. 

The USDA and most states offer assistance to local farmers seeking to process their output further rather than sell it directly to the market.  This assistance is often technical and consultative in nature but sometimes takes the form of loans or grants.
Federal Reserve District(s): 
Kansas City
Program Location: 
Nationwide 

Program Geography: 
Rural
Program Start Year: 
NA


Program End Year:
Ongoing

Lessons Learned Highlight:

1. Allocate adequate resources to hire a manager/marketer.
2. Be involved with the development of the business plan.
3. Create a high-quality product.
4. Have adequate capitalization; be sure not to under-capitalize.
5. Plan for the future. Ideally there should be two or three years planning.
Project Description:

Thoughtfully pursued, value-added work can contribute to locally-desired diversification of an area's economic and employment base and to its general quality of life. It allows producers to capture more income by integrating further up the marketing channel.  It can be linked with other strategies to promote regional well-being, e.g., to home-based, retail, and wholesale trade; social/cultural and recreational/natural resource attractions for area residents; heritage tourism for visitors; health, education, transportation, and communications services.

At the federal level, Rural Cooperative Development (RCDG) grants are made for establishing and operating centers for cooperative development for the primary purpose of improving the economic condition of rural areas through the development of new cooperatives and improving operations of existing cooperatives. The U.S. Department of Agriculture desires to encourage and stimulate the development of effective cooperative organizations in rural America as a part of its total package of rural development efforts.  Many states have similar programs such as these farm diversification grants (see http://www.oda.state.ok.us/mktdev-loanshome.htm) and cooperative marketing loans (http://www.oda.state.ok.us/mktdev-loanshome.htm) found in Oklahoma.
Value Added Examples:

· Local processing, packaging, or marketing which adds value to raw agriculture/forest products;

· Cost-effective new/alternative crops for niche, "high value" markets (and which might also be locally packaged for added appeal);

· Supplements to agriculture production activity (e.g., farm/ranch bed and breakfast, farm/ranch working vacations, guided hunting/fishing vacations);

· Partnerships, networks, alliances, cooperatives among producers, small business, and neighboring communities to support value-added (e.g.: business referrals; separate small businesses in an area adding "step-wise" value to local raw products; business and business-community ventures for joint-marketing, purchasing, "incubator services," employee training/child care/insurance, pooled capital to encourage business start-up);

· Creative combinations of products/by-products, processing, and markets—for example, a locally-unique raw or processed agriculture product (such as specialty beans, popcorn, flower seeds, dried fruit or meat, fiber products) packaged in locally-produced boxes made from by-products of an area lumber mill, marketed via regional retailers and motels when hunters/fisherman or other visitors are present, and/or via a regional catalog of "value-added" products published on the Internet.
If thoughtfully pursued, value-added work can contribute to locally-desired diversification of an area's economic and employment base and to its general quality of life. It can be linked with other strategies to promote regional well-being, e.g., to home-based, retail, and wholesale trade; social/cultural and recreational/natural resource attractions for area residents; heritage tourism for visitors; health, education, transportation, and communications services.
NEBRASKA STATE CASE STUDY:

Nearly $300,000 in grant funds, in year 2004, were provided to the Nebraska Cooperative Development Center to strengthen horizontal linkages among cooperative groups, to further the development of the Certified First Responder Network, to foster education, outreach and capacity building for cooperative development, and to enhance the transferability of Nebraska's experiences and best practices to other states.

Howard McNiff, with the USDA in Nebraska, provides the following narrative about some of his activities related to several value-added agriculture efforts: 

“Basically I followed the coop from inception to opening for business. I believe it is very important for beginning coops to have someone to be a resource person for them. My role was to guide the process along. I found an attorney who would work with them to get all the documents filed and to make sure all meetings were conducted correctly. I found someone to do their feasibility studies. I found an ad agency to do brochures for them. I found grants to help pay for expenses including feasibility studies, business plans legal expenses, experts in the field to advise them etc., etc. Between the two coops (Arbor Trails Windery and Farmer’s Choice Pork Marketing), I think they both have enjoyed almost $200,000 in grants for these activities and startup grants. My time as a federal employee was of course free to them as a service of the RC&D but if they would have had to pay a consultant to do this work for them it would have been prohibitive.”
Nebraska Value Added Cooperative Successes and Failures:

	Successes 
	Failures

	Arbor Trails Winery Cooperative
	Tall Grass Prairie Producers Cooperative

	Farmer’s Choice Pork Marketing
	

	Libby Creek Farms
	

	Sand Hills Yellow Perch Cooperative
	

	Nebraska Farmers Market Managers Assn
	


More examples of cooperative development projects in Nebraska can be seen at http://ncdc.unl.edu/groupventures.htm.

Project Results:

The members of cooperatives have been educated about the resources available through grant funding sources and government programs to help small and start up businesses. Cooperatives are awarded various grants through USDA programs and state agriculture department programs as well as state economic development programs for feasibility studies and business plans, start-up funds for equipment and business operating expenses and also funds from private organizations for equipment and business advertising.
Lessons Learned:

· Allocate adequate resources to hire a manager/marketer.  Emerging cooperatives generate excitement and enthusiasm from members and this sometimes leads to unrealistic expectations of time requirements. Members should not plan to manage the cooperative on a day to day basis and should not plan on doing their own marketing. If the cooperative is successful, it soon becomes burdensome for one or two members to be in charge of marketing, order distribution and financial management. When the business plan is developed, there needs to be the cost of hiring a manager/marketer figured into the business expenses from the very beginning. When farmers are fully engaged in their present farming operation, it is very difficult to add on the burden of running another business without curtailing some activity they are presently doing. When the expense of a manager is not calculated into the initial business plan, it becomes very difficult later to go back and revise the business plan to include this expense and still be able to show the cooperative as a viable business..      
· Be involved with the development of the business plan.  Cooperative members who hire someone else to develop their business plan without being fully engaged in the process are doing themselves a great disservice. By only giving a consultant the inputs and leaving the balance of the business plan to the consultant who may or may not be familiar with the type of business being proposed is a formula for disappointment or failure. At the least, if the business plan does work, it will need to be modified or adjusted as the business moves along. This can happen anywhere from one to five years after the business opens depending on how accurate the projections of the original business plan were. 

· When it becomes time to revise the business plan, those cooperatives who were heavily involved in the initial development will be in a much better position to make those adjustments in a thoughtful manner which will best benefit the cooperative. New cooperatives should consider sending one or more members to a course such as Enhancing, Developing and Growing Entrepreneurs (EDGE) where they will get hands on training about business plan development.   
· Create a high-quality product.  Since these farmers can’t compete in the high-volume commodity markets, they have to concentrate on quality, not quantity. “Offer a very, very, very high-quality product,” says a grower. “Quality” is made up of many dimensions. Fresh, better tasting, clean, reliable, and sustainably produced are all keys factors and consumers will know its your product when they taste it.    
· Have adequate capitalization; be sure not to under-capitalize.  A business is likely to operate at a loss for at least the first year of operation. Make sure you have adequate resources. Remember that most businesses fail due to lack of capital. While good planning can minimize unforeseen costs, no one can plan for every contingency. Your budget should include some funds for these costs. While you’ll need capital, make sure that you balance the need to plan for the unexpected with the need to minimize your debts. “Watch your debt load! People often buy the wrong machinery, which can be a very costly mistake,” cautions a producer. This is another reason to plan carefully and to start as small as you can, bearing in mind the production capacity that you may need in the future.    
· Plan for the future. Ideally there should be two or three years planning.  Planning is often neglected since there’s no immediate payoff, but it is essential to success. For starting companies the failure rate in the first 5 years is 90%. Careful planning is crucial to avoid failure, or at least to minimize your losses as you learn. “Don’t fall into the trap of writing a [business] plan just to get a bank loan,” says Cindy Thyfault, president of Westar Trade Resources.   
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