The Dignity Deal:
Creating Profitable, Wholesale Distribution

Networks for Mid-Size Farmers

NESAWG: It Takes A Region
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Fresh produce. Fresh thinking.

PreConference Seminar November 11, 2010



Setting the stage—"Houston, we've got a problem”

The Undignified Deal

T,

Large distance between grower and consumer (in
knowledge, space, and time)

No feedback loops between consumer/farmer; none
or few between buyer/farmer (Silence = all is well?)

Risk is not shared along the supply chain
Remainder pricing; growers takes what’s left

Externalities (pollution, public health, farm workers,
etc.) are not part of the conversation; not reflected
In the cost

Farmers are not at the table for strategy and prlce
making

red tomato
Fresh produce. Fresh thinking.



The Undignified Result

lgnorance

Lower product quality

Unreal costs

Mistrust

Price becomes driver

—arm loss

_acking control at the bottleneck

{75
red tomato

Fresh produce. Fresh thinking.



Can we create profitable, wholesale
distribution networks for mid-size farmers?

Why wholesale? [scaling up, reaching millions]
Why the focus on mid-size farms? [ag of the middle]
What are distribution networks? [great diversity of]

What are the elements of profitability for mid-size farms?
What about profitability for customers?

How does the dignity deal factor in?

How does the how factor in? [problem solving] C

red tomato
Fresh produce. Fresh thinking



We're Losing the Mid-Sized Farms
http://www.agofthemiddle.org /

1. Direct Value- 2. Cooperative
Sellers Added Sellers
Farmers’ Markets Strategic Alliances
CSA’'s &
Internet Sales Food Value Chains
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Steve Stevenson
Ag of the Middle
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Strategies for “The Middle”

Value-

Added

Very

Small

[

4. Troubled
Zone

Steve Stevenson

Ag of the Middle

2. Opportunity

Differentiate with Value-added

Attributes

Aggregate for necessary volume
New kinds of business rules

Very
Large

3. Price & Scale

red tomato

Fresh produce. Fresh thinking.



The Dignity Deal-- morning

Creating Profitable, Wholesale Distribution Networks for Mid-Size Farmers

10:00  Getting started (90 min)

«Setting the stage

*Agenda review

sIntroductions—Iisten carefully (see next slide)
*The Eco Apple Story (1)—meet the growers
«Warm-up drills: old math and basic vocabulary

11:30  Distribution and Logistics (60 min)

*Market-driven distribution, the neglected ‘P’

*Big picture and the bottlenecks

Meet homo procurus the produce trade buyer

*Eco Apple Story (2) getting it there: consolidation, logistics
*Participant problems/stories on distribution

12:30 Lunch

Q&A throughout  please interrupt! g-
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Introductions (in pairs)

T,

1. Name, affiliation, where are you from?

2. My learning objective--the most important thing you
want to learn, resolve. Or, why are you here?

3. My distribution/marketing project
Which growers?
What customers?
Nature of project?
Major challenge currently facing?

red tomato

Fresh produce. Fresh thinking.



The Dignity Deal-- afternoon

Creating Profitable, Wholesale Distribution Networks for Mid-Size Farmers

1:30 Product Differentiation and Dignity pricing (60 min)

« How Red Tomato differentiates products and growers

» Eco Apple Story (3)--decommodifying the great American apple; OP-Opps
 Dignity pricing, a conversation not a formula

2:30 Participant Case Clinics (45 min)

3:15-3:30 break (15 min)

3:30 Scaling Up (in a New World) (60 min)

Quantum Value Chains regional food systems according to Red Tomato
New math for scaling up a growth algorithm

Some ways it doesn’t work—examples from the RT experience box
Some ways it does work--examples from the trenches

Eco Apple Story (4)—the next challenge

Q&A throughout  please interrupt!

=
T _=
—  __
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The Eco Apple Story

red tomato

Fresh produce. Fresh thinking.



Meet the growers

Brian, Aaron, and Dana Clark
Clark Brothers Orchard
Ashfield, MA

100 acres diversified apples
3rd generation growers

red tomato

Fresh produce. Fresh thinking.
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Old Math

Standard growth formula

Growth = Supply x Demand , or

Growth = Products x Customers

gross margin = (selling price cost)/ selling price
e.g. ($1.50 $1.00)/ $1.50 = 33% g.m.

NOTE: Retailers always talk gross margin,
and in produce they run 25-50%

mark-up = (selling price cost)/ cost
e.g. ($1.50 $1.00)/ $1.00 =50% g.m.
NOTE: Wholesalers/distributors talk both;

and sometimes call a mark-up a g.m.;
warehouse margins tend to be 12-25%; the
largest can operate profitably at 5-15%



Basic Terminology

pallet = wood or plastic substrate that is used to organize and ship products on
trucks, trains, boats; designed to be lifted by forklifts or pallet jacks

LTL = “less than a load;” a partial size shipment typically 1-10 pallets; FTL is a full
truck load

cross-dock = X dock = a warehouse service in which goods are dropped off by a
vehicle to be stored a short while until picked up by another vehicle;
possession/responsibility does change hands 3X

straight truck (and capacity) = a half-size or less truck that holds 6-12 pallets

tractor trailer (and capacity) = the large full-size trucks that move the majority of
freight in the United States; capacity is 20-26 pallets

F.O.B. = “freight on board” or “free on board”; the price of a product at the farm, or at
the shipping point, before the cost of shipping is added on

J.I.T. = “just in time;” an inventory system in which goods are shipped after being
ordered by the destination facility; they do not sit in inventory waiting to be counted
and ordered

upstream/downstream. Product flows downstream from grower to consumer;
money flows upstream in the reverse direction.



But walt, there’s more!

SKU = “stock keeping unit;” each discrete product is one SKU; e.g. 20z peppermint
toothpaste, and 20z peppermint toothpaste with fluoride are two SKUs

UPCs = “universal product codes,” or bar codes, are the zebra-like vertical line
codes; how most products are rung through the cash register at the retail level

PLUs = “price look-up” numbers are the 4 or 5 digit codes on the small stickers that
tell cashiers and computers what to charge for fresh produce

3 P.L. = 3rd party logistics companies manage and sell transportation by offering
“lanes” to a vast network of independent truckers who bid or sign up for assignments
as they arise

lanes = general routes between a source location and a customer location; e.g. the
highways between the Allentown, PA area and Boston constitute a lane that a
trucker would travel, or not

dsd = “direct store door”: delivering directly to a retail store, eliminating the
distributor

d.c. = “distribution center;” central warehouse
P.O. = “purchase order”



Distribution and Logistics

Market-driven distribution, the
neglected ‘P’

Big picture and the bottlenecks

Meet homo procurus the
produce trade buyer

Eco Apple Story (2) getting it
there: consolidation, logistics

Participant problems/stories on
distribution



A Picture of Distribution

Dramatic, steady
loss of farms in the
middle, with
wholesale capacity

Picture the middle of
the distribution
system as the
BOTTLENECK of an
hourglass. Control
lies at the
bottleneck.



Introducing the buyer homo procurus

Fast-paced
Short on words

Job: keep all
flowing with no
interruptions and
no shrink

Challenge is getting
everything done;
not accommodating
for special
requirements

Facile, smooth,
creative with the
facts (prices)



Introducing the buyer homo procurus

Very in-the-
present; very
be here now

In the face of
problems and
stress: focused
on fixing (not
blaming or
emoting)



Monday
= TUESAAY
== \Wednesday
=== Friday

Eco Apple Logistics

. Red Tomato Grower

Customer Black River Produce

@ Trucking Partner N. Springfield, VT
Scott Farm
Dummerston, VT
5 pallets heirloom
apples 150 cases

$1.25

WFM/NoA

) Lyman Orchards
Cheshire, CT

Middlefield, CT
4 pallets apples, 120 cases

0]
Blue Hill Orchards
Wallingford, CT
5 pallets apples, 150 cases

Kiwi Corners $0
Danville, PA q
4 pallets

kiwis
624 cases

Mother Earth Mushroom
W Grove, PA

pallets apples
To: WFM/Texas 1 pallet kiwis

Arrives on Monday




Product Differentiation
and Dignity Pricing

How Red Tomato differentiates
products and growers

Eco Apple Story (3)--
decommodifying the great
American apple; OP-Opps

Dignity pricing, a conversation
not a formula



How We Differentiate Growers & Products
( decommodlflcatlon)

Locally-grown/Farm ID
Intrinsic product
Packaging
Ecologically-grown
Fair trade

Aggregation,
consolidation

Brand and storytelling



Locally-grown: farm identity preservation




Intrinsic product: packaging, pack, grade, variety




Packaging

Heirloom Baskets

Heirloom Boxette



Ecologically-grown: organic and advanced IPM




Fair Trade: Worker well-being

Picking apples at
Truncali Orchard,
Marlboro, NY



Aggregation and Consolidation




Brand and Storytelling




Grower Differentiation




Decommodifying the great American Apple — more
on the Eco Apple story




The Dignity Deal

Not a formula, rather a process—our way of doing business

Based on values

- Fairness, Transparency, Shared risks and rewards,
Triple ‘bottom’ line accountability, (Econ, Social, Eco)

Baseline

- Striving for freshness and flavor through continuous
Improvement

Origins of dignity pricing

- Began with costs of production + reinvestment and
fair/limited profit

- Unrealistic, so moved on to the dignity price



Characteristics of the Dignity Deal

B TTTTTTTTTTT___—50w;0wm;,

Close the distance
between grower and
consumer—mental and
spacial

Farm identity preserved

Feedback loops
- Constant communication
- Continuous improvement

Risk sharing

- Buyer commitment

- Advance planning
Dignity pricing

- Farmer is at the table

for strategy and price
making

Externalities
- Part of the conversation



Case Clinics

T m—_—5—5———

Intention statement by case giver (5 min)
Intention: What do you want to create”? Accomplish?
Edge: What do you need to let go of and learn?
Help: Where do you need input and help?

Stillness (2 min). Then mirroring by consultants (10 min).
What images and feelings come up for you?
What questions are evoked?

Generative conversation by all (10 min)
Case giver reflects on feedback
Consultants keep on drilling down
Concluding remarks

© Presencing Institute 2008



Scaling Up (In a New World)

Quantum Value Chains regional food
systems according to Red Tomato

New math for scaling up a growth
algorithm

Some ways it doesn’t work—examples
from the RT experience box

Some ways it does work--examples
from the trenches

Eco Apple Story (4)—the next
challenge



Quantum Value Chains

e TTTTTTTTTTTIITTI—_""”h”™”"”;h™_”5;y™™”;”;»”,

Value chains:

don’t really exist, objectively, the way a car does, or a marriage
contract. They exist more the way beauty or love exists,
undisputedly real, yet ephemeral.

If they did, we could easily count them and easily tell a value-chain
from an ordinary supply chain



Characteristics of a Quantum world

T
T TTTITTTTTTTTTTTI—_h”™"5;y””h;———_—,,

In a Newtonian world

- World is a machine; we learn by reductionism, studying the parts
- Everything can be known, defined, measured, predicted.
- Thinking is linear, deterministic. Change is resisted.

In a Quantum world

- Focus is on the whole, on the interconnections and relationships
among the parts. Thinking is non-linear.

- Multiple realities are possible. Albert Einstein won the 1921
Nobel Prize in Physics, showing how light existed as both
particle and wave, at the same time.

- Things cannot be measured with endless precision; the act of
measuring one thing, changes the next one.

- Change is embraced.



Quantum Value Chains

T ____—_———v
T TTTTTTTTTTTIh_";”_”;h_”;;h,,,

more like an energy field competing against other energy flelds

held together by a prime mover, a driver, usually the person or body
that directly touches (or is) the farmers

most crucial characteristic of a v-b vc is the dual accountability on
the part of the driver to both farmer and customer.

are all about relationships, and less about the particular content of
the agreement, unless there exists a written contract

to know a v-c, you must see the relationships internal and external
to the v-c itself; you must see the whole WHOLE

the ultimate measure of success is resilience , the resilience of
mutually-beneficial relationships in the face of Ig-tm change



New Math for Scaling Up:
Growth = O(F) x #P x B x #C x O(C)

where O(F) B and O(C) are ‘limiting factors’ expressed as afractlon of l, isthe
number of products, #C is number of customers, and both are amplifying factors that
can grow indefinitely

O(F) = the complete opportunity for the  farmer = Value + Trust

Value Trust

selling inclusion, at the “table”
marketing, promoting dignity pricing
fairness, respect transparency
differentiating product and farms

planning

O(C) = the complete opportunity for the  customer = Value + Trust

Value Trust
pro_duct selection farmer connection
delivery, uninterrupted supply transparency, honesty

fit snugly into the customers’ systems;
make it easy for them

change, adaptability, flexibility
information

BRAND VALUE



Red Tomato Basics

business fundamentals—for everyone
--right product, right price, on-time, paperwork, insurance,

good communication with customer, etc.

product differentiation

packaging

unique logistics
transportation: grower, partner, hired
consolidation at one grower facility
product cluster design for gaps and longevity

risk management

feedback loops



Some Ways It Doesn’t Work

T _I_—__—_—“——559wwwen=,
T ——

From the Red Tomato experience box

“I have not failed. I've just found 10,000 ways that won't
work.” Thomas Edison

2002 sudden death—not seeing the whole WHOLE
Vulnerable v-cs: change in personnel

every detail counts—a packaging design prob.
— (see next slide)

Retall customer w/ the distributor in the middle

NJ—Vineland auction



Box design—the devil is in the detalls




Some Ways It Does Work

http://www.shepherdsgrain.com/

Country Natural Beef |, 100-rancher cooperative, OR
http://www.countrynaturalbeef.com/

Good Natured Family Farms, diverse farm network, MO
http://www.goodnatured.net/

Farm Fresh Connection, ME
http://www.farmfreshconnection.orqg/

Farm Fresh Rhode Island
http://www.farmfreshri.org/

Common Market, nonprofit, Philadelphia, PA
http://www.commonmarketphila.org/

Tuscarora Organics Cooperative, PA
http://www.tog.coop/

Regional Access, distributor, Ithaca, NY
http://www.regionalaccess.net/

Organic VaIIey , 1600-farmer-cooperative, W1 (nationwide)
http://www.organicvalley.coop/




The Eco Apple Way It Does
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Grower Satisfaction

e

Barney and Chris Hodges

Sunrise Orchard — Cornwall, VT



Thank you for dignifying this day with your presence

T

For more mformatlon please VISIt:
www.redtomato.org/resources.php



