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Executive Summary

Recently, there has been a great deal of interest in the experience of communities that have
established shared-use commercial kitchens as part of their local economic development strategy.
These communities have reported that kitchen incubators offer two important benefits to start-up
and existing food businesses:

¢ One, the construction and equipping of a community-owned kitchen provides entrepreneurs
with time-share access to production facilities and the opportunity to start and expand
specialty food and catering businesses without the prohibitive cost of building their own
commercial kitchen.

e Second, the “incubator approach” offers these entrepreneurs access to training, capital and
technical assistance - three essential ingredients to the success and growth of any start-up or
existing business. Both the community and its businesses benefit.

Established kitchen incubators have also benefited their host communities by:

e Creating the employment opportunities that always accompany successful small business
start-up and growth strategies.

e Creating food products that celebrate what is unique and best about a community — its local
crops, ethnic traditions and creative populace — while keeping a greater percentage of food
dollars circulating in the local economy.

¢ Providing new markets for local agricultural products and establishing rural-urban links.

Encouraged by existing kitchen incubators that drive new business formation, create jobs and
have the potential for operational self-sufficiency, a growing number of communities have
investigated the viability of creating their own incubators by carefully examining the lessons
learned, best operating practices, etc., of the established facilities. These lessons can then be cast
against local market research in designing a facility that both meets local needs and benefits from
industry experience.

This is the approach used in determining if a shared-use commercial kitchen facility could
benefit the North Olympic Peninsula area. Based on the area’s existing community services, the
population base within the proposed facility’s effective drawing area, and the North Olympic
Peninsula’s established and growing number of food entrepreneurs, it is believed that the greater
Clallam County area could support a kitchen incubator that would become totally self-funding on
an operating basis.

Feasibility Conclusions

Based on industry research, the written survey results and the results of personal interviews with
prospective tenants and community stakeholders, certain conclusions about feasibility can be
determined.

4 Boise State University / Idaho Business and Economic Development Center
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The volume of responses and their consistent support of the shared-use concept provide
sufficient basis for a positive feasibility determination. The strength of the anecdotal
information, drawn from interviews, simply verifies the survey results and provides a high
degree of confidence in the study results. Study Conclusions follow:

National perspective

In 2004, the sales of gourmet or specialty foods exceeded over $24 billion. The specialty
foods market is comprised of a large number of small firms, which tend to focus on a
specific region or cultural segment of the market.

Similarly, the U.S. market for natural and organic products is valued at between $10
billion and $30 billion. It is one of the most dynamic sectors of the food industry, with an
annual growth rate of over 15 percent. While organic foods account for less than 1
percent of food sales, this sector is growing faster than any other area of the food
industry.

The U.S. market for strictly organic products is valued at around $10 billion in 2003. It is
one of the most dynamic sectors of the food industry, with an annual growth rate of over
20 percent between 1997 and 2002. The organic market is projected to reach over $30
billion by 2007.

Ethnic foods are expected to increase by about 50 percent by 2010 growing to over a $75
billion market annually. Population projections support this growth trend given that by
2020 over 16 percent of the U.S. population will be Hispanic. The Asian presence in the
U.S. is also expected to double by 2010.

Local project

Local and regional community stakeholder organizations are highly supportive of
establishing a kitchen incubator in Clallam County. It fits within a regional goal of
wanting to build development on existing “economic engines”, produce additional jobs,
and attempt to retain local farmland and promote value-added production.

A significant number of resources (technical assistance and service providers and not for
profit organizations) are available in the region to assist food entrepreneurs to start and
grow their businesses, and to assist these food entrepreneurs in reaching the national
specialty and gourmet food markets.

The 66 surveys compiled all show consistent support of the shared-use, commercial
kitchen concept and provide a sufficient basis for feasibility determination. The strength
of anecdotal information, drawn from interviews and public meeting comments, further
verifies the survey results and provides a higher degree of confidence in the study
findings.

As indicated through the survey process, market demand is sufficient to support
continued project development. As demonstrated in the survey results, a conservative
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estimate shows that a kitchen facility could generate 10 users willingly to use the facility
20 or more hours weekly. This illustrates an on-going demand for this type kitchen
facility.

Interested users identified themselves as producing (or wishing to produce) a variety of
food items. The food categories mentioned were specialty/gourmet food production
(28%), value-added farm producer (24%), catering services (8%), baker (7%) and cart
vendor (7%). A number of the respondents plan to produce multiple food items or be a
caterer and specialty food producer.

The kitchen facility design should reflect a catering/FDA production facility. Products to
be produced included sauces/salsa and condiments (36 responses), jams and jellies (29),
value added produce (24) , bakery items (23), and juices and other beverages (20).
Additionally, lavender products produced 25 responses.

Demand does not exist to incorporate a USDA certification into the facility. In the event
that a future demand warrants or a meat-based co-packing operation materializes, USDA
certification (interstate distribution) or Washington state certification (intrastate
distribution) will be needed.

10 respondents noted 44 hours of use to produce non-edible lavender and other products.
Accordingly, a portion of the facility has been designed for the production of non-edible
products, such as lotions, soaps, sachets, etc.

5 respondents stated they wish to produce cheese — 2 of these wished to use the proposed
facility. A small cheese production facility has been included in the facility as the local
steering committee believes that additional support will materialize prior to the facility
being built. Should additional support not materialize for cheese production, or should the
cost of the specialized cheese making equipment prove too onerous for the local group
($150,000) this space will be turned into additional storage or production space.

Survey respondents were approximately evenly split between start-ups (45%) and
existing (55%) businesses. The high number of existing businesses bodes well for
generating revenue at facility opening.

The survey results indicate a potential to “lease” an estimated 547 revenue hours per
week for food related products and 44 hours per week for non-edible products. When
factored for business readiness and industry experience, this results in an estimated
potential of 179 (existing) and 39 (start-up) hours per week initially (year round). This
compares very favorably with other rural shared-use, kitchen incubators.

Sufficient user demand exists for a facility of approximately 15,000 to 20,000 square feet,
including areas for offices, raw ingredients and packaging storage, food processing,
freezer and cooler space, as well as finished goods storage, shipping, and warehousing. It

Boise State University / Idaho Business and Economic Development Center
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is not recommended given the volume of response from potential users that a facility be
less than 15,000 square feet.

e There is shortage of approved food processing space in the community. Many
respondents reported using their home/farm kitchen (46%) and restaurant/rental (32%),
while others reported using church (6%). This clearly supports the need for a licensed
facility. The survey responses were verified through a “supply side” analysis.

e Some respondents reported they intended to run full-time businesses (33%) while many
reported a desire for part-time (31%) and supplemental income (27%) based businesses.
While a larger proportion of full-time businesses would have been desirable, rural
kitchens often reflect “income patchers” and other individuals that operate less than full
time businesses. However, these businesses can be permanent and on-going and can
generate a steady revenue stream for the project.

e Survey respondents showed a high degree of interest in taking advantage of the “business
incubator environment” including, shared services (e.g. phone answering, office
machines, Internet connection) as well as, seminars and classes (e.g. health regulations,
the development of a business plan, meeting local and state regulators).

e The City of Sequim has shown interest in supplying land for the kitchen incubator
project. This is important as the food incubator will need a location and the availability of
land as a local match is highly important in securing the needed government funded and
other grants necessary to build the facility.

e The capital budget to fully develop and equip a 15,000 sf facility - $4,242,393, or a
20,000 sf facility - $5,132,686, as described herein consists of land, building, kitchen
equipment, architecture and engineering fees, and a start-up expense/capital reserve.

e Industry research clearly shows that shared-use kitchen facilities have not been able to
service debt to any degree. It is strongly suggested that the construction and equipping of
the facility rely on public funding, grants, and private contributions rather than debt
funding.

e As shown in the projected Operating Budget, the project can generate sufficient revenue
to achieve breakeven and become a totaling self-supporting project within three years
with two employees — a Kitchen Manager and a Reception / Administrative Assistant. A
management fee has also been included for program oversight to be provided by the
Clallam Business Incubator (CBI) management.

Job Creation
The most significant and positive impact resulting from this project is related to job creation.
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The Industry research conducted for this study has shown that kitchen incubators have been a
good source of job creation. Exhibit 4 in the Industry Research section shows the jobs created in
terms of two classifications “low/moderate income individuals” and “others”. While Jobs could
be either full or part time, the jobs created were quoted as full time equivalent (FTE). Credit was
given for the “entrepreneur” job, and all subsequent jobs were counted as employees.

AceNet, a rural Ohio kitchen also located in Appalachia, reported creating 145 jobs in its first
three years. Although located in the western US, the Taos, New Mexico facility is similar to the
proposed North Olympic Peninsula facility, given its rural nature and population. The Taos
kitchen incubator has produced 219 jobs in 6 years, 175 of those jobs being for low to moderate
income. The Denver Enterprise Center, although a decidedly urban project, also has valuable
lessons that can be applied to the project in Clallam County. The Denver Enterprise Center
(DEC) kitchen reported 198 low/moderate income and 48 other jobs in a period of six years.
Poughkeepsie, NY reported 50 low/moderate and 15 other jobs in a period of four years. Finally,
rural Sandpoint, Idaho reported 125 jobs in its eleven year history, 88 being low to moderate
income.

A project’s exact number of jobs created can not be determined from examining the success of
other projects. But, helpful insights into the job creation potential can be learned from the history
of other food production projects. Considering the above stated total jobs created by AceNet
(145), Taos (219) and Sandpoint (125), the question to consider is this project’s likelihood of
creating sufficient jobs to meet funders guidelines.

The US Department of Commerce, Economic Development Administration (EDA) is a primary
source of funds for incubator development. Not having a formulaic requirement for the number
of jobs created per grant dollar, it is often guided by the Small Business Administration (SBA)
guideline of one job per $35,000 of grant. Assuming a $4,702,686 ($5,132,686 less land match
of $430,000) project 135 jobs (20,000 sf facility) or, $3,812,393 ($4,242,393 less land match of
$430,000) project 109 jobs (15,000 sf facility) would be required. Guided by the experience of
previous food incubators and considering the increased size and potential of this project to serve
additional tenants, it is reasonable to assume that this project would easily produce the number of
jobs required for the project to be substantially funded by federal grants under the job creation
guidelines noted.

There is sufficient evidence to support the feasibility of establishing a shared-use commercial
kitchen in Clallam County, to serve the North Olympic Peninsula area. The proposed facility,
with the recommended mix of production facilities, training, technical assistance and access to
capital, will provide a solid foundation for the success of both the food-based enterprises, and the
community based initiatives identified through the study process.
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Background and Study Purpose

In 2002 Clallam netWorks Economic Development Council formed an Agriculture Industry
Cluster team, which began an evaluation of the state of agriculture in Clallam County on the
North Olympic Peninsula. The desire for a shared use commercial kitchen was identified
immediately. Clallam County was once a strong agricultural area with local processors, all of
which have left the area. Today Puget Sound processors and co-packers will not handle the
smaller case lots appropriate to the scale of value-added products being made. Therefore,
Clallam County berry and lavender producers are traveling to distant communities to have their
jams and salad dressings made. Produce producers, stimulated by the possibility of a facility,
began proposing new businesses that could support the facility.

This project is part of an economic development strategy to sustain and strengthen the
agricultural industry. It is also part of the Clallam netWorks strategy to increase jobs and income
through developing the region’s indigenous resources. A shared use commercial kitchen
combined with essential business assistance is key to this strategy. The region has developed
several components of business assistance - entrepreneurial training, business plan development
and access to capital. The region lacks the processing capability, technical assistance developing
products and marketing support. This proposal sought to establish the feasibility of filling those

gaps.

This project is also a core component of a broader collaborative effort to develop agriculture on
the North Olympic Peninsula. The Cluster and its partners in neighboring Jefferson County are
working to diversify farming, to support entrepreneurial initiative, to strengthen farmers’
markets, and to build markets.

The Clallam netWorks Agriculture Cluster Team developed a project proposal, which was
reviewed and supported by the Clallam netWorks Steering Committee and the Board of
Directors. The project was split into two phases with the primary funding source being an
existing Business Retention and Expansion Grant that Clallam netWorks had received from the
Washington State Department of Community Trade and Economic Development (CTED). In
addition local public funding was secured from Clallam County and the City of Sequim and
private funding from Graysmarsh Farm, Nash’s Organic Produce, Lazy J Tree Farm, Sequim
Lavender Growers Association, Field to Fork Catering, Little Skookum Shellfish, Curt and Kim
Beus, and, Diversified Resource Center.

The Agriculture Cluster Team located a nationally renowned food business team led by Cameron
Wold of Boise State University to conduct the study. This team was hired by the Clallam
netWorks Economic Development Council to complete a feasibility study and business plan for a
commercial kitchen facility to be located on the North Olympic Peninsula.

Phase I consisted of a survey of a four county region to assess the interest and potential quantity
of production. During this stage a Project Steering Committee was developed with representation
from all four counties. This survey revealed that there was a great deal of interest in a shared use
commercial kitchen facility and processing capability among potential users and stakeholder
agencies. The survey was distributed in the local newspapers and by the Steering Committee
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members with a strong return of over 80 responses. Upon analysis by Cameron Wold it was
determined that there was market feasibility to move to Phase II of the project.

Phase II consisted of short and long term budget information including a pro forma operating
budget, capital budget and finance and development strategy. Also, it included a preliminary
concept with a preferred site, equipment list, floor plan, square footage and construction cost
estimate. Most importantly the study incorporated a management and marketing plan with an
overall strategy, operations plan, personnel recommendations, and sample operation forms.

The study began in February 2005 and was completed in August 2005.
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Organizational Matters and Study Methodology

The study is presented in ten sections: Industry Research, Market Research, Budget Information,
Feasibility Conclusions, Preliminary Concept Layout, Management Plan, Marketing Plan,
Project Impact, Next Steps, and Appendix. The following is presented to familiarize the reader
both with the contents of the ten major sections of the study, and with the methodology
employed in each section to present findings and support conclusions.

1. Industry Research

The kitchen incubator industry, if indeed a small collection of community development projects
can be called an industry, is best described as nascent. There is limited secondary research
available from which to either understand the basic characteristics of a shared-use kitchen, or to
draw conclusions regarding best practices, industry lessons, and so forth. Accordingly, primary
research was undertaken to determine both the characteristics of kitchen incubators and the
appropriate industry best practices, lessons learned, practices to avoid, and so on. These industry
lessons encompass both the successes and the failures of the existing incubators. This research
was undertaken by telephone and personal interview.

2. Market Research

After an understanding is developed concerning the historical factors of existing kitchen
incubator programs, it is important to consider the national market. National trends are presented
in the specialty and gourmet food industries for it is into these markets that many of the food
entrepreneurs will be seeking to introduce their product(s).

It is also important to understand the local market. Secondary and primary research about very
small food processors in the Clallam County, Washington area is extremely limited. Potential
kitchen incubator tenants and their needs in the local market area is a narrow topic that requires
original primary research tools to investigate. Local market research is very important as it
provides much needed information for the report sections that follow. Indeed, this research is in
many ways the lynchpin of the report; from it stems the budgets (project and operating) and the
preliminary concept design.

It is important to understand the prospective tenant pool in terms of several factors: the
product(s) they wish to produce, US Department of Agriculture (USDA) versus Food and Drug
Administration (FDA) considerations, equipment needs, anticipated usage, anticipated hourly
rate, existing or start-up business status, desired incubator services, projected business goals, etc.
Market research was conducted in a variety of ways including user surveys (personal interview
and mail), as well as, personal and telephone interviews.

Local market research and the resultant understanding of prospective tenant needs, provide the
beginnings of the budgetary process and the preliminary concept layout.

While this primary market data is useful, it is also important to “weigh in” regarding national
experience. By applying the experience of existing kitchen incubators to the local market data, a
more reasoned and experientially seasoned budgeting process can occur. In a similar manner, the
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preliminary concept is informed by the market data, which is subject to the authentication and
interpretation by the data obtained from kitchen incubator managers detailed in the Industry
Research.

Finally and most importantly, the experience and expertise of the study team, which is comprised
of existing kitchen incubator managers and others well informed with this economic
development tool, interprets the primary and secondary research as appropriate to the study.

3. Budget Information

The budget section is broken into two budgets: the overall project budget and the operating
budget. The project budget is a “turnkey” budget that reflects the development cost to open a
facility that is ready for occupancy. It has five primary categories. The first is land. This is the
estimated cost of securing land that could appropriately site the proposed facility. No provision is
made for land because it is assumed that land will be the local match required for a government
grant. However, the cost or market value of the land is provided in the notes section of the
Capital Budget.

The second component is building. This is the cost to construct a building as designed herein.
The building is both described in words and depicted graphically later in the study in the
Preliminary Concept Layout Section.

Architectural and engineering (A & E) fees are the third major component of the project budget.
As the floorplans and building renderings included in this feasibility study are conceptual only,
considerable A & E fees are anticipated in the final design phase and renovation of the existing
space. Because the equipment used in the kitchen is substantial, it is broken out of the building
equipment category, making it the fourth integral component of the budget. The final category of
the budget relates to the pre-opening expenses and cash reserves that are both prudent and proper
precedents to projects of this nature.

The operating budget is similarly based on local market research tempered with industry
experience and the expertise of the study team. The expected utilization of prospective tenants is
factored given the experience of other projects of this nature. This experience is invaluable in
determining the number of tenants likely to use the facility based on the research. As with any
financial forecasting technique this task involves rendering best estimates from uncertain facts.
These best guesses are all developed through the filter of past experience and current expertise.
All assumptions of the operating budget are noted following the Operating Budget.

Also included in this section are topics related to cash flow and a financing strategy. The cash
flow considerations segment details the pre-opening expenses and cash reserves deemed
appropriate on the project. The financing strategy segment documents the efforts of the study
team in determining sources of capital that can be approached to fund this project.
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4. Feasibility Conclusions

The feasibility conclusions for the project are presented in this section. Based on the market
research as tempered by industry experience and the expertise of the study team, conclusions are
drawn and presented concerning the viability of the project.

5. Preliminary Concept Layout

In many ways the preliminary concept layout and the budgeting process are concurrent and
mutually referring. Changes to components of either force changes to the other. In determining
the preliminary concept layout the study team determined a layout that would “best fit” the
overall needs of prospective users in terms of layout, workflow and equipment. It should be
noted that one kitchen manager stated that the kitchen is working well in a shared-use manner
when it fits the needs for 80% of the tenants 80% of the time. Experience shows that specialized
or expensive equipment cannot be secured for the sole use of one or two tenants. Similarly,
special design elements that benefit a few are best avoided. These two important lessons, and
others learned from the experience of existing kitchen incubator managers, were incorporated
into the preliminary design.

There is no one “best” layout and equipment specification. Many times the feasibility
conclusions support a range of choices in design and equipment. For instance, size is one
variable in shared-use commercial kitchens that is not set. It is not possible to determine that an
exact square footage is sufficient, insufficient or appropriate. Many sizes may work for the same
group of users. Similarly, exact equipment and layout can work appropriately in a variety ways
for the same prospective tenant mix.

In some cases the market data is not completely clear as to the needs of the prospective tenants
and the regulatory environment those needs will dictate. In others it is. In this case, the market
data is clear regarding USDA certification. The market research clearly indicates that a USDA
certified kitchen should not be pursued from the onset. The prospective tenants almost
universally are interested in pursuing non-meat (FDA) packaged products or catering businesses,
neither of which requires the additional expense of obtaining and keeping USDA certification.

Given these facts, an appropriate, potential layout was determined that would work best for the
present and assumed tenant mix in a shared-use environment. The facility design and layout is
presented in this section through narrative and visually with floor plans and an equipment
legend.

6. Management Plan

The management plan is an overview. It contains information that the kitchen management
should consider as it begins to explore a management plan for the proposed kitchen. It is not the
intention of this section, nor is it within the scope of this study to present an all inclusive,
comprehensive management strategy. The intention here is to provide an overview of best
practices gleaned from existing kitchen incubator management as a practical starting point from
which can meld proper and appropriate management policy and strategy.
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Management styles and implementation varies widely among shared-use kitchen incubators
depending on a variety of factors including, tenant mix, regulatory environment (FDA versus
USDA, as well as state and local agencies), and the preferences of local management and board.
As this project continues it will be the local group’s task to develop a management plan that is
consistent with all concerned parties. The management plan must reflect the requirements of
regulators and the needs of the tenants.

The management plan section is comprised of two main parts. The first part presents important
issues that relate to the management of the facility. It contains the following sections: Regulatory
Review, Operations, Kitchen Operating Forms, Staffing, and Risk Management.

The second part relates to those management issues that pertain to tenant services. These issues
are developed and presented within the proposed Tenant Program Development Plan, comprised
of the following sections: Incubator Model, Business Training, Technical Assistance, Access to
Capital, Recommended Tenant Technical Training, Suggested Tenant Assistance — Special
Areas, and Sharing Community Resources.

7. Marketing Plan

As with the management plan section, the marketing section is an overview that contains
information that should be considered as the kitchen management entity formulates its start-up
marketing plan. It is not the intention of this section, nor is it within the scope of this study to
present an all inclusive, comprehensive marketing strategy. The intention here is to provide an
overview of best practices gleaned from existing kitchen incubator management in terms of
successful marketing strategy and implementation.

This section will provide a practical starting point from which an appropriate shared-use kitchen
marketing policy and strategy can be developed. This section contains recommendations on
actions that will lead toward proper and appropriate shared-use kitchen marketing strategy.

The marketing plan is comprised of two parts. The first part is concerned with start-up marketing
issues. It is comprised of the following: Understanding the Market, Understanding the Product,
Understanding Facility/Service Pricing, Understanding Facility/Service Placement, and
Understanding Promotion. Each section contains background information, as well as practical
segments on challenges, strategy, and implementation.

On-going marketing is the second part of the marketing plan section. It presents marketing ideas
that have proven effective after a kitchen incubator is open and operating. It is comprised of the

following: Preparing an Annual Marketing Plan, Problems in Developing an Annual Marketing

Plan, and Specific On-going Promotional Strategies That Work.

8. Job Creation

This section details the potential for the project to impact the community through job creation.
This one impact is particularly important to the project because of funder expectations. Without
significant job creation this project will not attract the support needed from major governmental
and private founding sources to finance this project debt free.
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9. Next Steps

This section presents the next steps if the projects moves forward. Based on this initial
determination of feasibility, certain tasks should follow. When the specific fundraising activities
are combined with the simultaneous implementation of the other tasks in the Next Steps section,
the local group developing the proposed kitchen incubator will be led to completing a
comprehensive business plan. With this business plan will come a more thorough understanding
of the project. This further understanding is required if the facility is to be appropriately
designed, built and successfully operated.

10. Appendices

This section contains the following appendices: User Survey (Tenant Survey, Stakeholder Letter,
Article and Press Release), Study Area Boundaries, Community Kitchen Steering Committee,
Sample Operating Forms, and Study Team Profiles.
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1. Industry Research

Primary Research:

Survey of Existing Shared-Use Commercial Kitchens

A number of commercial kitchens were contacted (Exhibit 1) in conducting this comparative
research. Facilities defined themselves by a variety of names: shared-use kitchen, commercial
kitchen, and kitchen incubator to name a few. While they all varied in the types and number of
services they offered to their kitchen users or tenants, they all had a sense that they were
“incubating” or assisting in the growth of these businesses. They certainly all understood that
tenant assistance was necessary in a variety of areas whether that assistance was provided
directly by them, or whether that assistance came from other service providers in the community
through direct or indirect linkages.

One fact was clear - those running community kitchens could not act as a passive landlord, the
active assistance and linkage to other community resource providers was vital to the success of
the kitchen tenants. It was equally clear that those running these facilities understood that their
success was directly linked to the success of their tenants. Business savvy tenants were more
likely to succeed in their food venture. Successful tenants stay in business, rent the kitchen and
use additional fee services, and in so doing provide a more stable revenue base for the facility.

Kitchen Incubator Defined

Kitchen Incubators, also called Shared-use Commercial Kitchens, have increasingly become a
part of many communities overall economic development strategy. Each community’s goal is to
develop and support food related businesses creating both new start-up businesses and additional
jobs as existing small to medium sized businesses expand.

The term “incubator” refers both to the physical facility and the support given to new and
expanding businesses that are nurtured through either early start-up, or expansion — two of the
most difficult times any business will face.

The National Association of Business Incubation (NBIA) is the trade association for those
professionals involved in helping nascent businesses. Headquartered in Athens, Ohio, the
association has at present hundreds of incubator members and associate members. It is a
clearinghouse for industry “best practices” and has the cumulative experience of many successful
incubators in determining effective nurturing strategies for start-up and rapidly expanding
businesses.

The NBIA describes business incubation as a “dynamic process of business enterprise
development. Incubators nurture young firms, helping them to survive and grow during the start-
up period when they are most vulnerable. Incubators provide hands-on management experience,
access to financing and orchestrated exposure to critical business or technical support services.
They also offer entrepreneurial firms shared office services, access to equipment, flexible leases
and expandable space — all under one roof.” Support services can be grouped into three main
categories: training, access to appropriate capital, and technical assistance.
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Comparable Kitchens: Lessons Learned
Some valuable lessons can be learned by surveying existing kitchen incubators. The kitchen
incubators listed in Exhibit 1 were contacted and the following is a synopsis of lessons learned.

¢ Size — Kitchens need to be of sufficient size to accommodate more than one user at a time.
The key to developing a revenue stream that can fund staff expenses and utilities (the two
single largest expenses) is simultaneous, multiple occupancy, and, keeping the facility open
24 hours per day. Traditional incubator space involves one tenant per space at a set rent per
month. Kitchens offer the ability to rent out a space to more than one paying tenant at a time,
over a 24-hour renting period.

¢ Storage — Most facilities have underestimated the amount of storage space their tenants will
require. Aside from limiting storage income, inadequate storage facilities result in fewer
tenants than a facility can reasonably accommodate. This occurs because of federal
regulation that requires producers to keep raw ingredients in the facility once the ingredient’s
packaging is opened. Thus, limited storage limits the ability to add new tenants to the facility.
In addition to dry storage, many facilities have not yet achieved the proper amount or mix of
cooler/freezer storage. Insufficient refrigeration storage can also limit the ability to add new
tenants. The proper ratio of cooler to freezer space is dependent on such variables as number
of caterers versus specialty food producers, type of food products being produced, and other
factors.

¢ Population — Kitchens in areas of greater population have an advantage over those in
sparsely populated areas. While kitchens in a rural setting can under ideal circumstances
draw sufficient numbers to generate rent revenue adequate to meet expenses, those kitchens
located in large population areas, especially urban areas, have a distinct advantage. This is
because the base of caterers available for urban kitchens to attract is not present in more rural
locations. A strong base of caterers combined with those producing a specialty food product
can produce rent revenue sufficient to meet the kitchen incubator’s expenses.

A more concentrated population as seen in urban areas offers another unique advantage in the
quantity and quality of available community resources. Commercial kitchens in urban areas
often have far greater and more qualified assistance for their tenants in the areas of training,
access to capital, and technical assistance. Kitchen incubators located in less populated rural
areas often have to spread their resources thinly as they attempt to address these three aspects
necessary to nurture growing businesses.

¢ Tenant Synergy — Many facilities supported tenant associations, “cooperatives” and other
flexible networks of those producing products at the kitchen to promote tenant synergy.
These groups were often given their initial organizational start by the facility, but have since
developed into stand alone organizations. Benefits provided to members include shared
marketing and purchasing power, training in both business skills and technical areas, as well
as product liability insurance purchased by the group that is truly affordable to each member.
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Incubator Model Most Successful - Experience has shown that those commercial kitchens
that follow the incubator concept have been most successful. Rather than merely being a
landlord, kitchen incubators must play an active role in helping their tenants succeed. This is
accomplished by providing support services in addition to the physical facility. Support
services were provided by the incubator directly or through community linkages and were
grouped into three main categories: training, access to appropriate capital, and technical
assistance.

Share Community Resources — Experience shows that incubators cannot be all things to all
tenants. In their attempt to allocate scarce resources in providing appropriate tenant support,
savvy incubators identify those in their community providing resources and tap into that

supply.

FDA Approval versus USDA Certification — Almost all of the facilities surveyed were
FDA approved community facilities. This approval allowed the production of most non-meat
and non-dairy products. This approval is considerably easier to obtain and FDA regulations
(often combined with further state, county or city regulations) are far less onerous than
USDA Certification. Two facilities did obtain USDA approval for non-slaughter processing
which allows a facility to prepare such items as pot pies, enchiladas, and other meat products
that contain meat originating from a USDA Certified source. Once obtained, the USDA
Certification supercedes FDA requirements and the USDA is the primarily agency for
inspection of the facility. Such licensing would require the facility to have separate areas
(individual sub-kitchens) and preclude multiple users in a large, open processing area. Due to
the additional and considerable expense of equipping separate kitchens, the desire of most
facilities to have simultaneous use, and, additional more onerous regulation, most
commercial kitchens have not pursued USDA Certification.

One kitchen reported that due to additional, local regulation they were not being allowed to
offer multiple use, although their kitchen was licensed as a FDA facility. Regulators
determined that they would be required to build separate and individually equipped kitchens
to be used by one tenant at a time. An important lesson to those planning community
kitchens is to involve local and state regulatory agencies (and the FDA if this authority is not
delegated to a local agency) early on in the planning process.

Rental Rates and Hours of Use — Rental rates in the kitchen incubators surveyed ranged
from $5 to $50 per hour. Most facilitates have a stepped billing system based on the number
of hours a tenant uses the facility over a given month. More frequent use means that a tenant
will have a lower rental rate than a tenant that uses the facility less frequently or only
occasionally will.

It was apparent that all facilities were concerned about their ability to breakeven. Some had
obtained operating grants for a short time to assist in meeting operating costs, but all those
contacted were concerned about the eventuality of operating on a stand-alone basis. Some
had just raised their rental rates to near market values, while others were contemplating how
to raise their rates when tenants had become accustomed to a heavily subsidized rate.
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Two points were clear. Newly emerging kitchens should develop a rental rate schedule that
reflected market rates from the beginning. Substantially raising the rental rate at a later date
was proving to be difficult for the incubators. Regardless of market rates, a rental rate
approaching $20 per hour was important in a developing a revenue base that could achieve
facility self-sufficiency.

¢ Anchor Tenants - Many successful kitchens have what have become known as anchor
tenants. Anchor tenants are distinguished from other tenants in two important ways. First,
anchor tenants are notable by the substantial number of hours of kitchen time they rent. In
exchange for the certainty of large blocks of billable hours, facilities offer favorable rates to
these tenants. Second, this large block of rented time usually underlies a business that is well
managed and successful. Anchor tenants are renting large amounts of kitchen time because
they are successful. Successful tenants develop into sustained rent revenue for the facility.
Thus anchor tenants provide stability to the facility. Facilities most often report one or two
anchor tenants that individually can rent anywhere from 15 to 150 hours per month.

¢ Significant Community Interest - It is important to note that initial significant community
interest is often associated with those incubators that have later developed a strong tenant
base (with 1 or 2 substantial anchor tenants) resulting in 400 or more hours rented per month.
Because the development of a kitchen incubator can take two or more years, it also important
to note that those individuals that express interest in becoming kitchen tenants may not
necessarily be there when the facility opens. However, those first tenants tend to be the same
"type" as those that expressed interest years ago when the feasibility work was being done.
For instance, in an area that demonstrates a strong interest by potential specialty food
producers, the first group of tenants tend to be led by specialty food producers. This is also
true for potential caterers and so forth. The important points are two. The potential users
identified to utilize a kitchen will not necessarily be there when the facility opens, and, that a
strong initial community interest is important to insure that some group of potential users is
willing and waiting when the facility finally does open.

¢ Sound Management - One aspect similar to most successful kitchens was that of sound
facility management. In addition to traditional not for profit concerns such as budgetary, fund
raising or grant writing activities, well managed kitchen incubators have developed
marketing techniques that may seem more suited to a for profit venture. The result for many
was the ability to attract rent-paying tenants. While the incubator kitchen may be the only
convenient, affordable and licensed facility in which to conduct a food business in a given
area, well run incubators have not rested on their monopoly. They use marketing techniques
that any for profit organization would benefit from. As an example, the marketing efforts of
the Denver Enterprise Center brought that facility from less than a handful of tenants to a
number of tenants sufficient for the kitchen to achieve near breakeven in seven short months.
In addition to traditional methods of community outreach such as informing area
stakeholders, the Denver Enterprise Center management embarked on such non-traditional
areas as an aggressive radio and TV promotional effort. Successful kitchen incubator
managers have developed non-traditional marketing techniques, that when combined with
proven non-profit management tools, have allowed facilities to attract rent paying tenants.
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Legal Status — The preferred legal form of ownership in the kitchen incubators surveyed is
that of the nonprofit organization. While many groups used associations or cooperative
arrangements in joining kitchen users, none chose either as the legal form of ownership.

Financing and Breakeven — Half of the facilities surveyed met all capital costs (those of
building and equipping the facility) through grants alone, while the remaining facilities were
obliged to augment their grants with loans. Given the choice all facilities would have
preferred to fund the capital portion of the project with grants and thereby not incur any on-
going debt obligation that would require funding through operating income.

Many of the kitchen incubators are co-located and/or co-managed with other facilities. In
order to access the financial viability of the kitchen portion, managers were asked the
question of whether the kitchen could survive on a stand-alone basis. In other words, would
rental revenue and storage fees offset operating expenses, including management salaries,
utilities, equipment maintenance, debt service, etc. A cash reserve for equipment
replacement (impounds) was not considered here. Of the fourteen incubators surveyed only
two felt that they had reached self-sufficiency.

It was interesting to note that kitchens require time to develop a tenant base. Kitchen
incubators may require local support until the facility achieves higher occupancy levels (1 — 3
years). Also none of the facilities surveyed made any provision for the eventual replacement
of the kitchen equipment. No facilities were developing a cash reserve or impound account
funded by operating income to replace equipment as needed.

Grant sources included USDA — Rural Development, US Department of Commerce,
Economic Development Administration, and various states’ Community Development Block
Grants. Loans were obtained from USDA, but the typical lender was most often a local
commercial bank, making a commercial loan rather than a “community reinvestment” loan.
Other lenders included Revolving Loan Funds, and, city and state economic development
agencies.

After periods of low interest or no payments, many kitchens were now facing a monthly debt
service — often times of formidable size. Experience suggests that communities take great
care when considering loans as part of their funding strategy.

Benefits — Communities have entered into kitchen incubators with the goal of assisting local
food ventures and to create new businesses and additional community jobs. Kitchen
incubators are, by the standards of traditional incubators, excellent generators of rental
income. However, staffing and utility expenses offset the additional rent received.

Kitchen incubators have been good producers of jobs. The Bonner Business Center in
Sandpoint, Idaho (population 5,000) has created 125 jobs since inception. The Denver
Enterprise Center kitchen has created 246 jobs since its opening, while ACEnet has produced
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145 jobs in its first three years of operation. The Taos, New Mexico kitchen has produced
219 jobs in 6 years, 175 of those jobs being for low to moderate income.
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Kitchen Incubator Exhibits

Fourteen shared-use commercial kitchens were contacted in developing comparative data. The
following exhibits reflect the self report of the entities, and do not reflect any independent
verification. Exhibit 1 shows the name of the facility and its size and contact information.
Exhibit 2 summarizes selected characteristics gathered for this comparative research. Exhibit 3
covers kitchen development costs and funding sources, and Exhibit 4 shows job creation
statistics. Exhibit 2 characterizes the facilities, as follows:

Year Started

Legal Status

Drawing Area
Population

Average #
Tenants

Average Use
& Rental Rate

Multiple Use

How Financed

Breakeven

22

The month (when available) and year that the facility was opened

The entity that “owns” and is responsible for the facility. The preferred legal form of
ownership is that of the non-profit organization. While many groups used associations or
cooperatives in joining kitchen users, none chose either as a legal form of kitchen
ownership.

The area population determined by drawing a circle around the

facility with a radius of one hour’s commute. Many facilities believed that individuals
would be willing to commute about one hour to use their facility. However, the further
the commute the less likely that individuals would be willing to make that commute.
Simply put, those individuals closer to the facility are more likely to use it than those
persons who live at the end of the commuting radius.

This is the average number of tenants that use the facility in a month.

The average number of hours a facility will bill during a month and the average

rental rate. Most facilities have a stepped billing system based on the number of hours a
tenant will use the facility. More use means that a tenant will have a lower rental rate than
a tenant that just occasionally uses the facility will.

Most facilities also report one or more “anchor tenants” that can be relied upon to bill
several hours each week or month. In exchange for the certainty of large blocks of
billable hours, facilities offer favorable rates to these tenants. Facilities used weighted
averages to account for anchor tenants in these computations.

Multiple use refers to the ability for kitchen tenants to simultaneously use the same
kitchen or processing area. All USDA certified facilities are by this definition classified
as a no. However, USDA facilities can have multiple tenants share the same processing
area, but not at one time.

The facility was built and the kitchen equipment provided by either grant funds, or a
combination of grant(s) and debt.

If the kitchen facility was on a stand-alone basis, could rental revenue and storage fees
offset all operating expenses including management salaries, utilities, equipment
maintenance, etc. Neither capital costs or cash reserve for equipment replacement
(impounds) was considered in this analysis.
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Table of Kitchen Incubators

Exhibit 1

Name Location Contact
1. Bonner Business Center 804 Airport Way Wally Schmidt
1,440 sq ft / rural Sandpoint, ID 83864
2. Denver Enterprise Center 3003 Araphoe Street Pat Duran

7,900 sq ft / urban

Denver, CO 80205

3. Airport Business Park
1,657 sq ft / urban

3707S.Godfrey Blvd;101
Spokane, WA 99224

Kevin Morgans

4. Foodworks Culinary Ctr )
960 sq ft / rural

100 Ericson Ct, Suite 100C
Arcata, CA 95521

Michele Henson

5. Taos Food Center
5,000 sq ft / rural

PO Box 1389
Taos, NM 87571

Marlene Torres

6. ACEnet
12,000 sq ft / rural

94 Columbus Road
Athens, OH 45701

Larry Fisher

7. New Hampshire Cooks 7 Wall Street n/a
3,000 sq ft / rural Concord, NH 03301

8. Nelson Farms 3261 Route 20 Dave Evans
18,000 sq ft / rural Cazenovia, NY 13035

9. Urban Horizons 50 East 168™ Street Alberto Tirrito
4,000 sq ft / urban Bronx, NY 10452

10. Unlimited Futures 1650 8™ Ave. Larry Parry

14,000 / rural Huntington, W VA 25703

(6,300 prod. space)

11. Hudson Valley Food Works 372-378 Main Street Bob Weybright

24,000 sq ft / urban

Poughkeepsie, NY 12601

12. VT Food Venture Center

PO Box 138

Brian Norder

8,000 sq ft / rural Fairfax, VT 05454

13. Kitchen Opportunities 3025 4" Ave., So. Robin Johnson
4,000 sq ft / urban Minneapolis, MN 55408

14. University of Idaho ¥ 1908 E. Chicago Jim Toomey
7,000 sq ft / rural Caldwell, ID 83605

(1) Arcata rental kitchen transferred to College of the Redwoods Nov. 2002.

(2) New Hampshire Cooks has two kitchens both rural. The kitchens are approximately 3,000 sq ft each. The

reported data is for the two kitchens combined. Both kitchens have subsequently closed as incubators.

(3) The mission of KO is to feed needy people (2™ Harvest Heartland program) and connect people with living

wage jobs through a certified food handler program.

(4) Ownership changed in 1999 from a non-profit community development organization to the university. Closed

2002; reopening 3/2003 with a shared kitchen component and an R&D portion for mid-sized businesses.

Wine Country Farm Kitchen, a 2,000 sq ft / rural kitchen in Prosser, WA that opened March of 1995 was closed

during 1999. The kitchen last reported average monthly hours of 150 hrs/mo. @ $8.00.
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Exhibit 2
Select Kitchen Characteristics

Year Legal Status Drawing Area‘ Ave # of ‘ Average Use & Multiple How

Startd Population Tenants | Rental Rate Use Fnancd
1 2/91 City 125,000 20 145hrs/mo Yes Grants No
@ $8.50/hr & debt
2 10/96 Non profit 1.8 million 29 550 hrs/mo Yes Grants Yes
@ $15.00/hr
3 1985 City via 350,000 10 110 hrs/mo Yes Grants No
Airport b‘rd @ $6.25/hr
4 7/94 Non profit 150,000 8 150 hrs/mo Yes Grants No
@ $7.00/hr & debt
5 8/96 Non profit 25,000 60 800 hrs/mo Yes Grants Yes
@ $9.00/hr
6 3/96 Non profit 100,000 est. 14° 300 hrs/mo Yes Grants Near
@ $7.50/hr & debt
7 1/97 Non profit - 8 75 hrs/mo Yes Grants No
last rept @ $15.00/hr & debt
8 | 198" | Non profit 70,000 75 200 hrs/mo * Yes Grants No
@ $25.00/hr
9 8/97 Non profit 4 million + 7 60 hrs/mo° No°® Grants No
@ various
10 | 11/03° Non profit 4 million + 15 200 hrs/mo No Grants No
projected @ $50.00/hr
11 | 12/97° Non profit 1 million 20 600 hrs/mo No Grants Yes
@23.00/hr & debt Before
debt
service
12 | 6/96° Non profit 135,000 14 200 hrs/mo Yes Grants Yes
@ $22.00/hr & debt
13 | 11/01° Non profit 2 million n/a n/a No’ Grants n/a
14 | 2/97° Non profit 5 state 10 Customized; No Grants No
western Charge by & debt
region production run

1. Relocated from Plattsburg, NY. Opened 10/03 under local mgmt. Limited shared-use with co-packing emphasis.

2. Facilities that possess USDA Certification & produce FDA regulated products as well.

3. Facility has expanded; especially in dry storage and warehouse space.

4. This program mostly does co-packing. 75 co-packing clients represents 200 hours/month of kitchen use.

5. Four separate processing areas, but allow select sharing of certain equipment; 2 permanent users, 1 of which bears significant
utility expense; stepped rates based on economic circumstances. This program highly impacted by 9 11. 23 employees

down to 8; previously had hourly rentals near 650.

6. Kitchen orig. planned as a shared-use commercial kitchen. City health disallowed. Project developed into 2™ Harvest
Heartland program and a certified food handler training program.

7. Started as non profit custom packing facility then closed. Facility now owned by the University of Idaho; reopened March
2003. Reports 40 kitchen tenants at present. Will also have a pilot plant opening 12/05.
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Exhibit 3
Kitchen Development Costs and Funding Sources

Location Building Equipment Total Grants
Cost ~ Cost | Cost B
1 Sandpoint, $200,000 $166,000 $366,000 $200,000 $166,000
ID (1)
2 Denver, CO $1,000,000 $385,000 $1,385,000 $385,000 $750,000 city
EDA ($300/mo d/s)
265,000
$various (5)
3 Spokane, unavailable unavailable | unavailable unavailable | unavailable
WA
4 Arcata, CA $155,000 (1) $60,000 $215,000 $54,000 $161,000
5 Taos, NM $750,000 $250,000 $1,000,000 $750,000 $250,000
(1) USDA,EDA, & bank
CDBG
6 Athens, OH $532,000 $110,000 $642,000 $406,000 $236,000
USDA, others
7 | Concord, NH $336,000 $116,000 $452,000 $357,000 $95,000 (4)
(2)
8 Cazenovia, $850,000 $400,000 $1,250,000 $700,000 -0-
NY USDA, others
(7)
9 Bronx, NY | Rent $?§;’,000/yr $90,000 $90,000 $90,000 -0-
10 | Huntington, $2,190,000 $1,200,000 $3,390,000 $3,390,000 -0-
W VA ARC; USDA
11 | Poughkeepsie, $800,000 $200,000 $1,000,000 $245,000 $775,000
NY USDA, city, state,city,bank
12 | Fairfax, VT $185,000 $30,000 $215,000 $200,000 $50,000
(incl some eqip) USDA —-RDev USDA
13 | Minneapolis, $1,100,000 $190,000 $1,300,000 $1,180,000 $120,000
MN Metro agcy (6)
14 | Caldwell, ID $1,000,000 $300,000 $1,300,000 $780,000 $520,000
(1) EDA, CDBG bank
1. Allocated cost, kitchen attached to larger building.
2. Data includes two 3,000 sq ft kitchens, each costing about 50% of total cost. Building and equipment is also being split

approximately 50/50 in respective categories for each kitchen.

Rent represents internal charge, building is owned by those that operate kitchen program; rent represents the amount of
expense allocated to kitchen.

Debt to be repaid with grant.

Loan is treated as a grant. Token debt service is required as long as grant parameters are met.

Loan from empowerment zone; can be worked off through local training of low income individuals

Difference between $1.2 million cost and $700k grants is from a college related foundation.

hed

No ok
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Exhibit 4
Job Creation

Location Low/ moderate Other \ Total Jobs
Income i e
1 Sandpoint, 88 37 125
ID 11 years
2 Denver, CO 198 48 246
6 years
3 Spokane, Not available Not available N/A
WA
4 Arcata, CA 25 10 35
4 years & 7 mos.
5 Taos, NM 175 44 219
6 years
6 Athens, OH 145 -0- 145
1% three yrs
7 Concord, NH 8 24 32
Since closed 2 1/2 years
8 Cazenovia, 35 115 150 (1)
NY 11/2 years
9 Bronx, NY 8 1 9 (2)
1 year & 4 mos.
10 | Huntington, n/a n/a 15/yr projected
W VA for first 3 yrs
11 | Poughkeepsie, 50 15 65 (3)
NY 4 years
12 | Fairfax, VT 20 40 60
6 1/2 years
13 Mpls, MN 37 -0- 37 (4)
1 year
14 | Caldwell, ID 11 4 15
4 years

Jobs may be full or part time, and are quoted as full time equivalent (FTE). Credit was given for the “entrepreneur” or
owner job. Low/moderate income means individuals that filled these jobs were identified as such prior to the kitchen
job being created. Training program jobs noted below.

(1) 70 Co-packers put into business plus 80 employees subsequently hired. All non-production employees involved
in office, sales and marketing.

(2) Group has culinary program providing graduates in hospitality industry. Some entrepreneurs but jobs number
mostly food service trainees.

(3) PLUS - 400 Workforce training individuals since inception. Program averages 80 individuals annually.

(4) Culinary Training program graduates- 80% grad rate / 80% stay employed rate at 8 — 15$ /hour.
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2. Market Research

Secondary Research

Profile of Selected Study Area Characteristics

Limited secondary research is available on the small firms that will comprise the users of the
proposed shared-use commercial kitchen facility. Given their small size and limited economic
impact in an industry that counts in the millions and billions of dollars, small-scale food
processors do not generate the interest necessary to undertake substantial secondary research.
Accordingly, primary research was undertaken in the form of a survey and interviews to better
understand the potential user, which results are presented elsewhere in this report. First,
however, a profile of the study area is presented.

Presented here are some selected characteristics that define the study area in terms of its potential
to support a shared-use commercial kitchen. Research into communities that have established
kitchen incubators has indicated that a significant interest in food processing has been a positive
factor in those communities. The following selected characteristics reinforce the fact that the
study area has a moderate number of companies engaged in food processing. Perhaps as
important is the organizational interest in using the kitchen incubator concept to assist in
diversifying the local economy.

For the purposes of this feasibility study the study area is comprised primarily of five counties in
the Washington Olympic Peninsula: Clallam County, the primary county and the county in
which the project will be sited, and the surrounding Counties of Jefferson, Kitsap, Island and San
Juan. The counties of Clallam and Jefferson are the two primary counties from which potential
users will be drawn.

A Profile of Clallam County as provided by the Clallam County EDC follows:

Source: http://www.clallam.org/communities/documents/2004CommunityProfile_001.pdf

Clallam County

Location

Clallam County is located on the beautiful North Olympic Peninsula of Washington State. The
county’s land area is 1,752 square miles with 200 miles of pristine coastline. The communities of
Clallam County are nestled between the majestic forests of the Olympic National Park and the
Strait of Juan de Fuca. Olympic National Park has been designated as a World Heritage Site.
Often referred to as “three parks in one,” the Park encompasses three distinctly different
ecosystems: rugged glacier-capped mountains, over 60 miles of wild Pacific Coast and
magnificent stands of old growth and temperate rain forests.

Just 17 miles north of Port Angeles, across the Strait of Juan de Fuca, lies Victoria, British
Columbia on Vancouver Island. A ferry transports tourists and business people daily between the
two countries.
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Travel time to Seattle from Port Angeles, the county’s largest city, by car is 3 hours, including a
ferry ride, and 30 minutes via scheduled commuter airlines. There are 12flights per day to
accommodate the travel needs of business people and tourists alike.

Government

The county seat of Clallam County is Port Angeles. Three commissioners are elected for four-
year terms to represent the east, central and west areas of the county. There are three
incorporated communities. Port Angeles (population 18,530) and Sequim (population 4,485).
Both use a Council/City Manager form of government. Forks (population 3,125) on the west end,
uses mayoral form of government. Unincorporated areas include Clallam Bay, Carlsborg,
Sekiuand Neah Bay. Clallam County lays in the 24th State Legislative District and the 6th U.S.
Congressional District.1.1

Interesting Facts & Statistics

Per Capita Income — 2002 - $26,959

Median Household Income (Projected) — 2003 - $41,096

Consumer Price Index (Seattle-Tacoma-Bremerton) First Half 2004 - 194.0

Business & Vocational Schools
North Olympic Peninsula Skills Center
Olympic Job Training

Chetta’s Academy of Hair and Nails
Priority Instructional Center

Rite Brothers Aviation

Union Locals

The Hair School

Colleges and Universities

Peninsula College — Port Angeles
“University Center” at Peninsula
College (Western Washington University-
Bachelors and Masters Programs,
University of Washington — Bachelors
Programs, City University — Bachelors
Programs)

Applied Environment Technology
Centers of Excellence — Peninsula
College

(Healthcare, biotechnology, natural

resource management, marine services)
Enrolled Students (2003-04) 10,418

University of Washington — Seattle,
150 minutes away
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The Evergreen State College —
Olympia, 150 minutes away

Private Schools

Five Acre School

Olympic Christian School

Queen of Angeles School

Sequim Adventist School

Sequim to Port Townsend 40 min.
Sequim to Seattle (includes ferry) 2 hours
Sequim to Tacoma 2 hours

Sequim to Olympia 2.5 hours

Port Angeles to Forks 1 hour

Port Angeles to Victoria, B.C. (by ferry) 1-1.5 hours
Port Angeles to Portland, OR 4 hours
Forks to Grays Harbor 2.25 hours

Additional demographic information is available in Appendix B — Study Area Boundaries.

Existing Incubators & Kitchen Centers - Washington & North Idaho

The following Washington and North Idaho incubators were chosen for comparative purposes
for two reasons. One, they are located in the Pacific Northwest and are rural in nature. Two,
being close and residing in similar communities, these are the most appropriate projects from
which to draw insight, best practices, things to avoid, etc. in relation to the proposed

Clallam/NOP food incubator.

First off, it should also be noted that a mixed-use business incubator is nearing completion in

Port Angeles. Jim Haguewood, former Director of Clallam EDC, offers the following about CBI:

“The CBI facility consists of two styles of leasable space, professional office (3, 541 sq. ft.)
and multi-purpose (3,500 sq. ft.). The Lincoln Center building supports the CBI business
client by offering conference rooms and access to NOPSC equipment and students. An
internship program is planned to be developed in 2005.

The CBI program is based upon the Guided Access Program. This structure business support
program is based up the growth levels of entrepreneur stage, seed stage, product launch stage,
and successful venture stage. Within each stage are specific benchmarks and milestones that a

CBI client will meet before the successful venture stage in which they will graduate into the

community. The GAP program provides extensive mentoring and connections to professional

services.

The CBI (and Lincoln Center) is the cornerstone of the Clallam networks economic
development strategy. The role of the CBI in the plan was to raise and cultivate the
entrepreneurship spirit in Clallam County by implementing a focused organization and
providing a facility to attract and house business startups.”
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CBI also has a satellite facility located in Forks, Washington. The Forks satellite facility of the
CBI is housed in the West End Business and Technology Center. The satellite facility has 2,424
sq. ft. of office space. The Center's facility is fully wired, including a video conferencing link to
the Port Angeles site. As a result, Forks facility tenants have instant access to the services
offered at the Port Angeles facility. The West End Business and Technology Center opened in
March of 2004, and like the Lincoln Center, shares on site facilities with the North Olympic

Peninsula Skills Center.
Source: http://www.clallam.org/business/business-incubator.html

Northwest Washington Agriculture Innovation Center (proposed)
Craig MacConnell

Extension Faculty & Director

Washington State University Extension

Whatcom County

(360) 676.6736

Craig MacConnell, WSU Whatcom County provided the following information on a proposed
WSU facility to be located in or near Mt Vernon, Washington.

Mr. MacConnell noted that agriculture occupies 362,623 acres in the northwest part of
Washington State, including Whatcom, Skagit, Snohomish, Island, and San Juan Counties. The
state’s Growth Management Act requires that counties conserve productive agricultural lands
and encourage economic development among other policy objectives. Agriculture in this region
is undergoing a transformation towards more value added opportunities in order to remain
competitive in a global marketplace. There is a large need to provide economic development
services to retain and expand the economic capacity of agricultural enterprises in the northwest
area of the state.

He stated that the proposed facility would not likely be a shared-use food incubator, but rather an
agriculture innovation center or agricultural business incubator in the western part of the state.
The facility’s goals, objectives and expected outcomes are as follows:

Goals

Sustain, enhance and grow the economic contribution of agriculturally based enterprises in
northwest Washington by providing comprehensive assistance to entrepreneurs with value-added
agriculture product and business development services.

Objectives
1. Facilitate the successful start up of new agricultural enterprises in northwest
Washington capitalizing on existing land, labor and management resources.
2. Facilitate the successful development of new high margin value added agricultural
based products in northwest Washington.
3. Provide assistance in business and market skill development to established and
beginning entrepreneurs of value-added agriculture products.
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4. Facilitate the creation of new jobs based on the production, processing, packaging,
marketing, and distribution of agriculturally based products in northwest Washington.

5. Enhance the net income of entrepreneurs involved in agriculturally based products in
northwest Washington.

6. Facilitate the successful entry of new food system entrepreneurs in northwest
Washington.

Expected Outcomes
1. New successful agriculture based products created due to support from agriculture
business incubator
2. New successful enterprises of value-added agricultural products created due to
support from agriculture business incubator
New jobs created due to support from agriculture business incubator
4. Existing agricultural enterprises retained and expanded due to support from
agriculture business incubator
5. Existing northwest economy strengthened from the stimulus of new entrepreneurship
in the agricultural industry of the region.

(98]

Columbia River Country Kitchen
3306 E. 5th Street SE

E. Wenatchee WA 98802

Doug Provo, Mgr. - (509) 884-4700

The Port of Wenatchee created the Columbia River Country Kitchen in 1997. This kitchen
incubator has scaled down to approximately 1,500 square feet, located within a 21,500 square
foot industrial facility. Although originally intent upon offering a full array of business
development services, the facility no longer offers them. Business development for kitchen
tenants is available through the SBDC at the Wenatchee Valley College along with SCORE and
the Wenatchee Chamber of Commerce, all located in the Columbia Center in downtown
Wenatchee.

Mr. Doug Provo, who oversees the entire facility and the industrial park at the port, runs the
facility. The kitchen has a handful of tenants, relying most heavily on one “anchor” producer of
preserved apple slices. Additional tenants include two caterers and a few other occasional users.
The facility reports that it has “not been as active as they wanted”. Provo indicates that the
facility does generate enough income to cover its own maintenance and upkeep, but not for staff,
overhead or the cost of business development services. The port has indicated that without a
major anchor tenant, the space is not adequately used, and that it could be better used. They have
considered relocating the kitchen provided that they could secure the funding to move it, find a
location with adequate infrastructure to accommodate the equipment (hoods), and that the
kitchen would still be available for small businesses.

The port has simplified the fee structure and now charges flat fees of $40 for 4 hours or less, and
$80 for each session of 5 to 16 hours. In addition there are charges of $10 per month for a 4’

section of dry storage space, and $20 per month for cold and freezer storage.
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Funding for the project came from local tax revenues and two grants; a $60,000 USDA Rural
Business Grant and $60,000 US Forest Service Grant.

Community Kitchen — Twisp, WA
Partnership for a Sustainable Methow
108 N. Glover Street

Twisp, WA 98856

Ann Simmons - (509) 997-7482

The Community Kitchen in Twisp is a small commercial facility that provides kitchen space,
equipment and storage to approximately 3 to 5 tenants each month. The facility does not have
full-time management, and is operated as a for-profit cooperative along with a small “made in
the Methow” gift shop, which sustains operation of the kitchen. Coop members are required to
spend a day each month staffing the gift shop, which is open as often as there are cooperative
members to staff it. The kitchen facility is not monitored by a manager, although the small
number of users does not present management issues.

The facility was initially started as a non-profit organization, but after an inability to sustain
itself, the facility became cooperatively run by approximately 3 tenants, each of which use it for
part-time food businesses. Past tenants have moved to other private locations including after-
hour restaurant kitchens. Reasons for leaving the Twisp kitchen included infrastructure problems
such as insufficient flooring, a poor electrical system and insufficient floor space.

Rents are $7 per hour, or $9 per hour for one-time users. Ala cart services include a walk-in
cooler, limited dry storage and small freezer space of 20” x 30” for $8 per month.

Although not part of the incubator, business services are available through the Small Business
Resource Center. The kitchen reports that the 3 users who currently occupy the kitchen do not
require small business development services.

Tri-County Kitchen — Coleville, WA
Tri-County Economic Development District
347 W Second Suite A

Coleville, WA 99114

Jeanie Forman, Executive Director

(509) 684-4571, ext 107

This small commercial kitchen was started as a community kitchen in October 2002. At 3,000
sf., this kitchen is quite small and was built on the premise of a full time anchor tenant. The
project worked reasonably with an anchor tenant in place until just recently when the tenant left.
Occasional users were allowed at times at a rate of $15 to $20 per hour. This project was never
designed as a kitchen or food incubator, but rather as a community kitchen. The full array of
business incubation services was never put in place. The community kitchen is no longer in
operation.
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Bonner Business Center

804 Airport Way

Sandpoint, ID 83864

Wally Schmidt - (208) 263-4073

The Bonner Business Center (BBC) is a small business incubator created to encourage and assist
the development of new businesses in North Idaho. The BBC will help by providing affordable,
ready-to-go facilities and a place where new and/or early stage businesses can operate and be
prepared for long-term success. The BBC consists of 10,700 square feet of light manufacturing
and office space. It also includes an approximate 1,500 square feet fully licensed, shared-use
food production facility to assist entrepreneurs in the specialty foods industry.

Kitchen tenants have access to commercial ovens, steam kettle, hot water bath, jar filler, and
other special equipment that is often unavailable to early stage businesses. Support services are
available to provide assistance with recipe, labeling and packaging, and safety and sanitation
needs. Kitchen users join North Idaho Specialty Foods Association, a non-profit kitchen
cooperative established to assist in the development and preparation of specialty foods.

In addition to affordable space, the BBC also offers the following support services as part of the
base rent: reception services, business counseling, business library, janitorial services,
conference room, and lounge. Other professional services that are available on a fee-for-use basis
include: secretarial services, copy and datafax machines, computer, laser printer, business
classes, and World Wide Web home pages.

The Bonner Business Center welcomes tenants who meet the Incubator's criteria and who feel
they can benefit from services offered. Eligible businesses include, but are not limited to: light
manufacturing, assembly, wholesale distribution, research and development, manufacturer's
representatives, and service companies.

The Incubator is not designed for retail or firms requiring high walk-in traffic. Added
encouragement is given to the specialty food producers. New businesses needing the resources of
the BBC to support further growth are considered. Tenants are considered on a case-by-case
basis using the following criteria: merit of business proposal, experience of principals, and
growth and job creation potential.

At just under 11,000 square feet the BBC is also somewhat small compared to more recently
developed rural incubators. This size does not allow for enough tenants to create the revenue
necessary for the incubator to breakeven, even with its kitchen component.

The BBC is currently at 63% occupancy, with 2 of its 6 bays open, and 4 of its 10 offices open.
The Sandpoint incubator, however, is not breaking even and could not operate on a stand alone
basis. Because of its smaller size and lack of other in-house revenue generating programs, the
BBC will need the city subsidy to keep its doors open.
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Other Pacific Northwest Business Incubation programs
Ellensburg Business Incubator

1000 Prospect, PO Box 598

Ellensburg, WA 98926-0598

Debbie Strand - (509) 962-7244

Ellensburg Business Incubator is an industrial / mixed-use incubator which was developed in
1989 by the City of Ellensburg and Central Washington University. The incubator is operated by
Phoenix Development Corporation, a non-profit organization with funding from the City of
Ellensburg, The incubator is 100% occupied, but has yet to reach break-even. Operational
shortfalls are covered by the City of Ellensburg. Financial advice and counseling in conjunction
with the Service Corps of Retired Executives (SCORE) and Central Washington University
(CWU)

CTEC Small Business Resource Center
Nespelem, WA
Sharon Holmdahl

Although not a true incubator, CTEC has established a community computer center consisting of
approximately 16 computers and computer classes, which is open to the public. The computer
center was designed by CTEC to be economically self-supporting, covering annual operating
costs of approximately $60,000. The facility has not reached a point of break-even, and is
uncertain about how to do so. However, CTEC views the facility as important to community
members (both tribal and non-tribal) and as important to Colville Tribal Credit customers.

CTEC is also establishing a Small Business Resource Center in Nespelem. This facility, which
was established through a variety of grants including USDA funding, is approximately 90%
complete and on the verge of advertising for clients. The facility will provide technical assistance
with business planning and accounting to a greater degree than existing SBDC services,
according to CTEC’s Sharon Holmdahl. The facility does not propose to offer low-cost office or
industrial space to house entrepreneurial ventures. CTEC is open to the idea of relocating the
computer resource center to the new small business resource center, but believes that such a
move would abandon many local users in their area.

Panhandle Area Council

11000 N. Airport Drive

Hayden, ID 83835

Jim Deffenbaugh - (208) 772-0584

PAC's location in the City of Hayden is centrally positioned within the five northern counties of
Idaho. PAC began as a Council of Governments in 1972. In the early stages of the organization,
PAC worked extensively with the U.S. Department of Housing and Urban Development (HUD)
under their 701 Comprehensive Planning programs. PAC also worked with the Environmental
Protection Agency (EPA) on a study for water quality issues within the region. As a designated
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Economic Development District, PAC prepares the Comprehensive Economic Development
Strategy (CEDS) on an annual basis, which provides information about the region's cities and
counties, local economic development groups, and business organizations. The CEDS also
prioritizes the elements for future projects.

The Panhandle Area Council is the lead economic development agency in North Idaho. It
centers its outreach in three areas: Economic Development, Small Business Loans, and Grant
Administration. The services PAC provides include project planning, grant writing, grant
administration, low interest loans to small businesses, government procurement assistance,
employment training, census data depository, and business counseling.

PAC services include:
e Council of Governments (COG)
e Certified Development Company - SBA 504
e Business Loans - Information on Small Business Micro Loans, SBA 504 Loans,
Intermediary Relending Loans, and Revolving Loans
e Government Procurement
e Grant Writing and Administration
e International Trade Associate Office
e Economic Development and Planning
e Off Campus Small Business Training Facilities for North Idaho College
e North Idaho Workforce Investment Board
e Business Incubator Center
e Free Business Counseling
e Census Information

The PAC incubator is small compared to more recent rural incubators. It has 13,00 square feet of

light manufacturing space (8 bays) and several offices and cubicles. With the success of
developing other in-house (revenue generating) programs, PAC has taken 3 offices and 6

cubicles off its inventory of leaseable space. PAC is currently at 100% occupancy and reports a

waiting list.

To reach breakeven and develop continued viability, PAC implemented other in-house programs

that assist the overall budget of the facility. This multifaceted approach has worked well for

PAC. The program is highly successful and has received national recognition from its peers, and

from national organizations as a program to emulate.
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Job Creation

Incubator Date Jobs Created
Opened
Columbia River Country Kitchen 1997 8 full time
10 part time
Community Kitchen — Twisp, WA 2001 5 part time
Ellensburg Business Incubator 1989 87 full time
Panhandle Area Council 1988 622 full time
Bonner Business Center 1992
Business incubator 110 full time
Kitchen component 50 full time

Characteristics and Lessons Learned

Eastern Washington and Northern Idaho have a variety of business incubator facilities whose
current status can provide insight into the feasibility of establishing a food incubator in Clallam
County. These characteristics and lessons learned may also prove beneficial as the Clallam
Business Incubator is readied to begin operations September 2005.

The majority of Washington’s business incubators were created as part of local economic
development strategies, or to suit the needs of local specialty producers. One of the incubator
facilities was developed by the local Port Authority in order to stimulate commerce. Another
incubator, a kitchen incubator discussed above, was created as a grass-roots community initiative
in order to promote sustainable and eco-friendly business development. Yet another was
developed by a local non-profit economic development corporation to meet their objective for
local business development. Of these three, two have kitchen facilities. However, the other
mixed-use facility is the only one that offers small business development services in-house. The
others rely on local colleges, small business development centers and community groups to
provide these services, and as such are not true incubators in the traditional definition of
“business incubator”.

Kitchen incubators underutilized

The two regional shared use commercial kitchen facilities have been largely underutilized. One
facility is well equipped, but has simply not attracted commercial-kitchen users, and does not
believe that there is sufficient demand. The other serves only 3 part-time tenants at this time, and
has lost the same number of tenants due to limitations of size, electrical capacity and kitchen
floor strength. The Sandpoint Idaho kitchen was designed too small to accommodate
simultaneous users, although health regulations would permit it. Multiple, simultaneous allows
for the maximum utilization of the kitchen space and generates additional revenue.

Community size not a factor

Local community size does not appear to be a factor in comparing the success of the region’s
shared-use commercial kitchen facilities. The kitchen facility in Wenatchee is not necessarily
performing better than the one in Twisp. However the two vary greatly in management and
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design. Larger communities traditionally have increased the pool of significant “anchor” tenants
for incubator facilities. However it appears that both kitchen facilities are under performing as a
result of the same economic factors of the region — primarily a lack of demand for certified
kitchen space as a result of a regional slump in the food production industry.

Business incubators outperforming kitchen incubators

Another factor of note is that industrial / mixed-use incubators appear to perform better than
commercial kitchen facilities in this region. The Ellensburg incubator, without a commercial
kitchen, is operating at capacity. Additionally, the non-kitchen portion of the East Wenatchee
facility is operating close to cost-recovery, and at present is “carrying” the kitchen. The PAC in
Hayden report 100% occupancy, with a waiting list.

Incubators still not at breakeven

Incubators in the region have had difficulty reaching cost-recovery or break-even. In the case of
both kitchens (built without feasibility studies), they have been kept in operation with volunteer
management, and without business development assistance. Recurrent funding sources have been
necessary for the project’s ability to continue. In the case of the two more successful incubators,
the project sponsor’s need for funding has exceeded development costs and the somewhat
standard 3-year ramp-up phase. Most telling the incubator in Ellensburg is 100% occupied, but
has yet to reach break-even. Operational shortfalls are covered by the City of Ellensburg. The
BBC in Sandpoint Idaho does not breakeven and requires annual support form the City of
Sandpoint.

Multifaceted approach or larger size

If an incubator is to achieve breakeven it must be of sufficient size to develop sufficient revenue
to cover its operating costs, or, must aggressively develop other in-house programs that add
revenue to the overall incubator budget.

In terms of the proposed Clallam food incubator, this is an important lesson. The food incubator
must be of sufficient size to allow many tenants to use the facility simultaneously. The Twisp
and Sandpoint kitchens are simply too small to allow sufficient tenants use to produce a
breakeven revenue stream.

Another important lesson can be found in the manner in which tenant services are delivered. In-
house duplication of business development services does not appear to be working. Rather,
partnerships with existing small business services providers (i.e. SBDC offices, community
CDFTI’s and revolving loan funds, WSU as a provider of technical assistance, etc.) appear to be a
better option given the problems with the incubators’ budgets.

Washington Specialty and Organic Foods
Organic production represents the largest growth segment nationwide in agriculture today. The
organic industry is growing at a rate of 24% per year and has done so for the last eight years.

High value organic crops can help keep some farming enterprises viable. As commodity
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programs are eliminated, more farmers are showing interest in organic production as a legitimate
and economically viable alternative enterprise. Because of the high profitability, organic
farming can be profitable on small acreages. With high returns and lower land and capital
requirements, young people interested in farming as an occupation face far fewer barriers to
entering the business. In fact, it is one of the few ways new growers without an inherited land or
equipment base can enter agriculture.

Curtis E. Beus, Director of the Clallam County Extension Office reported the following about the
concerns and value of specialty and organic crops in the area:

Around the North Olympic Peninsula and throughout Western Washington, land values are
high, and costs of agricultural production are high. Thus, for farms to be profitable and
successful, it is imperative that they concentrate on high-value crops and products that have
the potential to yield high returns on labor, capital, and management on small to moderate
acreages. Production and marketing of organic farm products is one strategy, but another
rapidly growing strategy is the idea of creating "value-added" products from the commodities
produced on smaller farms. Adding value can be as simple as unique packaging and branding
of products such as "Bonnie's Baby Salad Greens," or it can involve development of
"gourmet" (often now referred to as "specialty") processed foods such as various spreads,
sauces, syrups, rubs, pickles, etc.

When done effectively, with attractive packaging and well thought out marketing, the sales of
many of these value-added specialty food products can mean the difference between success
and failure for many small farms. Specialty foods now make up over 10% of consumers' total
food expenditures (over $35 Billion annually), and the rate of market growth has been
averaging over 7% annually (double the total growth rate for all foods). Farmers and other
food entrepreneurs in Western Washington who can successfully develop and market high-
value, specialty food products can significantly enhance the profitability of their businesses.

Potential partnering agencies and referral organizations
The Washington Sustainable Food and Farming Network
P.O. Box 6054

Bellingham, WA 98227-6054

P: (360) 527-9426

F: (360) 527-2615

info@wsftn.org

Source: http://www.wsffn.org/

Why was the Network created?

The idea of the Network started in 1997 with a small group of people who wanted to change the
food and farming system in Washington State. They had a different vision for agriculture — one
centered around long-term sustainability, one that cared about the future of the earth and the
future of farmers and farm workers and one that put the 'culture' back into agriculture. Each of
them was working on certain aspects of changing the food system, but they weren't working
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together. They realized that it would take many people, from many walks of life, working
together creatively to build the political power to impact food and farm policy in our state. A
framework and structure was needed where people could come together to share their passion
and ideas for creating a sustainable food and farming system. And so the Washington
Sustainable Food & Farming Network ("the Network") — a statewide advocacy organization for
sustainable and organic agriculture and independent family farms — was born.

Who is the Network today?

The Network has grown dramatically since we formed in 1997. Our members include farmers,
environmental organizations, farmers' markets, faith-based groups, the natural foods industry,
community organizations, anti-hunger and nutrition advocates, educators and many other
individuals interested in sustainable and organic agriculture and ensuring a healthy future for
family farms. The combination of our members' skills, expertise and passion has made the
Network a leading voice for sustainable agriculture and a key catalyst for change in food and
farming policies and practices in Washington State.

Cascade Harvest Coalition

Cascade Harvest Coalition

4649 Sunnyside Avenue North Room 123
Seattle, WA 98103

ma oz.net

The mission of the Cascade Harvest Coalition is to promote and revitalize the local food and
farm system by working collaboratively with farming and non-farming communities. The
Coalition operates a number of programs in the areas of local product identification and
consumer education (Puget Sound Fresh), farm transition and farmer education (Washington
FarmLink), farmer-consumer linkages (Harvest Celebrations), farmer-policy maker connections
(Western Washington Ag Summit) and creating new markets (Farm to College Pilot Project).

About the Cascade Harvest Coalition

Members and friends of the Cascade Harvest Coalition represent the diverse range of interests
for healthy food and farm systems in Western Washington. From farm gate to dinner plate, food
and farm issues affect our economy, our health and our landscape. To sustain the region, we
must sustain the region’s food and farm system. Toward this goal, the Cascade Harvest
Coalition provides a forum for the diversity of individuals and organizations to work together in
a coordinated effort.

Key goals of the Coalition
e Increase public awareness, appreciation and support for the economic, environmental,
and cultural benefits of agriculture in the region.
¢ Promote preservation and protection of agricultural lands and resources.
e Enhance community food security and health by improving access to and
consumption of locally- produced food.
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e Promote coordinated action and dialogue among the broad diversity of agricultural
interests on issues affecting the region’s farmers, agricultural resources and quality of
life.

The Cascade Harvest Coalition has supported preservation and revitalization of the food and
farm system in Western Washington since 1999 when representatives from a number of diverse
groups met to address the need for greater unity and a stronger voice within the agricultural
community. We saw that many groups were ably tackling local agricultural issues within their
communities, but losing the greater effectiveness that those actions would have if coordinated
throughout Western Washington.

Through forums, promotions, better inter-communication, research, education and collaboration,
Cascade Harvest Coalition’s member organizations and individuals will more effectively address
the threats to sustainable Western Washington agriculture:

= urbanization,

= Joss of critical farmer support, including technical assistance for small farms,
= vague and uncertain environmental and land use regulations,

= need for better marketing and promotion,

= Joss of irreplaceable farm lands, and more.

The Coalition facilitates linkages that result in more innovative and effective partnerships to
sustain the food and farm system, and develops and implements strategies to achieve our
common vision.

Puget Sound Fresh

Puget Sound Fresh is a program of Cascade Harvest Coalition. It is the region’s premier
consumer education and product identification program. Puget Sound Fresh educates consumers
in 12 counties (including Clallam County) about the health and environmental benefits of buying
and eating locally grown. The Puget Sound Fresh logo symbolizes the important contribution
that local food and farms make to the quality of life in our region. Local farms provide not only
the best, freshest products, but help maintain the welcome open spaces that make life in the
Puget Sound region so special.

“Puget Sound Fresh” describes any product grown, raised or harvested in one of the 12 counties
that border Puget Sound. As part of the program, locally grown products are labeled with a
Puget Sound Fresh sticker or banner. The program encourages area grocery stores and farmers
markets to promote local produce and farm products by using the Puget Sound Fresh logo.
Currently, nearly 50 farmers markets in the region sell “Puget Sound Fresh” products. Local
retail grocery stores featuring Puget Sound Fresh included Puget Consumers Co-op, Larry’s
Markets, Metropolitan Market, Thriftway, Madison Market, Safeway, and Haggen/Top Foods.
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The Washington Sustainable Food and Farming Network and The Cascade Harvest Coalition are
two liked minded organizations that could offer the Clallam kitchen incubator project potential
partnering and referral opportunities.

In addition to these non-profit organizations, the state of Washington has many resources
available through its state department of agriculture and through Washington State University:

Washington State Department of Agriculture
Organic Foods Program

P.O. Box 42560

Olympia, WA 98504

organic(@agr.wa.gov

Washington State Department of Agriculture
Small Farm & Direct Marketing Program
Leslie Zenz, Program Manager

P: 360-902-1884

smallfarms@agr.wa.gov

The Small Farm & Direct Marketing Program works to improve the status of small farms in
Washington. The mission of the program is to increase the economic viability of small farms,
build community vitality and improve the environmental quality of the region.

Curtis Beus, WSU Extension Director for Clallam County adds:
The WSDA Small Farm & Direct Marketing Program accomplishes this mission by:
1) assisting small-scall farmers in learning out to negotiate and deal with various government
regulations; 2) working with farmers to develop viable marketing programs; 3) identifying
and working with farmers to overcome various barriers to markets; 4) working with livestock
producers to develop meat processing facilities appropriate for small-scale farmers in
Washington; 5) promoting development and improvment of farmers' markets in Washington;
6) developing farm-to-chef and farm-to-cafeteria connections; 7) working with farmers to
develop value-added farm products 8: augmenting the development of eco-labeling and
organic certification of Washington farm products; 9) promoting the development of
agritourism; 10) obtaining grants and other financial resources to assist Washington small
farms; and, 11) working to help draft legislation that benefits Washington's small farms.

Washington State University Center for Sustaining Agriculture & Natural Resources
(CSANR)

Cindy Murray-Armstrong, Assistant to the Director

P: 253-445-4626

F: 253-445-4579

csanr@wsu.edu

WSU's CSANR works to develop and foster agriculture and natural resource management that is
economically viable, environmentally sound and socially acceptable through interdisciplinary
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relationships between WSU, growers, industry, environmental groups, agencies and the people
of Washington.

Washington State University Small Farms Program
Marcia Ostrom, Director

P: 253-445-4514

F: 253-445-4621

mrostrom@wsu.edu

WSU's Small Farms Program works with communities to foster profitable family farms, land
stewardship and access to healthy food.

Curtis Beus, WSU Extension Director for Clallam County adds:
WSU's Small Farms Team conducts research, teaching, and outreach for small- and mid-sized
family-owned farms. Team members come from a wide variety of specialties and are based
in various WSU programs, state agencies, and non-profit organizatios.

The forty team members assist farms in managing the current realities facing agriculture:
development pressure, increased costs, environmental regulations, and competition from
global markets. The team helps family identify and meet personal and financial goals.

At the farm level, team members keep growers informed of the latest research on
economically and evironmentally sound farming practices. This includes both traditional and
new crop and livestock alternatives.

In communities, team members work with local partners to develop sustainable food projects,
promote improved nutrition, and spur economic development through processing and
marketing infrastructure. The team also helps enhance farm viability by increasing consumer
purchases of locally-grown food.

In addition to the above organizations many local organizations can and will provide partnering
and referral opportunities. These include:

Clallam netWorks EDC

Clallam EDC — Agricultural Cluster

Port Townsend Food Coop

Clallam Business Incubator

Diversified Resources

e  WSU Small business Development Center (SBDC)
e Service Corp of Retired executives (SCORE)

Conclusion

A significant number of resources (technical assistance and service providers and not for profit
organizations) are available in the region to assist food entrepreneurs to start ands grow their
businesses, and to assist these food entrepreneurs in reaching the national specialty and gourmet
food markets.
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Specialty Food Industry — National Perspective

Over the past decade, the specialty foods market has benefited from growing consumer interest
in high quality food products. In 2004, the sales of gourmet or specialty foods exceeded over
$24 billion according to the National Association for the Specialty Food Trade (NASFT). The
scope of the specialty food market is difficult to determine. Many market researcher use
"gourmet" and "specialty" interchangeably when describing the industry. Some food products,
however, have limited definition as to whether or not they fall into the specialty food category.
Another problem is that many sales are simply not recorded. Many home-made specialty
products sold at farmers markets, roadside stands, etc. are not include in the industry's sales
statistics. In some ways it is safer to say that the specialty food industry ranges from $25 to $50
billion annually, depending on who is counting. Everyone seems to agree that the industry is
growing at a rate of at least 7 percent annually. For example, the purchase of specialty food
increased 16% between 2002 and 2004. The specialty food market is projected to exceed $27
billion in 2005.

NASFT defines gourmet and specialty food products as foods, beverages or confections that are
of the highest grade, style or quality in their category. As the market has matured, the definition
encompasses a much broader category of specialty foods. This segment of the food market has
benefited from a movement by consumers toward diverse and higher-quality food products.
Consequently, growth in the specialty foods segment of the retail food industry has been higher
than the overall industry growth. Typically, specialty foods are evident in restaurants prior to
adoption by the retail food industry. Many specialty foods are introduced through gift baskets
where the consumer gets the opportunity to try a variety of products, which they may not sample
otherwise.

The specialty foods market is comprised of a large number of small firms, which tend to focus on
a specific region or cultural segment of the market. Large national companies are emerging with
the development of the industry as a whole. The specialty food market is broad in terms of
products categories. Products have traditionally included:

* specialty baked goods and cereal-based products

* specialty sauces, dressings, vinegars and oils

* specialty cereals, rice’s and beans

* specialty meats

* specialty dairy products

* specialty beverages (herbal teas, juices, nutritionally fortified drinks)
* herbs and spices

* BBQ and hot sauces

 premium chocolate products

* ethnic foods

In recent years, the specialty food market has expanded to include products that target specific
niche markets, such as the elderly and the health-conscious consumer. The increasingly
multicultural nature of the United States also aids the specialty food market. Consumers are
being exposed to ethnic cuisine and different products. Ethnic foods now extend beyond
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traditional neighborhood niches. For example, Middle Eastern foods are expected to grow in
popularity in the same way as Asian and Mexican foods, flavors and sauces have in the past. In
general, food products that emphasize convenience, great taste, and diversity are shaping the
growth of the specialty foods market.

Because the food industry is historically fragmented, there are only moderate industry
concentration barriers to small and medium sized companies that wish to compete locally and
beyond. Even very small operations can expect to sell products to wholesale distributors, retail
outlets, restaurants, schools, and other institutions. However, there are still considerable barriers
to entry for the small producer in terms of capital necessary to provide a licensed and properly
equipped facility. Specialty foods are sold through various distribution channels. The following
table illustrates the importance of specialty food stores and supermarkets as retail outlets for
specialty foods.

Specialty Food Distribution Outlets

Type of Outlet Percentage

Specialty Food Stores 35
Supermarkets 25
Natural Food Stores 10
Gift Stores 10
Foodservice/Restaurants 5
Delis 2
Other 10
Total 100

Source: Specialty Food Magazine

Trends in the food business and, in particular, in the grocery industry, support the claim that
independent producers can readily find outlets. There is a demand for pre-cooked meals, for
variety, for novelty, and for snack foods. To understand specialty foods, one needs to study
restaurant trends. Studies have shown that restaurant trends are an accurate predictor of future
specialty food growth. Health issues are also important indicators. Consumers are looking for
healthy alternatives, including low-cal and low-fat products. Additionally, consumers want
specialty products that make old recipes more appealing as well as making meal preparation
faster, easier, and nutritious.

Consistent with an expanding market for high-end convenience foods, the taste for condiments,
sauces, salad dressings, and preserves is growing, too. Supplies of heirloom, rare, exotic, and
organic produce is insufficient to meet the demands several constituencies, including restaurants,
supermarkets, and producers of salsas, chutneys, and other condiments. A surge of interest in
herbal products, from health and beauty aids to foods to medicinals, is another trend, which
offers opportunities to independent businesses. In most cases specialty foods are outpacing food
products in term of growth potential. For example, the growth rate for specialty food condiments
is 26 percent while only 8 percent for general condiments. The following illustrates the top
fifteen categories of growth in specialty food production.
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Top Fifteen Specialty Foods in Sales Growth

Item Growth
Percentage

Soda, juices and functional beverages 39
Milk, eggs, yogurt and other dairy 37
Cheese 29
Condiments 26
Nuts, seeds, dried fruits and trail mixes 25
Cold and hot cereals 23
Shelf-stable and refrigerated sauces, salsas and 21
dips

Coffee and cocoa 20
Beans, grains and rice 18
Cookies and snack bars 17
Shelf-stable and frozen fruits and vegetables 16
Chips, pretzels and snacks 15
Oils 13
Seasonings 13
Conserves, jams and nut butters 11

Source: Specialty Food Magazine

A special word about ethnic foods. Ethnic foods is the grocery industry's most dramatic growth
story. No too long ago, one had to search long and hard to find authentic mole or real Thai
noodles. Not any more. Supermarkets and stores of all kinds now stock a variety of ethnic foods
to the consumer demand. In addition to cultural; aspects of ethnic foods, many consumer
perceive that ethnic foods are healthier than ordinary American fare. The Mediterranean and
Asian cuisine are example of foods touted for being healthy. The growth in demand of ethnic
foods has coincided with consumer’s obsession for healthy lifestyles. Ethnic foods are expected
to increase by about 50 percent by 2010 growing to over a $75 billion market annually.
Population projections support this growth trend given that by 2020 over 16 percent of the U.S.
population will be Hispanic. The Asian presence in the U.S. is also expected to double by 2010.

In summary, the U. S. market comprises an estimated 50 million “heavy buyers” of specialty
foods. These buyers can be found in all regions of the country, particularly in the largest
metropolitan areas. The National Association for the Specialty Food Trade has categorized these
consumers of specialty foods as affluent, educated and typically in the late fifty to early sixty age
bracket. Fifty-five percent of U.S. consumers buy their gourmet foods in supermarkets rather
than specialty food stores, although the heaviest buyers tend to frequent specialty food stores,
which offer a broader selection of goods. More specific information about the specialty foods
industry may be obtained from the following organizations:
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National Association for the Specialty Food Trade, Inc.
120 Wall Street, 27th Floor

New York, New York 1005-4001

(212) 482-6440

www.specialty-food.com

Specialty Food Distributors and Manufacturers Association
401 N. Michigan Avenue, Suite 2200

Chicago, Illinois 60610

(312) 644-6610

www.specialtyfoods.org

National Food Processors Association
1350 I Street, NW, Suite 300
Washington, D.C. 20005

(202) 639-5900

www.nfpa-food.org

International Food Information Council
1100 Connecticut Avenue, NW, Suite 430
Washington, D.C. 20036

(202) 296-6546

www.ific.org

U.S. Department of Agriculture (USDA)
14" Street and Independence Avenue, SW
Washington, D.C. 20250

(202) 720-2791

www.usda.gov

Natural/Organic Food Market

U.S farmland managed under organic farming systems expanded rapidly throughout the 1990s
and has sustained that momentum throughout the early 2000s, as farmers strive to meet
consumer demand in both local, national and international markets. The U.S. Department of
Agriculture (USDA) implemented national organic standards on organic production and
processing in October 2002. The new uniform standards helped to facilitate further growth in the
organic farming sector.

The definition of "organic" was adopted by the National Organic Standards Board in 1995.
Organic agriculture is defined as " an ecological production system that promotes and enhances
biodiversity, biological cycles and soil biological activity. It is based on minimal use of off-farm
inputs and on management practices that restore, maintain and enhance ecological harmony."
The new organic standards detail the methods, practices and substances that can be used in
producing and handling organic crops and livestock, as well as processed products. Organic is
also a labeling term that denotes products produced under the authority of the Organic Food

46 Boise State University / Idaho Business and Economic Development Center
August 2005



Clallam County Economic Development Council
Feasibility Study for Establishing a Shared-use Commercial Kitchen Incubator

Production Act. Organic should not be confused with natural. "Natural" and "organic" are not
interchangeable. Other labeling claims, such as free-range, hormone-free, and natural can still
appear on food labels, but only food labeled "organic" has been certified as meeting USDA
organic standards.

Beginning on October 21, 2002, organic food producers and handlers must be certified by a
USDA accredited certifying agent to sell, label, or represent their product as "100 percent
organic "or" made with organic ingredients." Small producers with less than $5,000 in annual
sales of organic products have the option to seek certification or not, but must follow all of the
organic food labeling requirements. The National Organic Program (NOP) was instituted to
eliminate the confusion in the industry over what products can be sold as organic. The intent of
the NOP is to replace individual state regulations and certify procedures that regulate the
industry. The new standards and rules on organic-food labeling should help consumers and
create a more efficient market for organic foodstuffs.

The U.S. market for organic products is valued at around $10 billion in 2003. It is one of the
most dynamic sectors of the food industry, with an annual growth rate of over 20 percent
between 1997 and 2002. The organic market is projected to reach over $30 billion by 2007
according to Datamonitor. According to a survey conducted by the Whole Foods Market in
2004, more than one-quarter of American consumers are eating more organic products than in
2003. Consumers are buying organic foods because most believe organic foods are better for the
environment, and better for their health. Organic food buyers also believe that using organic
products helps to support small and local farmers. The primary barrier to market acceptance is
price. Consumers still believe that organics are too expensive. However, prices are expected to
become more competitive as the industry continues to grow in terms of availability and variety.
USDA estimates that there are about 12,500 organic farmers nationwide, most of them small-
scale producers. Certified cropland doubled in the 1990s. Organically grown livestock, eggs,
and dairy grew even faster. Organic food production occurs in every state. The Rodale Institute
has set a goal of 100,000 certified organic producers by 2013. This would represent over 5
percent of the approx. 2 million farmers in the U.S. *

The vast majority of producers are small and operate on a regional scale selling their products in
locations as diverse as roadside stands, restaurants or large supermarkets. The top organic items
produced include tomatoes, lettuce, carrots, apples, grapes, broccoli, strawberries, squash,
mushrooms and peaches. Dairy products are among the fastest growing. While organic foods
account for less the 1-2 percent of food sales, this sector is growing faster than any other area of
the food industry. Organic products are now in nearly 20,000 natural food stores and 73 percent
of conventional grocery stores. Globally, the organic food and drink market reached over $23
billion in 2002. Increased demand in North America lead it to overtake Europe as the largest
market for organic food and drink.

Packaged groceries account for the largest share of organic food sales. Bulk foods and
perimeter/prepared foods, which include meat, deli, seafood, bakery, and foodservice, are the
next largest categories. The organic food industry has undergone significant change over the
past decade. Small, poorly organized producers no longer dominate the sector. As the industry
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has matured, firms have become larger and more organized and efficient. Given the newness of
the industry, consumers have not fully established brand preferences for the majority of natural
and organic products. This provides an opportunity for more new products. While the industry
could be considered in its infancy, many large retailers and distributors have begun to establish
their own private-label brands. Large, nationally known companies are or have entered the
market, often by purchasing small organic firms whose products complement their own products.
An example is General Mills’ purchase of the Cascadian Farm brand of organic cereals and
energy bars. Other companies are developing organic version of their existing lines. In 2003 for
example, Frito-Lay introduced its “natural line” while H.J. Heinz began marketing organic
ketchup. Large companies now own most of the organic food industry’s leading brands.

The key factor leading the growth of the organic/natural food industry is the increasing health
consciousness of consumers. Over the past decade, consumers have become far more aware of
the quality of what they buy and eat. Factors such as the ingredients that foods contain, the
processes that the foods undergo, the use of antibiotic drugs in animal feed or food irradiation
play an increasing role in buying decisions. Thirty-nine percent of the U.S. population regularly
uses organic products according to the Natural Marketing Institute (NMI). The organic food
market represents a good opportunity for local farmers and producers. The market is projected to
experience strong annual growth across numerous product sectors. For example, producers
introduced more than 4,200 new organic products in 2000. Teas were the most commonly
introduced item, followed by fruit-flavored drinks, spices, extracts, seasonings, sauces and
gravies. Fresh produce continues to be the top-selling organic category. In the near future
ready-to-eat, organic meals and ingredients are expected to attract consumer interest. Despite
being considered a maturing industry, opportunities exist in, but are limited to, the following
organic product categories:

» fresh/frozen/processed fruits and vegetables
* ice cream

* breakfast cereals

* healthy snacks

* herbal preparations/nutritional supplements
* health bars

* prepared salads

* prepared meals

* fresh herbs

* specialty/ethnic flours

* condiments/sauces

» alcoholic beverages

* deserts

More information on this industry can be obtained from the following:
U.S. Department of Agriculture

14™ Street and Independence Avenue, SW

Washington. D.C. 20250

(202) 720-2791
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www.usda.gov

International Foodservice Distributors Association
201 Park Washington Court

Falls Church, VA 22046-4521

(703) 532-9400

www.ifdaonline.org

Food Marketing Institute
655 15 Street, NW
Washington, D.C. 20005
(202) 452-8444

www.fmi.org

Organic Farming Research Foundation
P.O. Box 440

Santa Cruz, CA 95061

(830) 426-6606

www.oftrf.org

National Nutritional Foods Association
California Office

3931 MacArthur Blvd., Suite 101
Newport Beach, CA 92660

(949) 622-6272

www.nnfa.org

The Center for Food Safety

666 Pennsylvania Avenue, SE, Suite 302
Washington, D.C. 20003

(202) 547-9359
www.centerforfoodsafety.org

Organic Trade Association
74 Fairview Street

P.O. Box 547

Greenfield, MA 01302
(413) 774-7511

www.ota.com

The following associations can provide a wealth of information on specific products from
manufacturing, standards to marketing. Associations are great places to gather market research
information. All provide background and statistics about their industry.
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American Association of Cereal Chemists | http://www.scisoc.org
American Cheese Institute http://www.cheesesociety.org
American Dairy Association - I Love http://www.ilovecheese.com
Cheese
American Dairy Science Association http://www.adsa.uiuc.edu
American Institute of Baking http://www.aibonline.org
American Ostrich Association http://www.ostriches.org
American Meat Institute http://www.meatami.org
American Sheep Industry Association http://www.sheepusa.org
American Society of Bakery Engineers http://www.asbe.org
American Wholesale Marketers http://www.awmanet.org
Association
Association of Coupon Professionals http://www.couponpros.org
Association of Dressings & Sauces http://www.dressings-sauces.org
Beer Institute http://www.beerinst.org
Catfish Institute http://www.catfishinstitute.com
Food Distributors International http://www.fdi.org
Food Institute http://www.foodinstitute.com
Food Marketing Institute http://www.fmi.org
Frozen Food Association http://www.nffa.org
General Merchandise Distributors http://www.gmdc.org
Council
Grocery Manufacturers of America http://www.gmabrands.com
Institute of Food Science & Technology | http://www.easynet.co.uk/ifst/
Institute of Food Technologists http://www.ift.org
International Association of Culinary http://iacp.com
Professionals
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International Association of Food
Industry Suppliers

http://www.iafis.org/

International Association of Milk, Food
and Environmental Sanitarians

http://www.iamfes.org

International Bottled Water Association

http://www.bottledwater.org

International Dairy-Deli-Bakery
Association

http://www.iddba.org

International Dairy Foods Association

http://www.idfa.org

National Association of Chain Drug
Stores

http://www.nacds.org

National Association of Convenience
Stores

http://www.cstorecentral.com/index.html

National Association of Fruits, Flavors
and Syrups

http://www.naffs.org

National Association of State
Departments of Agriculture (NASDA)

http://www.nasda-hq.org

National Cattlemen's Beef Association

http://www.beef.org

National Confectioners Association

http://www.candyusa.org

National Fisheries Institute

http://www.nfi.org

Pet Food Institute

http://www.petfoodinstitute.org

National Food Processors Association

http://www.nfpa-food.org

National Frozen Food Association

http://www.nffa.org

National Institute for Animal Agriculture

http://www.animalagriculture.org

National Meat Association

http://www.hooked.net/users/nma/

National Pasta Association

http://www.ilovepasta.org

National Pork Producers Council

http://www.nppc.org

National Restaurant Association

http://www.restaurant.org

National Retail Federation

http://www.nrf.com
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National Turkey Federation

http://www.turkeyfed.org

National Soft Drink Association

http://www.nsda.org

Nonprescription Drug Manufacturers
Association

http://www.ndmainfo.org

Popcorn Institute

http://www.popcorn.org

Private Labels/Exclusive Brands
Interchange

http://www.pl-eb.com

Private Label Manufacturer's Association

http://www.plma.com

Produce Marketing Association

http://www.pma.com

Retailer's Bakery Association

http://www.rbanet.com

Salt Institute

http://www.saltinstitute.org

Seafood Business Magazine

http://www.seafoodbusiness.com

Snack Food Association

http://www.sfa.org

Specialty Coffee Association of America

http://scaa.org

Sugar Association

http://www.sugar.org

Uniform Code Council

http://www.uc-council.org

United Fresh Fruit and Vegetable
Association

http://www.uffva.org

USA Rice Federation

http://www.usarice.com

U.S. Poultry & Egg Association

http://www.poultryegg.org

Voluntary Interindustry Commerce
Standards (VICS) Association

http://www.vics.org

Wheat Foods Council

http://www.wheatfoods.org

Wine and Spirits Wholesalers of America

http://www.wswa.org

Wine Institute

http://www.wineinstitute.org

Sources:
(1) Specialty Food Magazine
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National Association for the Specialty Food Trade, Inc.
www.specialtyfood.com

(2) News Release
The U.S. Gourmet and Specialty Food Market
Market Research.com
www.packagedfacts.com

(3) News Release
The U.S. Gourmet and Specialty Food Market
Packaged Facts
www.packagedfacts.com

(4) Recent Growth Patterns in the U.S. Organic Food Market
Economic Research Service (ERS)
U.S. Department of Agriculture (USDA)
www.ers.usda.gov

Some Food Trends to Consider

What, when, and where Americans will eat in the future is as varied as the number of researchers
trying to predict America's future eating trends. What is certain is that America's eating habits
are always changing. According to a USDA report, grocery and retail food sales in 2003
exceeded food service sales for the first time in many years. Simply put, families are eating at
home more than they are at restaurants. All of the existing and future food trends are wrapped
around the concept of "eating healthy." This is contradicted by the fact that USDA data shows
that the amount of food being consumed per person has reached an all time high. Clearly,
Americans seem to want foods that a convenient, exotic, and organic. They seek a balance
between three things: health, comfort, and time management.

What are the trends a small-scale food producer should pay attention too in order to stay
competitive? Some of the important trends according to a report published in Food Technology
by the Institute for Food Technologies are as follows:

1. No-prep, Convenience foods. Convenience is the driving force behind most of our food
choices. It satisfies the need for time management. The food industry calls it meal solutions.
Consumers are willing to pay the price for the ease and speed of food preparation. Ready-to-eat,
heat-and-eat, and packaged foods with no utensils will continue to be important food product
attributes, along with great taste. Convenience is as important as nutrition or health.

2. Health and Wellness. The continued interest in all aspect of health is one of the major
reasons for growth in organic foods. Consumers continue to believe that organic foods are
healthier than conventional foods. This belief is strongly held despite the fact that no research
has shown that organic foods are healthier. Clearly, consumers want healthier, tastier, and
sophisticated foods, and they are willing to pay for them.

3. Eating American. Contrary to popular belief, America is still a nation of meat eaters. That
includes chicken, turkey, pork, lamb, and seafood as well as beef. Eating American is wrapped
around healthy foods. People are still interested in the fat, sugar, calories, and dietary fiber
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content of the food they eat. Thus, American are looking for foods and beverages that promise
"no, low, less than, reduced."

4. Eating Ethnic. The plain old American diet still tops the list of foods and cooking styles that
consumers say they "really" enjoy. But it's not surprising that Chinese, Italian, and
Mexican/Tex-Mex are closing in fast. Ethnic trends are quietly merging with our own traditional
and regional cuisines. The growth of specific ethnic restaurants are indicators of future specialty
food trends. It seems that Cajun is topping the up and coming list, followed by Spanish, French,
Japanese, Greek, Middle Eastern, California, Thai, German and Caribbean. American, Chinese,
Italian and Mexican still are the most popular.

5. Nutraceutical or helping foods. Foods that prevent or even treat a health condition are at an
all-time high and are expected to grow in popularity. These foods include vitamin-fortified
foods, soy products, and weight-loss foods. Low-fat and fat-free continue to be important food
trends. Americans are clearly choosing healthier food options. Heart-friendly olive oil and
canola oil captured almost one-fourth of the salad and cooking oil market in 2000 representing a
five-year growth of 20 percent.

6. Pure and Tasty. Organic food is exploding, with nutrition bars, snack foods, nondairy
beverages, and packaged foods posting the largest growth. Food-savvy consumers are
demanding that "everyday" foods should be a little more "gourmet." It's creating a wave of
mildly upscale casual culinary concepts that are destined to be more indulgent, flavorful, festive,
and fun.

7. One-dish meals. One-dish dining as become a popular food trend. The fast paced American
lifestyle created opportunities for portable food products such as snack bars, yogurt in a tube, and
grab-and-go soups to mention a few." Clearly, food trends tend to accommodate lifestyle trends
and changes. People want easy fixes -- food that's fast and fun.

8. New-age dairy. Milk is once again cool. New flavors, specialty milks (including organic),
and portable sizes have helped boost milk sales. Portability has also helped yogurt and cheese
sales.

9. Snacks & Mini Meals. Convenient, ready-to-eat snacks and mini/mobile meals are the most
popular food items. Virtually everyone snacks between meals -- especially teens, young adults,
and latchkey kids. More Americans were snacking on granola bars, trail mixes, and other similar
snacks.

10. Suppers at home. This trend accommodates people's need for comfort. Consumer are
seeking foods, products, and occasions that encourage family times, traditions, and quality time.
Home cooking fits right in. Half of all dinners are prepared by Mom -- mainly spaghetti, pizza,
steak, soup, baked chicken, frozen entries. Exotic varieties or more highly flavored versions of
favorite foods and ingredients -- especially cheeses, mustards, and ketchups -- are gaining
ground in food trends.

11. Fruits & veggies. Fruit in ready-to-eat cereals, veggie-flavored cheeses, salads in the deli
department are all part of the growing perception fruits and vegetables or high-fiber personifies
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health. Fruit has been in growth mode for some time now. Also miniature veggies and very
young versions of veggies or veggies with a different look are popular food trends. Imported
fruits or vegetables for the ethnic market is also growing. High quality seems to govern
consumer-buying habits.

12. Low Carbohydrates. The low-carb diets have added new products to the food industry. It
remains a hot trend. The trend has benefited both conventional and organic foods. Bakeries and

restaurants have also introduced low-carb products.
SOURCE: Food Technology, April 2003.

To these national trends, Curtis Beus, WSU Extension Director for Clallam County adds this

local trend:
Eating Local. In the "organic and natural" foods segment, a rapidly developing new trend is
the emphasis on eating food that originates from nearby, local farms. In the beginning of the
organic movement, most organic food available to consumers was from local farms.
However, as the organic food industry has literally "gone global" in many cases, many
consumers of organic products are now demanding food with a "local connection." They
quite literally want to know where their food comes from, who is producing it, how it is
produced, etc.

I also think you should add this to the segment on "New-age Dairy:" "One of fastest growing
segments of the specialty foods market today is artisan and farmstead cheeses. Whereas in
the past most Americans were satisfied with processed cheeses, or with factory-produced
cheddars or mozzerella cheeses, today many consumers are waking up to the world of
specialty cheeses with a huge variety of tastes, textures, and uses.

Summary
e In 2004, the sales of gourmet or specialty foods exceeded over $24 billion. The specialty
foods market is comprised of a large number of small firms, which tend to focus on a
specific region or cultural segment of the market.

e Similarly, the U.S. market for natural and organic products is valued at between $10
billion and $30 billion. It is one of the most dynamic sectors of the food industry, with an
annual growth rate of over 15 percent. While organic foods account for less the 1 percent
of food sales, this sector is growing faster than any other area of the food industry.

e The U.S. market for strictly organic products is valued at around $10 billion in 2003. It is
one of the most dynamic sectors of the food industry, with an annual growth rate of over
20 percent between 1997 and 2002. The organic market is projected to reach over $30
billion by 2007.

e Ethnic foods are expected to increase by about 50 percent by 2010 growing to over a $75
billion market annually. Population projections support this growth trend given that by
2020 over 16 percent of the U.S. population will be Hispanic. The Asian presence in the
U.S. is also expected to double by 2010.
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Market Demand

Primary Research

A key component of this study is the assessment of market demand, defined as a quantifiable
need or wish on the part of prospective tenants to use a shared-use, commercial kitchen facility.
Moving from a production side demand for space to the existence of a customer base that will
ensure profitability for entrepreneurs is a leap or faith, but several characteristics of the region
are predictive of success and increase the probability that there will be sufficient interest to
support a shared-use, commercial kitchen facility:

* Food industry trends which point to continued expansion of prepared and specialty
food markets;
* A tourism market where food plays a major component;
* Culinary and food service education programs at the high school and community
college that help to provide a feeder system for potential food entrepreneurs;
* An existing supportive environment for business start-ups, including institutions that
provides business training, technical assistance, and access to capital;
* The agricultural pattern of the region provides opportunity for more value-added agricultural
products,
* Farmers are developing relationships with local institutions, such as school districts, which
require that food be processed in a licensed facility. Therefore, having the facility opens up
this market to local producers; and,
* The region’s goal of wanting to build on local “economic engines” within their economy.

The following market demand assessment is a snapshot, valid as a feasibility tool, but subject to
change in its particulars. Tenant mix, product mix, and other details will vary as processors
relocate, survey respondents alter business plans, and prospective tenants take advantage of other
kitchen space. Many producers indicating a need for the proposed kitchen facility will no longer
be potential tenants when construction is completed. Industry research clearly shows, however,
that where significant community interest predates the opening of a kitchen facility, it is very
likely that a similar mix of tenants will exist to fill the facility at its completion, a year to two
years later.

Methodology

Market demand is gauged in two ways. The first was through a user survey, which (1) profiled
prospective users according to selected characteristics (e.g. type of product, stage of business
development) and (2) chronicled facility usage (e.g. equipment needed, hours of anticipated use).
A second assessment strategy employed data gathering tools other than written surveys.
Researchers interviewed prospective users, representatives of interested stakeholder
organizations, and other individuals and groups interested in the proposed kitchen.

In preparation for data collection, and throughout the process of both interviewing and
conducting surveys, researchers developed a comprehensive plan with special attention to
institutional and political support for the project. Researchers met with the project sponsors on
all facets of determining feasibility, as well as, aspects of finance, construction and operation. A
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press release and contacting local media outlets was another arm of the effort to publicize and
legitimize the kitchen facility.

Over a five-month period, from February 2004 through June 2005, researchers gathered
information about the potential of the proposed North Olympic Peninsula facility. Activities
over the course of the data gathering period included meetings of the kitchen incubator
committee, meetings with potential users, key stakeholders and representatives from non-profit
organizations, area service providers, elected city officials and staff members, and others who
have a vested interest in the project.

Over the same period, researchers met with potential users of the facility and gathered primary
information to augment the information gathered from non-users.

The user survey and results are presented first, followed by key community stakeholding
organizations information.

User Survey & Results

Survey Design

The NOP Food Enterprise Center Steering Committee worked with researchers throughout the
feasibility study process. The Shared-Use Commercial Kitchen Needs Survey design was based
on an instrument presented in the publication, Establishing a Shared-Use Commercial Kitchen,
authored and edited by Cameron Wold of the study team. Experience of communities using
written surveys to identify prospective kitchen users led to modifications. The instrument also
underwent additional modification by the project sponsor to better reflect local conditions.

The survey was the starting point for understanding the various users of the facility and the
products they wish to produce. This, in turn, informed the process of design, layout and
equipment needed for the facility. The survey is included in the appendix in its entirety.

Survey Data Gathering

The survey was distributed to prospective users through the stakeholders network, via an insert
in the local paper and at various public meetings. The stakeholders network included many
individuals and other groups including: food processors, retailers, caterers, food industry
training/education programs, restaurants, regulators, public and private sector service providers,
farmers, technical experts, funding sources, economic development organizations, chambers of
commerce, elected state and county officials, and academicians.

Survey Results

The questionnaire addressed the likelihood that respondents would use the proposed kitchen
facility, and asked which services and equipment they would require. Other components were
expected usage, product mix, and the need for “incubator” services (business classes, technical
assistance, and office equipment). Respondents were allowed to mark as many responses as
were applicable, so “All Respondents” will not total similarly on all questions. Also, as the
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survey respondents did not answer all questions, so the “All Respondents™ for each question will
not be constant.

Survey Responses

Sixty (60) surveys were collected from efforts related to the full survey (containing 14
questions).

Twenty-one (21) surveys were collected from an insert placed in the local paper. This survey
was a shortened version of the full survey and contained the most crucial questions #1, 2, 4,
6, and 14.

Eighty-one (81) surveys were collected from all data gathering efforts.

Excluded Surveys

Six (6) surveys were rejected due to no name, incomplete information, or for other reasons
related to the survey: 1 producer currently using a co-packer and desiring a co-packer; 1
existing caterer too distant from Sequim (40 hour/week); and 1 start-up specialty food
producer — too far away.

Five (5) surveys were rejected that reflected dairy and cheese products. A focus group was
conducted in which it was determined that none of the (or perhaps only one) respondents
would actually use the facility given the difficulties of maintaining cheese room sanitation,
Washington State Farmstead cheese exemption, and other reasons.

Four (4) surveys were rejected that reflected seafood and meat products. Due the limited
survey response for meat items and the additional expense of both developing segregated
kitchen space to process shelf-life meat products and the additional operating expense of
running a “meat products” kitchen, a separate “meat” space is not recommended and,
accordingly, the surveys were not counted. The following surveys were excluded: 18 hours
reflecting smoked or cured meat products (existing); 12 hours reflecting processed shellfish
(existing); 5 hours reflecting canned seafood (existing); and, a seasonal request to produce
canned tuna (10 hours per month for 3 months of the year).

Compiled Surveys

Sixty-five (66) surveys were compiled. The following tables detail the most important survey
findings.

Question 1. What food item(s) do you or would you be interested in preparing?

58

249 total responses were made to this question. 89 responses (37%) were made in the “Now
Preparing” column and 160 responses (63%) were made in the “Interested In Preparing”
column. Most surveys indicated a desire to prepare multiple food items. Most respondents
are currently preparing or are interested in preparing multiple food products.
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Sauces/salsas/condiments were the most popular response (36); followed closely by Jams and
jellies (29); lavender products (25); bakery items (23), value-added produce (24), and juices
or other beverages (20). Dry mixes (18) and herbal products (15) were also significant.

Other non-culinary items received 14 responses.
It should be noted that many of the currently producing lavender and non-culinary product
respondents indicated their desire to start producing culinary products like condiments and

bakery items.

Table la: Food Item(s) Being Prepared or Interested In

NOW INTERESTED IN ALL
FOOD ITEM PREPARING PREPARING RESPONDENTS
Bakery Items 9 14 23
Catering Meals 4 7 11
Sauces/Salsa & 11 25 36
Condiments
Value-added Produce (e.g 8 16 24
salad mixes, cut veggies, etc.)
Canned Foods 4 11 15
Jams, Jellies, Syrups 9 20 29
Juices or other beverages 6 14 20
Pasta 3 2 5
Dry Mixes 5 13 18
Herbal products 4 11 15
Lavender products 11 14 25
Other non-culinary 6 8 14
Other: shellfish 1 1
Smoked and cured meats 1 1
Canned seafood 1 1 2
Honey 1 2 3
cleaning lavender-based 1 1
products
Essential oils 1 1
Chocolate truffles 1 1
Frozen fruit 1 1
Dried fruit 1 1
Kettle popcorn 1 1
Sorbet 1 1
Total 89 160 249

Table 1b: Comments

Preparing catered meals for 10 — 200 people

Organic processor

Need IQF

Need flash freezer for fruits and berries; gourmet ice cream; cold freezer space for storage
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(Other non-culinary products) Such as — soap, lotion, etc.

I would be very interested in a non-culinary bottling facility for bath and body products, soaps, lotions, etc.

Very interested in non-culinary bottling line facility for body lotions, mists, creams, etc.

I would be interested if there was the capability to bring my lavender to the center for cleaning. This would involve
using specialized equipment that is very expensive for a small business operation to purchase.

Salves, soaps, lotions, etc. - Packaging and labeling equipment needed.

Honey/bees wax products

Frozen processing of fruits for on/off sale during off season (requests IQF)

I have several fruit trees and am considering ideas for value added products

I am attending for myself as well as others from Kitsap Co. I will be sharing info on this — mostly “jam” people at
this time — but some are interested in developing more value added products for CSA and farmers market sales and
farm stand sales.

I make misc. jellies. I have been approved by the health dept. and have a current food handlers card.

Question 2. What type of company do you have now or plan to have?

There were 83 responses to this question, so it is quite obvious that many respondents plan to
undertake dual activities. 27 respondents (33%) were interested in producing a specialty or
gourmet food product. 23 respondents (28%) classified themselves as value-added farm
producer. 10 percent or 8 respondents were interested in a catering company. Both baker and
street cart vending received 7 responses or (8%).

Table 2: Type of Company Planned

TYPE OF ESTABLISHMENT ‘ RESPONDENTS
Catering 8 (10%)
Specialty/Gourmet Food Producer 28 (33%)
Restaurant 3 (4%)
Value-added Farm Producer 24 (29%)
Church/School/Civic Group 3 (1%)
Cart/Street Vendor 7 (8%)
Baker 7 (8%)
Other: Private chef 1 (1%)

Apple producer 1 (1%)
Specialty meats 1 (1%)
Hand sewn lavender products 1 (1%)
Natural deli / espresso 1 (1%)
Total 85 (100%)

Is Your Business:

START-UP EXISITNG RESPONDENTS
29 (45%) 36 (55%) 65 (100%)
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Question 3. What facilities or service are you currently using to meet your food service
needs?

Of the respondents indicating that they were currently using a facility, 19 respondents (46%)
were using their home or farm kitchen to produce their food products. 1 respondent indicated
their home kitchen was inspected and licensed. The remaining respondents were using a
variety of facilities. 13 respondents were using rental kitchens (including restaurants). 2
respondents were using co-packers. This question clearly supports the need for a licensed
facility given that more than 50% of the respondents are using un-licensed and un-
inspected facilities. The question also demonstrates that people are trying to develop a food
business by using whatever facility is available to them (e.g. restaurants, church kitchens,
etc.)

Table 3: Type of Facility/Service Currently Used

TYPE OF FACILITY RESPONSE

None 1 (2%)
Home/Farm Kitchen 19 (46%)
Home — inspected & state 1 (2%)
licensed kitchen

Church Kitchen 3 (6%)

Rental Kitchen (inc. Restaurant) 13 (32%)
Co-packer / Commercial kitchen 2 (4%)

out of area

Kosher co-packer 1 (2%)

Wash and bag line 1 (2%)

Clallam training center 1 (2%)
Total 42 (100%)

Question 6. How many times and hours per week might you be interested in using this
facility?

Table 6: Estimated Weekly Hours of Projected Kitchen Facility Usage

This question is in many ways the most important question on the survey. From it stems the
number of hours of potential usage which is key to the operating budget. The number of users,
whether existing or start-up, and estimated potential usage is equally important in designing and
equipping the facility, which is key to the capital budget.

Boise State University / Idaho Business and Economic Development Center 61
August 2005



Clallam County Economic Development Council

Feasibility Study for Establishing a Shared-use Commercial Kitchen Incubator

Respondent’s raw estimation of potential weekly usage in hours, not adjusted for business

readiness or other factors - tabularized as follows:

Catering and FDA Food Products
(Excludes fish products regulated by FDA)
ESTIMATED HOURS Start-ups Existing Total
USAGE PER WEEK Respondents | Hours | Respondents Hours '?Ci"ty
ours
1-2 13 13 10 12 25
3-5 2 9 7 25 34
6-9 2 14 3 21 35
10-13 4 42 5 52 94
14-17 2 29 29
18-21 4 80 80
22-25 1 25 25
25-30 1 30 30
31-35 1 35 35
36-40 1 40 1 40 80
40+ 1 80 80
Total 25 172 33 375 547

Based on the study team’s conservative estimate of projected usage the kitchen facility could
be used up to 547 hours per week for catering and food products. Some start-up producers
projected 1 to 25 hours of usage per week with one start-up believing they would use the
facility 40 hours per week. Several existing businesses marked 10 or so hours per week with
one respondent as high as 80 hours per week (an established organic bakery in a rented
space). The established organic bakery could well be an anchor tenant, as well as, an
established Sauces/salsa/condiment maker who estimated use at 30 hour per week. Note:
above total contains 1 existing jam maker (4 hours per week) that needs a Kosher Certified

facility.
Lavender and Non-Culinary Products
ESTIMATED HOURS Start-ups Existing Total
USAGE PER WEEK Respondents | Hours | Respondents Hours FIle“ity
ours

1-2 3 3 3 4 7
3-5 1 3 3
6-9 2 16 16
10-13
14-17
18-21 1 18 18
22-25
25-30
31-35
36-40
40+

Total 4 21 6 23 44
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Considerably less respondents indicated that they would use a non-culinary shared-use
facility, with potential use estimated at 21 hours per week for start-up businesses and 23 hours
per week for existing businesses.

Question 7. Who are your customers, or what type of customers are you targeting?
There were 54 responses to this question. Targeting local residents and farmers markets was
the most popular customer base, followed by tourist and restaurants. Many of the

respondents were targeting a variety of customer types.

Table 7: Targeted Customers

TYPE OF CUSTOMER ‘ RESPONDENTS

Mail order 3
Distributors and brokers 4
Grocery stores 2
Friends & neighbors 3
Restaurants 3
Caterers 1
Farmers markets 6
Latte stand 1
Retail stores 4
Local people 11
Boutiques 1
Local companies 4
Professionals 1
Bed and Breakfasts 1
Tourists 4
Middle-aged women 2
Anyone 1
Florists 2
Fundraising groups 1
Total 54

Question 8. What type of a business are you looking to run?

17 respondents or 34% indicated that they wanted to operate a full-time business. 15
respondents or 30% wanted to operate a part-time business. If “supplement income”
responses were added to the part-time business figure, just over half of the respondents
would run a part-time operation. A few provided multiple answers, such a operating a part-
time business and to supplement existing income.
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Table 8: Type of Business Operation

TYPE OF BUSINESS RESPONDENTS

Part-time 16 (31%)
Full-time 17 (33%)
Supplemental Income 14 (27%)
Hobby/Gifts 3 (6%)
Nonprofit 1 (2%)
Other: farm 1 (2%)

Total 52 (100%)

Question 9. What is your annual sales goal?

Most survey takers did not respondent to this question. Only 27 respondents offered an
annual sales goal. While many indicated supplemental or part time income goals ($20,000 or
less) several indicated a projection of sales of over $25,000 annually, which signifies their
desire to take this business endeavor seriously. Many respondents wrote “unsure” in answer

to this question.

Table 9: Annual Sales Goal

SALES GOAL RESPONDENTS

0- 1,000 1

$1,001 — 5,000 2

$5,001 — 10,000 7

$10,001 — 20,000 3

$20,001 — 25,000

$25,001 — 30,000

$30,001 — 50,000

$50,001 — 75,000

$75,001 — 100,000 5

$101k— 250,000 3

$251k— 500,000 3

$ 1.5 million 1
27

Question 10. How do you plan to market your product?

There were 68 responses to this question with many respondents indicating a desire to use
multiple methods to market their products. The most popular methods were Internet, farmers

markets, word-of-mouth, and direct mail.
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Table 10: How to Market Product

MARKETING METHODS RESPONDENTS

Word-of-mouth 6
Retail 1
Wholesale

Internet

Advertising

Yellow pages

Farmers markets

Festivals

Fliers

Brochures

Direct to consumer

Direct mail

Grocery stores

Specialty stores

Locally

Nationally

Branding

Farm stand

Product reps / Distributors
Sequim lavender coop
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Question 11. Do you have a business plan available for review?

Only 6 of the 44 respondents (12%) had a business plan. Some of the respondents indicated
that they were working on developing a business plan. With 42 or 88% of the respondents
indicating their lack of a formal business plan, the need for business-planning courses for
users of the facility is clearly evident.

Table 11: Have a Business Plan

RESPONSE RESPONDENTS

Yes 6 (14%)
No 38 (86%)
Total 44 (100%)

Question 12. Would be interested in sharing services in addition to the kitchen facilities?

There were 84 responses to this question. This high response indicates a need to establish
business incubator services within the shared-use commercial kitchen concept. 17

respondents indicated a need for phone answering services; 10 respondents each for access to
fax machines, postage meters, and a high speed Internet connection. Secretarial and personal
computers were also noted as a way for respondents to better grow their business. Given the
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start-up and early growth nature of the respondents, business incubation methods would be
highly beneficial to these aspiring food entrepreneurs.

Table 12: Business Service Interested in Sharing

TYPE OF BUSINESS RESPONDENTS
SERVICES
Phone answering 17
Copy machine 8
Personal computer 7
Office space 6
Secretarial 8
Fax 10
Postage meter 10
High speed Internet 10
connection
Other: Shared marketing
and distribution services 4
Liability insurance 1
Shared buying 1
Other 2

Question 13. Would any of the following seminars or classes be of interest to you?

There were 145 responses to this question making this one of the most frequently responded to
questions on the survey. This indicates a high need for business training and/or technical
assistance. It also supports previous questions demonstrating the start-up and high growth nature
of most of many of the respondent’s businesses. The most frequently requested seminars or
classes:

Marketing assistance (34)

Meeting local, state, and federal health regulators (34)
Starting a business legally (24)

Preparing a business plan (21)

el S

Table 13: Seminars or Classes of Interest

TYPE OF CLASS/SEMINAR RESPONDENTS

Preparing a business plan 21
Marketing assistance 34
Microenterprise/self-employment opportunities 15
Meeting local, state, and federal health regs. 34
Nutritional considerations 13
Starting a business legally 24
Obtaining and using credit 9
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Stakeholder Interviews & Results
Identification of Community Stakeholders
Several area groups have a potential vested interest (“Stakeholders” network) in establishing a

food related incubator in the North Olympic Peninsula area. Below the stakeholders are

identified with contact information.

Key Community Stakeholders

First Phone
Last Name Name Business Street City State Zip (360)
Dungeness Gold,
Jensen Kelley Inc. P.O. Box 41 Sequim WA 98382 681-7939
Director, WSU
Extension, 201 West Port 379-5610
Baril Katherine Jefferson County Patison Hadlock WA 98339 ext 202
Director,
WSU Extension, 223 East 4th Port 98362-
Beus Curtis Clallam County St., Suite 15 Angeles, WA 3015  417-2280
Sequim Open 122 Sanford
Daniels Dennis Aire Market Lane Sequim WA 98382 582-0508
Clallam Port
Haguewood Jim netWorks EDC 102 E 1st St. Angeles WA 98362 457-7793
225 W Patison  Port
Ingersoll Tony USDA - RC&D St Hadlock WA 98339 379-6740
Area Mgr,
Northwest Svcs 228 W. 1st St., Port
Jameson Leontine  Council Ste N Angeles WA 98362 457-2108
Nash's Organic 1865 E (360)
Kozun Kia Produce Anderson Rd. Sequim WA 98382 681-7458
Co-Chair,
Agriculture Port
Murray Anne Cluster 306 Lopez Ave  Angeles WA 98362 452-5425
Sequim
Lavender
Growers
Olson Susan Association 1141 Cays Rd. Sequim WA 98382 681-6055
Shorebank Port
Pranger Denise Enterprise Pacific P.O.Box 1067 Townsend WA 98368 379-9421
Bella Italia Port
Conklin Neil Restaurant 127 E. First St.  Angeles WA 98362 457-6110
Kitsap Food and PO Box 971 (253)
Robertson Caryn Farm Alliance Olalla, Wa 98359 857-7267
Food & Farm
Coordinator,
WSU Extension 201 W Patison  Port
Singh Harvindar Jefferson County St Hadlock WA 98339 379-5610
Diversifed 232 Eberle
Williams Jim Resource Center Lane Sequim WA 98382 681-4471
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Stakeholder support

The North Olympic Peninsula area stakeholding organizations noted above were contacted either
through an email survey or by telephone interview. All were supportive of the proposed food
project, which is an important first step in building community support in terms of securing the
federal, state and private grant funding necessary to further the project.

In addition to their name and organization, the following questions were asked of the key
community stakeholders that comprise the Clallam County Food Enterprise Center Steering
Committee:

1) How does your organization relate to area food entrepreneurs?

2) Do you foresee that you or your organization could provide any assistance (technical
assistance, business assistance, guidance on appropriate capital for business loans or
grants, ability to promote facility or services, etc.) to the food center if developed?
How?

3) Providing that the feasibility study is positive, do you see any reason that the
development of such a facility should not be pursued?

4) Any other comments?

All members of committee were every positive and supportive of the project. All were willing to
provide services, support and referrals should the project go forward.

Conclusion

The North Olympic Peninsula area stakeholding organizations were contacted and all were
supportive of the proposed food project, which is an important first step in building community
support in terms of securing the federal, state and private grant funding necessary to further the
project. The determination of a unified and supportive community voice concerning the project is
important. While stakeholding organizations do not typically provide financial support, funding
can be effectively blocked if unified community support for the project is missing.

Stakeholder support is also important in that these community organizations can provide referrals
to the project among the area food entrepreneurs they serve and with whom they have contact, as
well as, technical assistance and expertise in their particular field or area.
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Market Supply

Existing Kitchen Facilities

Interviews and comments at public meetings revealed that there is a scarcity of locally licensed,
FDA compliant space for small specialty producers or caterers, as well as a scarcity of USDA
certified kitchen space for processing meats and dairy products. This fact was reinforced by
written surveys. Most try to rent a church or restaurant kitchen locally or use (uncertified, illegal)
home kitchens. From the research it is clear that the supply of existing kitchen space does not
meet the needs or production requirements of potential food producers in and around the North
Olympic Peninsula.

Home/Farm kitchens: Many survey respondents stated they were using home kitchens
(illegally), or using their Farm kitchen. While some limited production is allowed in Washington
under Farmstead production rules, serious producers of specialty food products find the
production and distribution rules too limiting.

Restaurant and cafe kitchens: Survey information shows that some survey respondents are
using restaurants/cafes and other rental kitchens. Some restaurants will rent their kitchen facility
to others wishing to manufacture a packaged food product or engage in local catering, even
though their kitchen is being underutilized. Most restaurants/cafes are typically unavailable
because of concerns about scheduling, security, and liability. In various interviews, the
researchers found that no restaurant kitchens are currently being used to produce specialty foods.
One big problem is that restaurant kitchens are designed to accommodate meal preparation and
not food manufacturer. Typically restaurant kitchens do not line up properly for food
manufacturers in the areas of design, available equipment and storage requirements.

Church kitchens: In general, most church kitchens are regulated as an “on-premise” facility.
Some churches rent kitchens to groups for non-commercial purposes (fundraiser breakfasts or
dinners) but most simply cook meals for church events. Typically one can rent space to produce
food legally in a church kitchen only if the food is consumed within the church. Weddings,
private parties, church nursery schools, etc. are examples of activities that exist within a church.
Like restaurant kitchens, church kitchens do not work for most food manufacturers in the areas
of design, available equipment and storage requirements.

School kitchens: The study area includes various schools with kitchen facilities. Schools use
their kitchens for lunch programs. Schools typically do not rent their kitchens to outside users
because of liability issues.

Other kitchen space: Nursing homes, day care centers, and hotels are possible sources of rental
kitchen space. The problems, beyond scheduling mutually acceptable hours, fall into familiar
categories: security, safety and liability. Prepared food in these facilities could be used only on-
site. The kitchen at the Services For Aging facility is reported as having an inspected rental
kitchen. However, this facility is not used frequently by area food entrepreneurs because it is not
flexible and cost prohibitive. The kitchen rents for a day rate that is the same for 2 hours as it is
for 8 hours.
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Co-packer/custom packers: Co-packers are another avenue for small food entrepreneurs to
explore how to get a product to market. The reality is that the same kinds of difficulties present
themselves (safety and security) as is the case for other existing kitchen facilities. In addition,
the food producer loses contact with the production process, a quality control issue. Custom
packers require minimum runs that are often too large for a small firm. They are usually too
expensive for a start-up business, and the for-profit nature of the relationship is inimical to
providing technical assistance. Researchers could not find a “true” co-packer operation within
the region. A couple of food producers, however, reported using a co-packer to produce their
food product. In each instance, the food producers use a co-packer outside of the community.
This offers an opportunity for developing a small-scale, co-packing operation within the shared-
use commercial kitchen concept.

Storage space: Researchers looked for refrigerated and dry storage facilities. Generally, storage
facilities offer a controlled environment to store products by the pallet for easy storage and
shipping. Other than for meat products at a custom meat operation, refrigerated storage does not
exist in the region. Similarly, dry storage with a controlled environment for food products does
not exist. Even if dry storage did exist in abundance it would not prove useful to most producers
who need to store raw ingredients at the production facility and would prefer to house and ship
finished product from the same venue.

Summary

Research into market supply indicates that appropriate rental kitchen space is not available for
potential food producers due to licensing, design, stora