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I ntroduction

Chances are that you have eaten aFrozsun strawberry without
even redlizing it. Strawberries from Frozsun and its sister
company, Sunrise, are virtually everywhere strawberries are
consumed in America. Whether in Smuckerzs jams, Knott:s
Berry Farm products, or McDonald-s new Fruit >n Y ogurt
Parfait, Frozsun:s strawberries make up amajor portion of the
1.2 pounds of frozen strawberries consumed annualy per
capitain America.

Frozsun has experienced dramatic growth in the size and
scope of its operation since its incorporation in 1987. The
company is now easily described as the industry leader in
processed frozen strawberry products. Its sister corporation,
Sunrise, is a mgjor player in the fresh strawberry market.
Utilizing sound business strategies, embracing innovation,
and encountering and hedging risk has resulted in dramatic
annual growth for these companies.

This case will identify some of the key decisions and
principles apparent in the growth of Frozsun-s value added
strawberry processing business. As in past cases in this
series, five areas of agricultura entrepreneurship will be
addressed: idea generation, financing, regulation, market
development, and growth management. Special attention will
be paid in this casein the areaof regulation, for the phase out
of the pesticide methyl bromide has caused the entire
strawberry industry C from growers to processors C to
scramblefor alternativesto comply with regulatory changes.

Frozsun=s History

Kirk Produce

Frozsun:s roots as a company go deep into Californias fruit
and vegetable industry. The company:s sister corporation,
Sunrise, was started in the late 1970s under the name of Kirk
Produce. David Kirk and Doug Circle began Kirk Produce.
Both men were from families with deep rootsin Californias
produce. One family had a long history in the fresh
strawberry business; the other family had worked extensively
for produce giants like Mashburn Farms and Grimmway
Farms C the company who first marketed the Ababy carrot(
to American consumers.

Kirk Produce essentially began asaproduce broker. Kirk and
Circle would spend their days selling and contracting to buy
produce. Both partners had a Class 1 driver:s license and
would usetheir two trucksto make deliveriesin the evenings.
Thebusiness, initialy consisting of thetwo partnersand their
two trucks, was based from a small cooler in Anaheim.
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Frozsun Foods Incorporated

Kirk and Circleworked hard to maketheir produce brokering
business successful. The company continued to bear Kirk:s
name, but Circle bought into the business as an owner in the
early 1980s.

Established in 1987 with corporate headquarters
in Placentia, CA

Processing and production extends through Los
Angeles area and 200 miles north to SantaMaria

Employs 40-150 employees in-season

Maintains network of frozen food warehouses
throughout the U.S.

Supplies the frozen strawberries and
blueberries used in McDonald' s “Fruit ‘n
Y ogurt Parfait”

The company-s operations were especialy growing in the
strawberry sector. The climate in the areas around Anaheim
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Industry Focus. California Strawberries

Californiaisthe U.S. leader in strawberry production, producing 83% of the country:s fresh strawberries and 89% of the processed
strawberries. Despite continued urbanization and development pressure in Southern California, where the climate is most ideal for
strawberry production, Californias strawberry acreage has continued to increase annually. Nationally, strawberry sales compose 6.5%
of all produce sales in-season and 3.5% of sales out of strawberry season.

Strawberry consumption continues to increase annually with 94% of U.S. households consuming strawberriesin 2000. U.S. fresh
strawberry consumption jumped one-half pound to 4.5 pounds per capitain 1999. Strawberries are an American favorite; it is
estimated that over 23 baskets of strawberries are sold each second in America

Source: USDA, California Strawberry Commission

isideal for strawberry production and there were plenty of
strawberries to be brokered in the area. It is said that
wherever there is empty space in the area there are
strawberries; indeed, it is still common today to see a
strawberry field tucked among the sprawling urban areas.

Therearetwo primary market channelsfor strawberries: fresh
and frozen. Kirk Produce could ship berries intended for
fresh consumption directly to retail or wholesaleoutlets. But
berries for frozen products--berries left on the vine longer
than fresh market berries-had to be brokered to berry
processors.

Circleand Kirk cameto realize they were entirely dependent
on the processors to purchase al the berries they handled for
processing. The partnersalso realized that they maintained a
vulnerable position as middlemen in the strawberry supply
chain. If aprocessor decided not to buy itsberries from Kirk
Produce, the company would beleft holding berriesintended
for processing without aprocessor to sell themto. It wasthis
realization that drove the company toward the processing
businessin the late 1980s.

AWed like to say that we did a market analysis on al (the
frozen strawberry demand),i says Tim Graven, Frozsun-s
current chief operating officer who joined the company
shortly after Circle and Kirk incorporated Frozsun as a new
entity in 1987.

Truth is, Graven notes, the company:s foray into strawberry
processing came with simply recognizing the demand for
more frozen strawberry products. The ownership also wanted
to minimize the possible risk they incurred of a strawberry
processor cutting them off in the supply chain. Soin 1987,
Kirk and Circle incorporated Frozsun as an entity separate
from Kirk Produce to process and freeze strawberries.

Financing

Sartup Capital

The development of Frozsun continued as Kirk and Circle
sought financing for their new company. Kirk Producewould
continueits brokering operations asthe new company began.
Although Kirk was awell-established company by 1987, the
company did not necessarily have access to the capital
required to start even asmall strawberry processing line.

The new company was required to seek different alternatives
for capital. Kirk and Circlewereableto combineavariety of
different options to obtain financing including a city
redevel opment project grant and an equipment lease:

< City Redevelopment Project

There were two things necessary for the new company-s
startup: a cooler and a processing line. The financing needs
for the cooler building and facility were met through a city
redevelopment project which allowed Kirk and Circle to
purchase an upscale cooler in Placentia, CA. This Placentia
siteisthe current corporate headquartersfor Sunrise/Frozsun.

% Lease

Thefinancing needsfor asmall processing linein 1987 were
more than $500,000. While this may seem like a lot of
money, it would not even approach the size and caliber of
processing lines that the larger strawberry processors were
using.

Frozsun was able to obtain funds for this processing line
through a leasing company. Still, the leasing company
thought the deal was risky. The leasing company required a
tightly sealed loan agreement including claims on the
equipment, personal guarantees, and required the buildingin
Placentia as collateral to protect their interests as financiers.

Like other entrepreneurs, Circle and Kirk were forced to
accept adifferent or more unfavorabl e financing arrangement
in order to obtain startup capital. Starting small would
require the company to create business, but with alower-cost




PrimuslL abs.com and Food Safety Concerns

The California Strawberry Commission has won praise from the
USDA and California Department of Health for its Quality
Assurance Program (QAP) which has been in place over the past
severa years. Frozsun, like other successful entrepreneurs, had
quality assurance standards in place even before the industry
adopted these standards. The strategy Frozsun has used to
regulate these standards is a third-party auditor.

PrimusLabs.com is the third-party auditor that Frozsun requires
all of its growersto use to audit their labor and production.
Since some growers might be uncomfortable with an inspection
from the company or companies their product is sold to,

PrimusL abs.com inspects growers for proper food safety and
labor compliance. Frozsun will reject any production that fails a
PrimusL abs.com audit; the food safety risk istoo great.

Frozsun is also working with growers to implement strawberry
picking systems that maximize the safety of the strawberry
products. These include tools for effectively removing the cap
(stem) on strawberries bound for frozen processing. In the past,
this cap was removed with the fingernail of the picker. Now, all
strawberries must be picked using gloves. Frozsun is advocating
that pickers mount a simple V-shaped tool developed by one of
Cdlifornias strawberry farmers to the picking carts to remove the
stems.

production system that offered the same high quality required
from larger producers.

Frozsun would eventually be able to piggyback off its fresh
cooler to build asmall processing line.

+«+ Joint Ventures and Alliances

Another way Frozsun was able to initialy meet its early
financing needs was through a series of alliance deals with
other companies. By itself, Frozsun was not ableto generate
a very adequate margin for its products, with other
companies, it could. Two strengths Frozsun brought to
aliances were the ability to obtain the strawberries through
Kirk Produces operations and the sales ability to sell the
produce and freezer products.

AWe were able to leverage off (our sales ability) in order for
us to eventually pick up market share,i says Graven. AWe
knew we had to take our lumpsin the beginning, but wewere
eventually able to turn things around.f

In time, Frozsun would acquire the companies it had first
partnered with to enter the market for processed berries. The
company would eventually emerge as the industry leader in
frozen strawberry processing.

Mar ket Development

Turning Things Around

Circleand Kirk brought many relationshipswith growersinto
their entry in the processed strawberry market. Kirk Produce
had started out as a spot-buying operation, but Frozsun began
to contract with strawberry growers. A producer would agree
to sell acreage through Frozsun and the company would agree
to market all of a producer-s berries.

In order to attract growers, Frozsun offered financing for their
strawberry crop. When the berries were delivered, the
operating loan would be deducted from the producer-s check.
By assuming the risk for the loan on the basis of the
strawberry crop, Frozsun was able to offer operating funds
that most banks would consider a high risk. The company-s
commitment and risk also increased. However, this strategy
allowed Frozsun to increase their berry supply. By working
more closely and helping berry producers assume risk —
while assuming more risk itself C the company was able to
guarantee and control its berry supply.

Today, strawberry growerswho contract with Frozsun are still
offered the option for operating loans through an entity called
Farm Capital, Inc. Farm Capital makes loans of $1,000-
$5,000 per acre to strawberry growers who contract with
Sunrise/Frozsun. This loan strategy, originally designed to
help Frozsun be competitive in the berry purchasing market,
continues to pay off for the company.

Narrowing the Focus

Another factor that helped turn Frozsun from a fledgling
startup to a mgjor strawberry processing player was that its
focus was almost exclusively on strawberries. Other frozen
food processors were involved in many other kinds of foods;
Frozsun saw strawberries asaniche that they could specidize
in and dominate.

Frozsun viewed the frozen strawberry market astheir nicheto
capture. While the frozen strawberry market is not a huge
niche in the frozen food market, Frozsun-s development
strategy was simply to capture that entire niche for itself.
Strong relationships with strawberry growers and tight
business management provided Frozsun with a way to
capitalize on industry consolidation. They now remain the
leader among the few companies that are still in the frozen
strawberry business.




Knowing the Numbers

One of thevery obvious, simple strategies used by Frozsun as
the business grew wasto acquire al the information possible
about their business. The company-s logic was basic: to
increase their dominancein the market, Frozsun had to know
its operations inside and out. Detailed attention to the
numbers was essential.

Current chief operating officer Graven and owner Circle both
knew the numbers of the business intimately from the
beginning. Today, with the advances in information
technology, those numbers are easier to generate and collect.
But Graven says that holding all the information and paying
detailed attention to it from the beginning have given Frozsun
an advantage over competition who do not pay detailed
attention to the numbers as does Frozsun.

But like any sector of agriculture, the processing strawberry
businessis not just numbers.

ATheress alittle bit of luck to thistoo,§ notes Graven of the
biological beginnings of afrozen strawberry.

Whether it rains or hailsin strawberry fields contracted often
determines how successful yourll be.

AHow you cut through that risk, how you mitigate that risk
over a period of time, is the key in our business,i says
Graven.

And risk is best mitigated with as much information as
possible--which isat |east one reason why Frozsun hasaways
emphasized knowing the numbers. Using sound and
aggressive management to mitigate the risk associated with
the biological uncertainties of strawberry production has
characterized Frozsun-s operations from the beginning.

Managing Growth

Increasing the Volume

Frozsun ensured the volume of strawberries it was handling
by contracting with producers. A key in the growth of this
company has been having the product volume necessary to
land such large accounts as McDonalds, who is now one of
Frozsun-s biggest customers. In arelatively small industry,
such asthe frozen strawberry industry, there are few players.
When you do havethe ability to sell 10 or 15 million pounds,
word gets out that you are a player in the industry and the
bigger companies are ready to deal with you.

Frozsun did not find that getting the word out wastoo big of a
barrier. It maintained a presence, as it still does, within
industry associations such as the Western Frozen Foods
Association, the California Strawberry Commission, and the

Processing Strawberry Board. As the business has grown,
peopl e have seen the Frozsun name and recogni zed they have

Methyl Bromide

Methyl bromide is amajor pesticide that has been used for over
50 years to control insects, nematodes, pathogens, and weeds.
The most mgjor use of methyl bromide in the strawberry industry
isfor soil fumigation before planting. Methyl bromide was
classified as an ozone depleting substance under the Montreal
Protocol of 1992, with a 50% phaseout required in by 2001 and
a 100% phaseout by 2005.

California uses nearly 50% of the methyl bromide used in the
U.S. According to the USDA Economic Research Service, more
methyl bromide is used on strawberries than any other single
California crop. In February of 2000, the USDA reported that
the University of Floridass National Center for Food and
Agricultural Policy estimated an annual loss of more than $100
million to the strawberry industry if additional alternativesto
methyl bromide are not implemented. Because of the
overwhelming use of methyl bromide in the strawberry industry,
the National Center for Food and Agricultural Policy estimates
that the highest returns per pound of methyl bromide use occur in
strawberries.

Source: USDA/ERS]

the ability to sell. This has made it easy for Frozsun to deal
with larger accounts when they approach them with product.
Frozsun has never had a problem locating the people to deal
with in the big companies, but has always had to approach
them. In fact, only one large account has ever caled up
Frozsun to place an order without Frozsun first contacting
them!

In the late 1990s, Doug Circle became the sole owner of
Frozsun/Sunrise when he purchased theremaining interestin
both Frozsun and Sunrise from David Kirk. Frozsun sales
continue to increase annually at an impressive rate, aided by
strong management and industry consolidation. The
companies are currently positioned to take full advantage of
changes in the strawberry industry and have taken a major
leadership role in addressing the most significant change to
hit the strawberry industry in some time: the elimination of
the use of methyl bromide.




Regulations

Thedimination of methyl bromide hasresulted in ascramble
across the strawberry industry to identify a reasonable
solution set to replace the widely-used fumigant (see below).
While Frozsun has faced a variety of regulatory issuesin the
course of its business, methyl bromide issues are definitely
the farthest reaching.

Although Frozsun does not actually produce the strawberries
it uses, it has a specific interest in finding effective
aternatives for methyl bromide use in strawberries. The
rel ationship between Frozsun and Sunrise makesthisinterest
even more vested. The companies are basically involved in
the berries from before they are planted to when they are
frozen and distributed.

The reduction in the methyl bromide allotment and the
increasing cost to the producer for methyl bromide has caused
strawberry leaders to continue to aggressively seek
alternatives during the 2001 season. According to Frozsun,
the company is seeking to take astrong role on the front lines
of leadership concerning the methyl bromide situation.
During the preparation of this case study, the company was
already engaged in acouple of activitieswhich seek toinsure
an effective alternative for methyl bromide is found and
implemented by producers:

« Working with the country=s top research experts in the
area and keeping closely updated on devel opments

+« Holding test plots for methyl bromide aternatives and

field days on Frozsun contracted land

According to Frozsun/Sunrise, it wants to be the leader in
efforts to find aviable aternative for methyl bromide usein
strawberries. The company-s aggressive stance on thisunique
and current regulatory issue appears to arise from both its
concern for the industry and efforts to guarantee the
Cdliforniastrawberriesit needsto put initsfrozen strawberry
products.

Conclusion: Managing Growth

From its initiad Placentia, CA, location, Frozsun has
developed into a company with an international reach. It
owns frozen warehouse space across the United States, and
maintains processing plants and other facilities at various
locations around Cadlifornia including its Placentia
headquarters, the Irvine Ranch area, Oxnard Plain, and Santa
MariaB200 miles from Placentia. Frozsun employs 40-150
people at any time during the year. Sunrise Growers
continues to be amajor source for its strawberries.

Industry insiders say that the company started by David Kirk
and Doug Circlein 1987 is positioned to take full advantage
of theincreasein demand for frozen strawberry products and
the consolidation in the industry. Apart from the methyl
bromideissue, Frozsun identifiesfinding and securing ground
control as the key issue in managing the company:s growth.
Even a five-degree difference, such as occurs between two
southern California counties, can be critical to strawberry
production.

Urban sprawl continues to transition much of the remaining
land out of agriculture. For example, one of the Anaheim
areas last major strawberry farms was recently purchased by
Disney Land for around $1 million an acre. While Frozsun
does own some land that it leases for strawberry production,
the company cannot justify paying such pricesto ensure land
in southern California is used for strawberry production.
Finding or contracting ground in areas of ideal cliimate for
strawberries continues to be a critical issue for Sunrise and
Frozsun.

Also critical to Frozsun is the continued development of its
infrastructure, particularly itsinformation technology systems.
Frozsun has led the way in some innovations used in the
strawberry industry to track information, including the way
individual strawberry pickers are tracked. Graven says
information continues to be the key to making decisions that
will continue to position the company as an industry leader.

Knowing Who You Are

Finally, Graven notesthat the company hasto know whoitis
and how it fits into the food industry. As the industry
changes, Frozsun will continue to hone its product line and
focus. It-s important to remember that the company started
out asabroker of many fruits and vegetablesin the 1970sand
has changed so that 98% of its business comes from just one
commodity: strawberries.

Alt=s defining what you are and what your real purposein life
isl think iskey for us,@ says Graven.
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