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Cleaning up dairy

Growing number of firms out to smash dirty dairying tag pegged on them by critics

Brierley Penn and
Fran O’Sullivan

ew Zealand’s oldest dairy

company is proving that

sustainability initiatives are

not only good for the en-
vironment but can also make good
business sense.

Tatua — which has just celebrated
its 100th birthday — is doing deals with
other players like dairy giant Fonterra
to improve its environmental perform-
ance. “We're trying all the time to make
our business more and more sustain-
able,” says Tatua chief executive Paul
McGilvary. “Wereally want to leave the
environment here better than we
found it”

More of that soon. Tatua is just one
of a growing number of New Zealand
dairy companies which are out to lift
their environmental performance and
smash the “dirty dairying” image that
critics throw at NZ's biggest export
performer.

This push is not just confined to the
New Zealand players like Fonterra
which is taking a tough approach to
farmer shareholders who do not com-
ply with the co-operative’s push for
them to be vigilant about effluent
discharges into local waterways.

For instance, Chinese dairy com-
pany Yashili, which has invested in
building a $220 million plant state-of-
the-art infant formula plant in Pokeno,
is looking to reduce energy usage
through solar technology. Yashili
expects to produce around 52,000
tonnes of infant formula products
annually to supply the rapidly growing
and increasingly demanding Chinese
market and brand itself as a ‘green’
producer.

KPMG's 2014 Agribusiness Agenda
makes the point that the agriculture
industry does not operate in a vacuum
from the rest of society. KPMG reports
that agricultural industry leaders are
frustrated by the views held by the
majority of the population as they fail
to recognise much of the good work
being done by businesses across the
primary sector.

“The urban population generally do
not see thelink between a farmer’sland
assets and their livelihood; or acknow-
ledge that for a farmer to stay in busi-
ness in the long run, their assets must
be managed in a sustainable manner,”
says KPMG.

The focus is also at the industry
level. Tatua’s 100-year record proves
it is ahead of the curve. So what's it
up to on the sustainability front?

How Tatua treats milk permeate
(lactose) is a good example of the sust-
ainability measures the dairy industry
is progressing.

Though permeate was formerly
irrigated out onto the fields as a waste
product, Tatua has now entered into

TIGER BALM: Synlait CEO Dr John Penno (above) reckons
New Zealand agricultural exporters must meet the
expectations that growing numbers of Asian “Tiger Moms”

have for high quality, safe food.

Says Penno, “If Tiger Mom encounters a product claiming
to originate from New Zealand, she will search multiple
websites, looking at not just the New Zealand company’s
website, but multiple retail sites to see who in New Zealand

isselling the product.

“Tiger Momiisn't just looking for products and services
that are from New Zealand, she's looking for premium
products thatare made and sold in New Zealand then
adapted for and sold in markets such as China.”

Business
Summut

awake-up call

The emergence of the Tiger Mom consumer underpins
why New Zealand agribusinesses are increasingly moving
up the value chain, with high quality foods differentiated

for the rapidly growing Asian middle classes.

product mix.

Inthe Herald's Agribusiness 2014, we talk to a number
of NZfood companies on how they are diversifying their

@ F5:Pengxin wants to grow upmarket beef for China.

@ F8:Coriolis’ Tim Morris on the challenge to move up

the value chain.

Asian market.

@® F20and F22: Goodman Fielder’s Peter Reidie and
Tatua’s Paul McGilvary spell out how they are meeting the

Tatua’s Paul
McGilvary:
finding cost-
effective
sustainability
measures.

a deal with Fonterra in which its per-
meate is sold for use in standardising
Fonterra’s milk products.

McGilvary says the deal is a “win-
win” for both companies. Fonterra is
able to ensure their final product can
carry the “product of New Zealand”
label, which has important global mar-
ket value, rather than having to source
their lactose from offshore.

“From our perspective, it stops us
irrigating on the land, so it becomes a
value-add, and we get paid for it.

“It's an example of something we've
done environmentally, and by doing
that deal weve actually really
improved the quality of what were

putting out on to the fields.”

Wastewater treatment is another
area in which Tatua is investing in
environmentally sustainable initi-
atives to reduce their impact on New
Zealand soils and waterways.

“Our goal is to try to go to a zero
net water take,” McGilvary says. “So we
can operate here, and do all the things
we do, and return the same amount
of water as we took and have it cleaner
than when we took it”

Due to the higher value, but lower
quantity nature of Tatua’s products,
their machinery is switched on and off
more regularly than those of larger
scale milk powder operations. This
requires more cleaning, and accord-
ingly, more water use. The company
currently separates this water into
what McGilvary calls “high-strength
waste” and “low-strength waste”, the
latter of which comprises around 20
per cent of total water usage. This 20
per cent is almost of sufficient quality
to return to the ground, with minor
cleaning.

Tatua is currently looking at
initiating measures to clean that water,
which McGilvary hopes will be in place
by next year.

“The other 80 per cent needs a bit
more attention,” McGilvary says. “But
we'e looking at processes where we
can actually clean that water up and
maybe even generate gas off the solids
that are in the water to run our boilers.

“We'll clean [the gas] up and that
water should probably be cleaner than
when we took it from the ground.”

Gas cost savings generated by this
initiative will mean it almost pays for
itself, proving once again that sustain-
ability doesnt have to be a costly
measure.

® F4:KPMG'sIan Proudfooton
“Facing thereality of Farmingina
Fishbowl!”.

@ F20:Tatua’s Paul McGilvary talks
toBrierley Penn about the four
strategies NZ's oldest dairy company
expects will secure another century of
prosperity.

Cash injection

ANZ's Graham Turley and ASB's Mark
Heer talk about the need for
investment in agribusiness.

—F6 and F11

Growing business

Joanna Perry and Justine Gilliland
explain the case for Primary Growth
Partnerships, aimed at building the
success of agribusiness.

-F17

Say cheese

Alexander Speirs reports back from a
trip to China, looking at farming and
agribusiness practices and New
Zealand links.

-F18-19

Latin flare-up

Brierley Penn investigates the
importance of Latin American
countries to growing our agribusiness
sector.

—F24-26
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Primary Industries Minister Nathan Guy gets up close with his portfolio. Meat and wool exports have grown to $8 billion.

Farming still the backbone

A booming sector means we will need more skilled workers says Minister Nathan Guy

n the past 12 months we have
seen a boom time for the prim-
ary industries.

Overall exports have reached a
record high of $37.7 billion, with dairy
and forestry having strong growth in
both prices and production. Meat and
wool exports have grown to $8 billion,
which is a great achievement con-
sidering last year’s brutal drought.

All of this is a positive sign for
achieving the Government’s goal of
doubling the value of primary exports
by 2025. This is an ambitious target
that will bring both challenges and
opportunities. To get there we'll need
to work smarter, producing higher-
value products and making the most
of new technology and innovations.

We'll also need more workers — a
lot more.

Recently I released a report show-
ing that employment in the primary
industries will need to increase by
50,000 to reach this export double
goal by 2025. This will cover a whole
range of careers — from manual jobs
like fruit picking, right through to food
scientists, environmental planning, IT
and marketing. Over half of these
extra workers will need a Tertiary or
Level 4 Qualification.

Businesses are likely to be larger,
more complex, use more technology
and require more professional sup-
port. The challenge for all of us now
is to promote the diversity and
breadth of careers in the primary
industries.

Last month saw an important first
step as industry, Government and the
education sector came together at a
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workshop in Wellington to plan the
way forward.

We need to ensure those who
advise and support people making
career decisions — teachers, parents,
career advisors — have access to the
best and most relevant information.

One small but important example
is the Enterprising Primary Industries
Career Challenge (EPIC) which was
launched recently. This is an
interactive competition for Year 10
students to come up with novel mar-
keting plans to attract other 15-year-
olds into these careers.

Having enough suitable workers
will be a major challenge, but it's a
good challenge for New Zealand to
have. This growing demand for
workers just reinforces to me how the
primary industries are still the back-
bone of New Zealand's economy.

Around 350,000 people work in
farming, forestry,  horticulture,
viticulture, fishing and supporting in-
dustries. This accounts for one in six
jobs, and in some regions the figure
is as high as one in three.

Clearly, any plan for regional de-
velopment has to be strongly focused
around the primary industries and
helping them succeed. This is why
we're investing in irrigation and water
storage projects. We only capture and
store around 2 per cent of the rain
that falls in New Zealand, with the rest
running out to sea.

There are major potential benefits
from capturing and using this pre-
cious resource. NZIER estimates irri-
gation could create thousands of new
jobs and boost exports by $4 billion
a year. Water storage projects have
real environmental benefits too, be-
cause it takes the pressure off ground
water aquifers and gives the ability
to maintain decent summer river
flows.

In the Budget this year an extra $40
million was allocated for investment
into irrigation, on top of $80 million
last year. Along with this opportunity
comes challenges. It's crucial for our
reputation around the world, and for

ourselves, that we balance this
economic growth with environmen-
tal sustainability while protecting our
borders.

In July the Government announ-
ced the introduction of national
standards for fresh water in New
Zealand. This means, for the first time,
rivers and lakes will have minimum
requirements for water quality that
must be achieved.

We're also investing hundreds of
millions of dollars into freshwater
clean-ups, and there is lots of work
going into understanding how nutri-
ent management technology can
help improve water quality.

This will mean changes to some
of our farming practices, but I know
farmers are up to the challenge.

My number one priority as Minis-
ter is biosecurity, because were
never going to double our exports if
we don't protect our borders from
pests and diseases.

This is why we have trained
around 125 new quarantine
inspectors in the past 18 months, and
have 12 new x-ray machines at our
international airports.

A new biocontainment laboratory
will be built, and we are investing in
preparedness, training and planning.
Industries now have the chance tobe
directly involved in this work
through Government-Industry
Agreements (GIAs).

Increasing our trade access to
markets overseas is another major
priority. Our two-way trade with
China has now reached a massive $20
billion, years ahead of forecasts.
Though it is a hugely important mar-
ket for us, it's worth remembering
there are plenty more countries with
great potential.

The Trans-Pacific Partnership
involves 11 other countries including
major markets like Japan and the US.
These countries take around 45 per
cent of New Zealand’s trade. Progress
has been slower than New Zealand
would like, but the potential gains are
enormous from a comprehensive

agreement. We also have trade deals
at various stages of negotiation with
other important markets.

Investing in research and develop-
ment is also a top priority for both
industry and Government. More than
$700 million is being co-invested into
18 projects through the Primary
Growth Partnership (PGP).

Some of the most exciting projects
include getting more value from red
meat products, more efficient use of
fertilisers, and a new net design that
enables fish to be selected and caught
alive. This last project has the poten-
tial to open up new opportunities for
the export of live, high-value fish and
improve sustainability at the same
time.

A report by NZIER estimates the
benefits to New Zealand could be as
high as $11 billion a year by 2025. And
this doesn't take into account wider
benefits like health, safety and en-
vironmental efficiency.

Clearly, the old image of farming
as being dirty, low-tech and unskilled
is completely out of date. Today’s
producers are environmentalists and
sophisticated business operators
whose product ends up feeding
around 40 million people in 200
countries.

The challenge — and opportunity
— for all of us now is to communicate
this message to the wider public.

This annual feature on
agribusiness by the NZ Herald is a
good start and I want to congratulate
them again for this feature.

@ Nathan Guy is the Minister for
Primary Industries

”Notso fast
Minister”—-
Damien
0O'Connor
outlines

Labour's
Agribusiness
Priorities,
page F12

The numbers

Primary sector revenues
forecast to reach

$37.7b

(June 2014 year). Export values
projected to reach

$40.7b

by June 2018, an 8% increase
relative to year ending June
2014.

DAIRY

5.6"

compound growth between
2001 and 2013. Particularly
strong in June 2014 year, export
revenues expected to grow 31%
billion to

$17.6b

due to high international prices
and lift in production. Will fall in
June 2015 year, but forecast to
reach

$18.4b

by June 2018. Dairy exports to
China grew from 2.6% in 2001
market share to

35*

in June 2014 ($0.2b export
revenue to $6.1b). Product mix
changing, with ‘Other’ category
(mostly higher value, consu-
mer-branded dairy) having the
highest compound growth rate;

13.6"

between June 2001 and 2013.

MEAT AND WOOL

Value of meat and wool
exports expected to increase
by about

22"

over the next five years, from
$8.1b forecast in 2013/14, to

$9.4b

by 2018.

Stock numbers will recover in
2014 following 2013 drought,
but numbers will then decline
with conversions to dairy.
Productivity improvements will
see beef production relatively
stable and lamb production
slowly increasing.

FORESTRY

$5.1b

at end of June 2014. Log harvest
is at record levels, and Chinese
demand driving growth of
sector. Exports forecast to be

$5.0b

in June 2018 year. Forest
harvest volumes are expected
toreach arecord 30.1 million
cubic metres in June 2014, a

55«

volume increase over 5 years.

HORTICULTURE
Horticulture export revenue
forecast to increase 5.2% to

$3.83b

in June 2015 year. Wine
comprises 36% of this total, and
is set to increase to

220m

litres of exports ($1.45b total
export value) in June 2015 due
to the record vintage of 2014.
Export values of kiwifruit fell

2%

to $817m in June 2014 year,
with Psa virus affecting
orchards and falling gold
kiwifruit prices.

SEAFOOD

Seafood exported expected
to total $1.44b (June 2015
year); rising to

$1.64b

in year to June 2018.
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Ik scare a missed opportunity

Some small businesses have
paid a heavy price over the
baby formula botulism debacle,
writes Michael Barnett

Imost a year ago a second

quality scare in the dairy

industry halted the exports

of infant milk formula from
New Zealand to China, placed at risk
the businesses of a number of small
and medium exporters and damaged
the reputation and brand of New
Zealand in China.

Some of those exporters are now
out of business, some have had to
face significantly reduced turnover
and margin and many have had to
invest heavily in the China distri-
bution sector just to retain a presence
in this market — money that could
have been invested in growing mar-
ket share and building their export
businesses.

Small and medium exporters
scrambled to help themselves, visit-
ing China in a bid to save their
businesses and the millions of dollars
they had invested in this market.
They also called for Government sup-
port, which occurred in varying de-
grees. It's worth looking back 12
months on, in the knowledge that
both individual businesses and New
Zealand have paid a heavy price.

That price is millions of dollars in
exports and business investment, the
potential of future plant closures in
New Zealand and the knowledge that
in the same period of time Europe
went from having a 15 per cent tariff
into China on infant milk formula to

5 per cent, Switzerland signed a free
trade agreement with China and New
Zealand hasn’t responded with a
cohesive “in market” strategy to com-
pete.

Government agencies were quick
to suggest that the sector was aware
the Chinese Government had them
on watch and intended to impose
change so should not have been
surprised — and technically they
were correct. The Chinese domestic
market was undergoing change and
the Chinese also wanted change for
New Zealand but our Government
agencies chose to play down the
threat to our exporters and respond
to suit our largest trading partner.

An alternative strategy should
have been for our Government
agencies not to view themselves
simply as a regulator, but in a part-
nership role for the good of business
and New Zealand. There was an op-
portunity to bring the whole of the
New Zealand industry together and
ensure there were standards and
codes of practice that were being
complied with and that track-and-
traceability technology was a funda-
mental component for the future.

Instead China imposed a limited
audit on New Zealand restricting the
number of manufacturers and brands
that could be a part of the supply
chain to China.

Some of the approved manufac-

turers also imposed a restriction on
the brands they would do business
with, placing some exporters further
at risk. Some manufacturers who
have not been approved now face the
risk of closure, if the approval process
is not accelerated.

The irony of all of this is while the
Chinese markets were beating up
New Zealand for a botulism scare that
did not exist and tidying up their own
market, critically in need of upgra-
ding — they are building export plants
in New Zealand (one in South Can-
terbury and one in Pokeno) which
will combine Chinese and New Zea-
land product that will be exported for
Chinese consumers — probably under
that trusted New Zealand brand.

We need to acknowledge that in
the Ministry for Primary Industries
there has been some leadership
change which has been positive. New
Zealand Trade and Enterprise have
been outstanding with their support
and the PM’s office responsive and
constructive. But we also need to do
some things differently. History will
show that elements of this experience
are a repeat of what has happened
in the meat industry and we need to
ensure it isn't repeated for other
sectors and emerging opportunities.

Yes the dragon will tighten its grip
— but the Kiwi should draw a line :

@® We are an exporter of food and
beverage with over 100 years of
success.

@® We are limited by capacity but
not capability.

@® We have a brand and a repu-
tation that is internationally credible.

@® We are a good partner and easy
to do business with.

From a New Zealand Inc. perspec-
tive we need to :

@ Have Government and business
in a genuine partnership.

@® Have a shared leadership
model where there is an understand-
ing of each other's resources
strengths and weaknesses and where
both parties know how to prioritise.

@ Michael Barnettis Chairman of the
New Zealand Infant Formula Exporters
Association.

In agribusiness it’s

not just what you know.
[t's who you know.

When you bank with ANZ, you gain access to agribusiness specialists in
33 markets world-wide. ANZ has the connections and insights you need to
grow your agribusiness. To see what we can do for you visit anz.co.nz/rural.

ANZ Bank New Zealand Limited 07/14
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Ian Proudfoot

he contribution that the
primary sector is making to
the economic wellbeing of
New Zealand is greater than
ever. Strong returns for our dairy,
beef, kiwifruit, timber and wine out-
put has seen the value of exports
grow significantly, generating income
that ultimately helps pay for the
schools, roads and hospitals that we
expect as New Zealanders.

However, our discussions with in-
dustry leaders highlight a significant
concern that the industry is currently
losing a critical battle; the ability to
convince the country’s wider popu-
lation that farmers are committed to
balancing the needs of their business
with the requirement to preserve the
environment for the future in a
sustainable way.

There is real concern that the
perception of the industry has been
downgraded in the minds of many
urban New Zealanders. The effective
work of environmental lobby groups
has meant that the overriding mes-
sages most of the population receive
about the sector are negative; leaving
many people worried about farmers’
stewardship of the environment.
Allegations of dirty dairying, water
quality degradation, damage to
native flora and fauna and animal
welfare abuse tend to proliferate in
mainstream media stories about the
primary sector.

The traditional links many urban
New Zealanders had to a family farm
have eroded with the growing divers-
ity of our urban populations. As a
consequence, the understanding
people have of the realities of farming
have progressively reduced, leaving

many with unanswered questions on
whether we really do have the world
class operating practices the industry
claims. These concerns are driving
the regulatory framework the sector
will be required to work within; with
regulations being introduced in re-
sponse to widely held perceptions
that will restrict the industry’s ability
to continue to grow and contribute
to the future of New Zealand.

Industry leaders recognise the in-
dustry is operating under intense
public scrutiny; some suggesting it
feels like they are constantly farming
in a fish bowl. This makes it more
important than ever that every farm
operator does the right things on their
farm all day, every day. The industry
needs to be clear about what is
expected and prepared to take action
against operators who fail to meet the
standards; this must include in the
most extreme cases excluding them
from participating in the industry.

Historically, the most significant
constraint on investing in improved
environmental outcomes on-farm
has been the lack of a payback on
the investment. Price premiums for
a sustainably sourced product are
rare, which has made it difficult for
many to justify an investment with
no direct link to enhanced returns.
However it has become clear that
though customers are not prepared
to pay more for a sustainable product,
they are increasingly unlikely to buy
a product that has not been sustain-
ably produced; particularly cus-
tomers in the premium market
segments the New Zealand industry
targets.

The industry is getting a clear and
consistent message from the wider
community, regulators and its cus-

Ian Proudfoot says farmers must get out and tell their own stories.

tomers that it is expected to deliver
sustainably produced products to the
market. The conversations we have
with industry leaders suggest that this
message is clearly understood and
being acted on by the majority of
business owners. However the sig-
nificant investments that are being
made are not well understood by the
wider population or regulators and
theindustry is being givenlittle credit.

It is up to the primary sector to
explain what it is doing to meet the
expectations that have been placed
on it. It is not the Government’s or
mainstream media’s role — the obli-
gation falls squarely on the industry
to get out and tell its stories in a
compelling and interesting way so
the wider population are prepared to

engage and improve their under-
standing of the contribution the in-
dustry makes to the country and how
this is being derived.

Recent debate surrounding the
proposed development of the
Ruataniwha Dam in Hawkes Bay has
highlighted clearly the perception
challenges the industry faces.

The dam has the potential to create
significant value for the wider com-
munity through increasing pro-
duction, creating new jobs and
unleashing investment that the risk
of drought has constrained histori-
cally. Though the benefits have fea-
tured in the discussion, there has also
been a strong undercurrent in the
debate that when water becomes
available to farmers this will directly

h bowl clean

lead to production intensification and
environmental degradation.

This has resulted in the scheme
receiving approval but with some
significant constraints that may make
it uneconomic. The progress of the
Ruataniwha proposal has highlighted
the need for the industry to really
focus on engaging with the wider
community to ensure it has the ability
to expand into the future.

The industry needs to ensure it is
open and honest in communicating
with the community. Primary pro-
duction, by its nature, involves the
consumption of natural resources
and it is important that this is recog-
nised at the same time as the benefits
of adevelopment are highlighted. The
Ruataniwha proposal has highlighted
that getting the best outcome for New
Zealand relies on a balanced dis-
cussion that provides an objective
assessment of the benefits and
impacts of a proposal and mitigates
some of the more extreme claims that
may be promoted by single issue
lobby groups.

If the primary sector wants to
effectively influence its future it must
make real and substantive progress
in informing and engaging with the
urban population. It needs to tell the
story about how it operates, the pro-
gress it is making in enhancing its
sustainability, the contribution it
makes to the economy and the areas
where more progress is needed. The
industry must recognise it must keep
its fish bowl clean and constantly
look to do things better; it cannot
afford to keep swimming in the same
old circles.

@ IanProudfoot is KPMG Global Head
of Agribusiness
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Chinese eye the meat sector

Fran O’Sullivan talks to Pengxin chiefs about the company’s interest in beef investment

hinese investors are turning

their attention to the New

Zealand meat industry with

Pengxin — which has made
already made two significant
investments in the NZ dairy sector —
confirming it is assessing beef invest-
ment opportunities in New Zealand
and elsewhere.

Long-time dairy executive Gary
Romano — who took up the chief
executive’s role at Pengxin Interna-
tional three months ago — told the
Herald the company still believed
there was “plenty of mileage to be
done in milk” but “when you look at
what is happening in China there is
a massive demand for meat.

“China is looking for protein in
various forms. They definitely want
more dairy. We believe there is going
tobe growth in beef. We are a Chinese
company — we believe we can mar-
ket to Chinese people.”

Pengxin has yet to decide whether
farming or processing should be the
entry point for its first beef invest-
ment. “Were not experts in raising
beef. Necessarily we will end up
having partners at just about every
step, sometimes as a minority some-
times as majority,” says Romano.

“We have a natural preference for
a majority. In the end it is about
control — making sure we can guar-
antee a supply chain.

“We just need to put down our first
investment and use it as abeachhead
to be grown from. If you look forward
five years we would like to have
control of animals from breeding
through to fattening, to slaughtering
through to marketing. We're having
an internal debate as to which end
of the supply chain we might enter
first. But we are looking to have a
cohesive end-to-end strategy.”

Chinese consumers’ appreciation
of beef is rapidly growing. Though the
amount of beef consumed in China
is less than one-tenth that of pork the
growth trend is compelling. Romano
cautions that securing the “right taste”
for Chinese consumers is all-
important. He believes Chinese — like
Japanese consumers before them —
will favour the style of wagyu beef
which is renowned for its nutty-
flavoured taste and fat-marbled tex-
ture.

“It's the right sort of beef in the right
sort of cuts and delivered to them in
the right positioning at the right
outlets,” says Romano. “Then it's a
matter of securing that supply to
service that market”

Pengxin’s new CEO, Gary Romano says China has a huge demand for meat.

Terry Lee — president of overseas
M&A for Pengxin Group — says the
company has looked at a number of
opportunities but had held back
while discussions took place over an
industry-wide restructuring along the
Fonterra model. Lee says Pengxin is
also looking at beef opportunities in
Australia and Latin America. The
company felt there were political risk
factors associated with Argentina,
which has long been renowned for
its beef trade, particularly if the
Argentinian Government starts put-
ting export taxes on export products.

Romano, who resigned from Fon-
terra at the height of the false botu-
lism scare, says it is quite different

heading up a Chinese international
company after serving in a large
corporate.

He differentiated his role from
Lee’s as follows, “Terry acquires the
investments and I have accountabil-
ity for running them.”

Pengxin International also has
investments in mining. But within
New Zealand its predominant focus
— apart from a property investment
at Auckland’s Gulf Harbour — is in the
agribusiness sector.

Pengxin has now bedded down its
investment in the 16 Crafar dairy
farms in the central North Island and
brought them up to the standard
required in its Overseas Investment

Office approval documents. It also
has a 74 per cent stake in Synlait
Farms in the South Island. This will
be renamed to get some separation
from the listed company Synlait Milk
in which Shanghai’s Bright Dairy is a
major shareholder.

During the Prime Minister’s visit to
China last year to celebrate 40 years
of official relations with New Zealand,
Pengxin unveiled an agreement with
Miraka to process milk from the
Crafar farms into UHT products for
export to China.

Lee revealed to the Herald that
though the UHT exports are still some
time off, they would be marketed
under “The Land” brand.

The launch has been delayed
while Pengxin assesses whether to go
it alone on the distribution front in
China or work with in-market cus-
tomers to make a joint launch.

The UHT products are also being
refined for Chinese tastes and pro-
ducts will be expanded to cover adult
milk brands as well as others geared
at teenagers and the elderly.

The company is also exploring
entering the infant formula market.
Romano notes that market has gone
through a lot of turmoil in China.
“They’ve changed the rules and a lot
of products have come off the market.
We're wondering if this is the right
time to make a major stake and we're
actively looking at it.”

The third product line Pengxin is
considering is drinking yoghurts. But
it doesn’t have a firm timeline or
proposition.

“We do want to put dairy products
into retail into China and we do want
to secure milk volumes,” says
Romano. “But we don’t need to own
it all.

“Our aspiration is to ultimately
have a bigger consumer footprint
which is going to require more milk
and more processing and a couple
more products.”

Both Lee and Romano stress that
Pengxin has built strong relationships
within New Zealand with Miraka,
Synlait and Landcorp.

In the North Island it is still sup-
plying much of its milk to Fonterra
which is not making specific products
for Pengxin.

The Overseas Investment Com-
mission had commented favourably
on its “one-year report” on the Crafar
farms investment. The relationship
with Landcorp — which has responsi-
bility for running the farms —had also
ensured environmental standards

had been lifted.

Former Fonterra board member
Greg Gent is the independent chair-
man of the North Island farming joint
venture with Landcorp. Lee has
stepped down from the board in
favour of Romano. Other members
include Landcorp CEO Steven
Carden, Justine Kidd and Traci
Houpapa with Bruce Hunter and
Andy McLeod making up the execu-
tive members.

Synlait Farms’ governance struc-
ture has also changed since Pengxin
acquired a 74 per cent stake. Juliet
Maclean remains as chief executive
and retains a 16 per cent holding. John
Penno, who is also CEO of the listed
Synlait Milk, has 10 per cent.

Says Romano, “John has very little
to do with farms because he’s got his
hands full at Synlait Milk but he’s a
very good board member.”

Gary Guerniera is independent
chairman for the farms’ operation;
Both Lee and Romano are board
members. There has been a settling
down period with some “robust
conversations.”

“Juliet and John have built up
those farms over a decade and then
to sell down and bring a board in
place and realise you are a CEO
working for a board is different,”
explains Romano. Under the OIO
approvals an innovative long-term
incentive scheme is being developed
for employees.

Wearing his Synlait Milk hat,
Penno has stressed the premium Asia
places on environmental perform-
ance for farm suppliers and the need
to pitch products to “Tiger Mom”
tastes. “Juliet is quite focused,” says
Romano. “She gets signals from
Synlait Milk and reacts to that.”

On the broader question of Chin-
ese players investing in the New
Zealand dairy sector, Lee acknow-
ledges Pengxin’s path-breaking role.

“Chinese dairy players can learn
from New Zealand in terms of the
quality control and animal welfare,”
says Lee.

“But I often think they can bring
to New Zealand some skills in mar-
keting to Chinese customers about
how they use milk.”

Both Pengxin executives say they
are wondering about other parts of
the world to source dairy from. “But
it is quite embryonic at this stage,”
says Romano.

“We have enough in dairy in New
Zealand to occupy us for the short
term.”

NZ firms working with China’s biggest players

Fonterra chief executive Theo
Spierings expects to unveil the first
of the co-operative’s major Chinese
partnerships later this year.

Spierings, currently in Europe visit-
ing major counter-parties, is confi-
dent of securing a partnership with
atleast one of the major Chinese dairy
players. “You won't be surprised at
who it is,” Spierings said before leav-
ing for Europe.

Fonterra’s China play took a back
seat after the botulism scare which
turned out to be the result of a false
positive test. Chinese industry
players held back until the results of
the various reviews were published.
But confidence in Fonterra is now
said to be restored.

Industry expectations are one of
China’s largest food companies, the
Cofco Group, will be involved either
directly or through Chinese dairy
company Mengniu in which isitis the
largest shareholder. Fonterra is not
the only New Zealand player forging

major relationships in the Chinese
dairy industry.

State-owned Enterprise Asure-
Quality and PwC New Zealand last
year signed a co-operation frame-
work agreement with Mengniu, and
COFCO to enhance agricultural prac-
tices in China using the the NZ agri-
culture model and international in-
dustry good practice.

A combined AsureQuality and
PwC team has been investigating the
current situation of Chinese farm
dairy operations and comparing
these with industry good practice.

“This has provided AsureQuality
and PwC New Zealand with the op-
portunity to observe Chinese farm
dairy operations first hand, gain
access to local support and build local
relationships,” says PwC'’s corporate
finance partner Craig Armitage. “This
has benefited all parties.”

The team has visited different
types of supply entities and studied
the current trends of dairy farm oper-

Craig Armitage

ations including the development of
more integrated farming operations.

Armitage says they have also met
Chinese Government authorities to
understand the local policies, plans
and demand, as well as to share
proposed plans for a subsequent co-
operation agreement. “Chinese
authorities expressed consistent in-
terest in supporting the co-operation
between New Zealand and China,”
adds Armitage.

AsureQuality and PwC have also
assisted Mengniu through partici-
pation in a workshop that hosted a
Ministry for Primary Industries dele-
gation, together with representatives
of NZ agricultural companies, to dis-
cuss commercial opportunities and
form relationships.

Discussions with Mengniu are con-
tinuing with an aim of helping Chin-
ese dairy farms improve their oper-
ations.

Armitage believes this may lead to
future commercial opportunities for

New Zealand’s agricultural entities.

He says assurance and certifi-
cation services for good on-farm prac-
tices remains of high interest to the
Chinese dairy sector and is viewed
as an essential part of ensuring com-
pliance with good farm practice that
can be communicated, so as to build
consumer confidence in food safety
and quality .

Laboratory testing is also an essen-
tial part of good food safety and
quality assurance practices and as
such the Chinese Government is en-
couraging more third party commer-
cial laboratory services. The market
for such services is estimated to be
significant.

AsureQuality is currently assess-
ing options to provide certification
and / or laboratory services for the
China market. As the largest share-
holder of Mengniu, Cofco continues
to express interest in supporting the
co-operation with Mengniu, and other
Cofco Group Companies
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t seems counter-intuitive, par-
ticularly with all the talk of food
bowls for Asia, that a sector
representing a quarter of New
Zealand’s economy is seen as difficult
and inaccessible for investment —
whether those investors are retail,
large fund managers or overseas in-
terests looking to invest in New Zea-
land’s agricultural success story.

Few successful agribusinesses are
listed on the NZX. Many are co-
operatives or family-based oper-
ations and therefore not readily avail-
able to outside investors.

Even our most successful agri-
businesses find it hard to shore up
capital positions and ensure access to
funds for future business develop-
ment.

So whereis the investment coming
from that will drive growth and pro-
ductivity gains?

New Zealand’s regulations around
overseas investment rank it 48th of
53 OECD countries for ease of access
for foreign investment. Yet, despite
that ranking, and the anti-foreign in-
vestment rhetoric that seems to
bubble up in election years, there is
ample overseas interest in investing
in our agricultural sector.

It is coming from around the world
from investment funds and busi-
nesses that understand the prospects
of longterm investment horizons
matched to growing demand. These
investors understand New Zealand’s
production and processing capabili-
ties and its potential for further
growth.

We need more foreign investment
as there is a clear gap between
national savings and the levels of
investment required.

One of the looming opportunities,
and a rapidly growing source of capi-
tal in the sector, is equity partner-
ships. In essence, equity partnerships
bring external investment funds,
sometimes pooled, sometimes from
single entities or investors, into a
sector which has historically - and
riskily - relied more on debt.

If the benefits of an equity partner-
ship, such as scale and different
skillsets, can be unleashed then
returns may well be higher than those
of the average farmer. Anecdotally,
the majority of returns from equity
partnerships have been in the form
of capital appreciation rather than
periodic cash dividends.

Such new approaches to agri in-
vestment in New Zealand are critical.
ANZ's insight report Greener Pastures
identified the potential for New Zea-
land’s agribusiness sector to capture

Dairy C

At secondary school, Ruth Hone
studied agriculture by correspond-
ence, the only member of her class
interested in pursuing the option.
Now aged 24, and the first female
recipient of the NZ Dairy Industry
Dairy Trainee of the Year Award in
the competition’s history, Hone has
strong ambitions for success in the
agricultural industry, and a plan to
ensure that these goals are achieved.

Hone says she lives by the saying
“opportunity comes to those who
apply themselves,” and this attitude
was clear in her approach to the
awards.

“It's definitely an honour and an
amazing feeling to have achieved a
goal I set since I joined the industry
3 years ago.

“I set a plan and started studying
for this in November, and tried to
leave no stone unturned. It's great
that all the handwork, discipline and
focus paid off.”

Hone grew up on the farm, with
parents who are dairy farmers, and
believes she was born and bred to be
a dairy farmer. Following her time at

Agribusiness is New Zealand's most productive, successful business sector
yet solutions are needed to attract investors, writes Graham Turley

another $NZO0.5 - 1.3 trillion in exports
by 2050. But, to achieve this, it ident-
ified a need for up to $NZ340 billion
in international and domestic invest-
ment, to enable production growth
and support farm turnover.

At ANZ we have access to a local
and international pool of around
$NZ160 million looking for equity
investment opportunities. Other
operators in the field are also seeing
increasing demand with some set up
to give access to retail investors and
others working with large family
holdings, high net worth investors
and trusts to pool capital and find
opportunities.
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It has been a fantastic
opportunity to meet and
align myself with
industry professionals.

Ruth Hone

Equity partnerships bring a mix of
skills and capital that supports growth
and expansion and they are a rapidly
emerging pathway to farm owner-
ship. They spread the risk of inves-
ting, can release equity for succession
planning, and unlock the benefits of
investing in the sector without having
to own a farm.

In our latest ANZ Research Agri
Focus report we note some critical
success factors in an equity partner-
ship:

@ A robust, achievable strategy
for value creation

@ Appropriate due diligence

@® Good relationships and com-

Nga Tawa (Wellington Diocesan),
where she was head of Equestrian,
Ruth gained a Bachelor of Applied
Science, majoring in Agriculture, from
Massey University.

“At Massey I got a solid theoretical
background which I could build on
practically,” Hone said.

“I certainly think Massey did a
great job of setting me up for farm
management by covering all the core
subjects, including practical reports
and allowing us to study alongside
farmers. They also put on profes-
sional development evenings where
we could meet and align ourselves
with industry professionals.”

Currently in her third year of dairy
farming, Ruth is now dairy second in
charge, on a 120ha farm, with 400
jersey cross friesian cows near Taupo.
She aims to be low-order share
milking her parents’ 670-cow Taupo
farm in four years’ time, to build up
her percentage to 50 per cent in
seven years, and then to acquire the
farm in 12 years. “I have a financial
plan to ensure this will happen.”

Ruth believes winning Dairy

Picture / Michael Bradley

mon objectives and motivations
between shareholders

@ An appropriate business struc-
ture

@ Robust business processes and
systems

® Clear communication with
regular meetings

® Agreed procedures for entry/
exit of shareholders and for resolving
any disputes.

At this stage of evolution of such
partnerships it is difficult to quantify
their returns but logic would suggest
returns are similar over the long run
to the average farmer which is 3-7 per
cent return on assets plus 5-10 per

Solving the capital deficit

cent capital gain per annum, depen-
ding on the sector.

Capital gains in the future seem
less certain and are tied to pro-
ductivity improvements.

At ANZ a major focus for our
agribusiness team is creating “invest-
able businesses”. That means helping
owners address and improve areas
such as productivity, governance and
management. The overall goal is to
enhance returns through consistent
improvements in productivity driven
by research, innovation and good
management.

Creating clear separation between
governance, management and oper-
ational matters helps address several
issues for owners and potential in-
vestors and overcomes investor con-
cerns around transparency of
revenue streams and liquidity of their
investment. That separation shows
potential investors where the busi-
ness is heading, how it is performing,
where in the business their invest-
ment is going, and how their invest-
ment is performing.

Seeing how well a business
performs helps address the liquidity
concerns some investors have about
getting their money out of an involve-
ment in the sector — strongly per-
forming businesses or holdings will
sellmorereadily whenit’s time to exit.

Productivity gains are also readily
recognised and this again helps inves-
tor confidence. Top performing
agribusiness operations can achieve
returnsin high single figures and even
low double figures. Raising more busi-
nesses to that level of performance
— a task for private, government and
industry based organisations — again
makes the sector more attractive to
investment.

Further constraining interest in the
agriculture sector are the long-term
investment horizons, and short-term
volatility in earnings and fluctuating
commodity prices that spook in-
vestors. However, we see a long-term
positive trend.

Investors and fund managers used
to looking at quarterly or yearly
returns need to understand the long-
term trend of rising commodity
prices.

Emerging middle classes in mass-
ive markets such as China, India and
Indonesia are driving an upswing in
demand for protein. The opportun-
ities for New Zealand are potentially
huge. But attracting capital will be key
to fully capturing them.

@® Graham Turley is ANZ New
Zealand’s Managing Director,
Commercial and Agri

opportunities

Trainee of the Year adds some credi-
bility to her name, which she can take
to the bank, and have on her CV when
applying for future employment. But
the networking and learning experi-
ence was the real benefit of entering
the competition.

“It's an amazing experience where
I learned a lot about myself and how
I cope under pressure. It has been a
fantastic opportunity to meet and
align myself with industry profes-
sionals and extend my network.

“The feedback youreceive on your
knowledge base and your goals is
invaluable and will help with your
future success.”

Hone believes that there remains
an opportunity for the agricultural
industry to further promote itself to
young people.

“The world needs feeding and our
industry is growing at an exponential
rate. We need passionate young
people to fill the jobs.” However, she
believes that organisations are
increasingly working to create aware-
ness among young children of the
merits of a career in agriculture, with

programmes such as Dairy NZ visiting
primary schools with Daisy the cow.

“I think Young Farmers is a fantas-
tic organisation which is helping to
void the gap through Agrikids in
primary schools and TeenAg in high
schools.

“The TeenAg clubs are mentored
by Young Farmers members, there-
fore they can see a clear progression
through the organisation and the in-
dustry.”

And as for the future of agriculture
more generally, Hone is confident
that untapped potential in the indus-
try paints an optimistic growth story.

“The world’s population has been
projected to reach nine billion by
2050, in a world where food security
is already a major problem.

‘Food production globally will
need to increase by 70 per cent to
fulfill the demand for food.

“Thisis a huge opportunity for New
Zealand as an export country as our
economy, people and environment
depend on the success of our land-
based industries.”

— Brierley Penn
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Tim Morris

rguments over “adding

value" have been the hardy

perennial of any discussion

of the New Zealand food
industry for longer than I have been
alive. On one side of the discussion
are the academics, armchair experts
and opinionated observers calling for
thelarge farmer-owned co-operatives
to “add value.” On the other side are
industry insiders who claim it’s har-
der than it looks OR someone tried
that once and failed OR there’s no
money in it.

Having spent my misspent youth
working in retail in the market (in the
US, in this case) selling to consumers
(remember them?) I can see both
sides. Yes, we should turn our won-
derful raw material ingredients into
finished products people actually
want (when was the last time you put
bulk milk powder in your shopping
cart?), but yes, it is a lot harder than
the armchair experts think.

This conflict could go on practic-
ally forever with no resolution in
sight, if not for one problem..

Almost unnoticed by the two sides,
quietly in the background the solu-
tion has emerged. A strong and grow-
ing group of firms have emerged in
New Zealand and just got on with the
job of doing it. The visionary pioneers
of the wine industry, mostly immi-
grants, led the way. Turning dry,
hungry Marlborough sheep country
into branded bottles of wine taking
shelf space in the UK from France is
almost the definition of value-added.

But a wide range of products have
followed, including chocolate, sugar
confectionery, biscuits, manuka
honey, muesli bars, soups, ice cream,
jams and jellies and infant formula,
to name just a few of the larger
examples of emerging food exports.
Firms that stand out as leaders in-
clude Comvita, Tasti, Griffins,
Whittaker’s, Healtheries and Barkers.
These firms are turning New Zealand
ingredients into finished, shelf-ready
products ready for sale in world
markets. Of these emerging growth
areas, the one that most clearly paints
both the opportunity and the
challenges in New Zealand's value
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added future is infant formula. The
industry is an interesting microcosm
and one of the best examples of the
country’s ongoing move up the value
chain. There has been significant in-
vestment in the industry over the
past decade - in the order of $900
million to $1 billion and exports con-
tinue to grow. While the future is full
of opportunities, there are clouds on
the horizon, particularly in China.

Infant formula is one of the most
complex foods in existence. It is an
engineered food designed to mimic
human breast milk as closely as pos-
sible. Infant formula sits on the
dividing line between food and phar-
maceuticals, indicated by the fact that
the industry has historically been
dominated by major pharma-
ceuticals firms, such as Abbott.

From a business point of view,
infant formula is a highly attractive
activity, asit is highly profitable. Mead
Johnson (global #3 in the category)
makes twice as much profit as
Fonterra on 20 per cent of the sales.
This profitability comes from product
complexity, economies of scale, pat-
ents and other intellectual property,
the importance of doctors in the sales
process, global regulations (such as
bans on advertising) and widespread
government market intervention (for
example, two-thirds of all US infant
formula is bought by the government.

This defensibility has led to a
highly consolidated global market
dominated by a handful of multi-
national companies. Almost all
markets are structured and include
three or four of the global leaders,
maybe a dying regional brand, and
niche products, such as organic and
goat.

The industry is currently under-
going terminal consolidation with the
multinationals playing a game of
musical chairs until stopped by com-
petition authorities. Recent major
deals include Nestle buying Pfizer's
infant nutrition unit for US$11.9 billion
in 2012 (Pfizer having itself bought
Wyeth) and Danone buying Numico/
Nutricia for €123 billion in 2007
(Numico itself being the result of a
decade plus industry roll-up). To put
these numbers in perspective,
Fonterra has a current market capi-

o

Added value pioneers lead way

Firms are turning New
Zealand ingredients into
finished, shelf-ready
products ready for sale in
world markets.

Tim Morris

talisation of US$8.7 billion.

The main exception to this
ongoing consolidation is China,
which is similar to developed
markets 100 years ago. In China ,a
wide range of players compete in-
cluding all the major global multi-
nationals, the major local dairy firms
(Mengniu, Yili, others), regional start-
ups (BeingMate, Biostime and others)
and a huge range of smaller firms.

Much, if not all, of the current
action and excitement in the New
Zealand infant formula industry can
be seen as a result of this situation
in China.

New Zealand was there at the
beginning, with Glaxo (“The food that
builds bonnie babies”) part of
GlaxoSmithKlein which had been
founded near Palmerston North in
1904 to make infant milk products.
But we missed our chance and the
firm soon left for London.

However, New Zealand has a long
history of being a key supplier of
dairy ingredients to the industry. We
are the largest exporter of milk pow-
der in the world (and have been

among the top five exporters for the
past 50 years). All major infant nu-
trition firms in the world buy raw
materials from New Zealand. For ex-
ample, Abbott recently disclosed that
its plant in Guangzhou, China uses
100 per cent NZ milk.

Until the early 2000s, New Zealand
only produced a small amount of
infant formula, with Danone market-
ing Karicare primarily in the decid-
edly sleepy domestic market.

Things began to change in 2003
when Fonterra invested in upgrading
its capacity to produce and pack
more complex dairy-based nu-
tritional powders. This was followed
five years later by the signing of the
New Zealand-China Free Trade agree-
ment in 2008 and the “lucky” acci-
dent of the Chinese melamine milk
scandal later that same year which
suddenly accelerated already grow-
ing Chinese demand through the roof.

Since then the New Zealand infant
formula industry experienced rapid
growth. Westland, Synlait, Sutton
Group (now under Danone’s owner-
ship) and New Image now also manu-
facture bulk infant formula powder.
Morerecently three of the four largest
dairy companies in China - Yili
(greenfields), Mengniu (greenfields),
and Bright (Synlait) — have invested
in infant formula plants in New Zea-
land. At the same time, the Dairy Goat
co-operative has quietly been pursu-
ing a successful niche strategy build-
ing on the unique properties of goat
infant formula.

The availability of bulk infant for-
mula in New Zealand has led to the
rapid emergence of a canning/con-
tract packing industry. This in turn —
in combination with the “Wild West”
conditions in the Chinese market —
led to the emergence of a huge num-
ber (100+) of smaller “pure play” firms
selling and marketing infant formula
from New Zealand. However the
Chinese Government has begun
“taking steps” to bring order to the
market. In August 2013, the Chinese
Ministry of Industry and Information
Technology indicated it aimed to
reduce the number of manufacturers
to 3-5 firms with revenues exceeding
CNY50 billion (US$8 billion) by 2018.
Earlier this year China radically

From bulk
products in
Synlait's
warehouse to
infant formula
on Chinese
supermarket
shelves.

changed its regulations and began
requiring factory certifications,
effectively leaving the huge number
of New Zealand infant formula labels
without a market. Justlast month four
Chinese government departments —
the China Food and Drug Administra-
tion, the Ministry of Industry and
Information Technology, the
National Development and Reform
Commission and the Ministry of
Finance — issued a statement saying
they will consolidate the market by
providing funds and tax incentives to
chosen companies for mergers and
acquisitions. The future looks set to
be a battle between the multinational
leaders and the primarily Chinese
newcomers for control of Asia.
Returning then to the perennial
question of the New Zealand food
industry: “Can we add value?” Infant
formula has shown us that, to borrow
a slogan from Barack Obama,“Yes, we
can.” All it takes it a lot of hard work
and more than a little luck. But it has
also shown us that the “value-added”
world beyond container quantities of
ingredients is a tough, highly competi-
tive place without simple solutions.
All of the elements of the business
mix — quality, scale, logistics, inno-
vation, service, sales & marketing and
branding — must be working and,
even then, success is not guaranteed.
In addition, like people, industries
and countries have to learn new skills
and, as anyone who has tried to learn
anew language can tell you, this takes
time. The good news is, the transition
is happening now, the platform for
the future is already visible in the
export statistics — $2.5 billion of pro-
cessed foods (including infant for-
mula), $1.3 billion of wine and $40
million of spirits. These are the export
products of the future, destined for
hypermarkets and restaurants of
Asia. It will take 20 years or more of
hard work to fully realise the poten-
tial. Let's stop talking, recognise the
job in hand, and get on with it

@ TimMorrisisadirector at Coriolis.
All of Coriolis'recent work on the future
of New Zealand's food exports,
including their infant formula report,
canberead at
www.coriolisresearch.com.
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Fears over food regulation

Primary industry heads worry the existing system is in danger of being undermined. Nigel Stirling reports

rimary industry bosses fear

New Zealand’s “world-class”

food safety regulatory sys-

tem is in danger of being
swapped for a costly and inflexible
set of rules, which do nothing to raise
performance and will only dent
competitiveness.

An inquiry into food safety regu-
lation governing the dairy industry
last December found it was not a
factor in last year’s botulism false
alarm.

In fact, it found the system to be
“as good as any in the world”.

Still, the Government Inquiry into
the Whey Protein Concentrate Con-
tamination Incident (WPC80) came
back with a raft of action points to
bolster the system and safeguard
against future food safety threats.

Industry bosses fear the fox being
let loose in the chicken coop as
officials from the Ministry of Primary
Industries are left to work through the
detailed implementation of 29 recom-
mendations.

These include recasting proce-
dures for food recalls and moving
legal responsibility for crisis response
plans to officials. Two new quangos
will be set up to highlight and provide
advice to officials on how to deal with
future food safety risks.

Discussions involving 150 primary
sector executives conducted by
consultancy firm KPMG has found
little confidence in officialdom to get
the balance right in any shakeup.

Transcripts released to the Herald
quote one participant, from the horti-
cultural industry, who believed the
botulism false positive was a “political
scare” rather than one based on any
real risk to consumers in foreign
markets.

Accordingly, industry should be
prepared to take up the cudgels
against “unnecessary demands and
requirements being placed on our
producers given the inherent quality
of our food safety systems.”

Another, from the dairy industry,
said the status quo where manufac-
turers were left to implement their
own systems for managing food risks
so long as they delivered the safety
benchmarKks set for them by the regu-
lator, which had served NZ well in the
past, was in danger of being
undermined.

“It feels like we are moving to a
tick-the-box system rather than one
which delivers real quality assurance
to customers.”

KPMG’s head of agribusiness, Ian
Proudfoot, says the comments reflect
widespread concerns at the potential
to add unnecessary cost, and stand
in the way of company-to-customer
relationships.

“The concern is that, in the desire
to be seen to be doing something, the
something that is done ends up being
more damaging to the sector than
standing behind the integrity of what
we already have in place.”

In the meat industry, there is
unease that well-signalled moves to
cut out government middlemen from
basic inspection tasks at processing
plants could be stymied. Last year the
industry paid AgriQuality $87 million
for post mortem inspections of
carcases for meat quality which the
industry believes could be carried out
by its own employees.

Meat Industry Association chief
executive Tim Ritchie says whether
a government or company inspector
carries out the task is irrelevant to
food safety but he worries the fren-
zied atmosphere surrounding food
safety in the dairy industry could lead
officials to block the move.

“The danger is that we are all
bundled up together and something
is done because of the political optics
and we as a sector are asked to bear
the costs of that”

He says the industry’s preference
is for companies to be left to deal with
food safety threats through their own
risk management systems and for
these to be periodically audited.

“The last thing we would want to
do is compromise food safety out-
comes because the whole basis of our
positioning internationally is about
having very good systems in place.”

The inspiration for the sidelining
of government meat inspections
came from meat industry and MPI
officials working together through the
industry’s own Strategic Directions
Group.

Formed four years ago, the group
has tackled a number of food safety
and market access issues specific to
the meat industry. Its role is not a
million miles away from that of one
of the two quangos recommended by
the December inquiry.

The Food Safety Assurance Ad-
visory Council will report quarterly
to the Director-General of MPI to
“provide high level independent ad-
vice and risk analysis” on the “whole

' An emphasis on compliance does
' not involve us moving to more of
a tick-the-box system that is

alluded to.

Scott Gallacher

of NZ's food safety and assurance
system”.

The NZ Food Safety Science and
Research Centre — expected to be up
and running by the end of the year,
with a $5 million budget — will pro-
vide the scientific grunt for the coun-
cil's deliberations.

Ritchie fears the wide ambit of
these two new bodies could squeeze
out industry input into regulations
governing meat companies.

“We don't want something where
we find that we have to tread water
for anumber of years while everyone
else catches up.”

The executive director of the Dairy
Companies Association, Kimberly
Crewther, says it is still too early to
determine the exact course officials
intend taking with food safety regu-
lation in the wake of the botulism
affair.

A Food Safety Law Reform Bill is
unlikely to see the light of day until
after September’s general election.

But Crewther says she shares some
of the reservations expressed by

Tim Ritchie says
the meat
industry’s
preference is for
companies to
deal with food
safety threats
through their
own risk
management
systems.

others about the potential for a more
prescriptive approach to regulation
by officials.

“The preference for the sector has
always been for a more outcome
based approach .. if you focus on
outcomes there is greater scope for
flexibility and potentially reducing
the compliance costs for how those
outcomes are met.”

She is hopeful officials will take the
chance to cull unnecessary and over-
lapping regulations.

Last year’s inquiry noted 12,000
pages of regulation — enough to fill
three metres of shelf space — govern-
ing the dairy industry alone.

“There is a balance where making
requirements clearer as opposed to
what I would say is more prescrip-
tive”

MPT's point man during last year’s
botulism crisis, deputy director-
general Scott Gallacher, denies a
more prescriptive system is on the
way.

“When you look across the bulk of
the recommendations it was not
about having a rigid approach or
introducing aspects of rigidity.

“They were about ensuring that we
could provide the requisite level of
trust and assurance to consumers
that whatever leaves manufacturing
premises in New Zealand is safe and
fit for purpose.”

Gallacher even turns the allegation
back on the companies themselves.

“An emphasis on compliance does
not involve us moving to more of a
tick-the-box system that is alluded to.”
@ Nigel Stirling is a South Otago farmer
and agribusiness and trade journalist.

China not our
dictator

The Ministry of Primary
Industries says New Zealand’s
food safety regulation is not
being dictated by Beijing.

Comments from roundtable
discussions conducted by KPMG
and seen by the Herald show
perceptions are differentamong
primary sector bosses.

“We should be taking the high
ground based on good people
and trust-based customer
relationships but it appears that
MPland the Government are
findingit very hard to say noto
China,” one says.

“No system will fully mitigate
therisk entirely butitis not clear
that our governmentis brave
enough to push back against
Chinaattimes,” says another.

Industry bosses fear NZ will
caveinto Chinawhenitcomes
to food safety standards and
abandon the risk management
system NZ companies are
allowed to operate under
currently.

Following last year’s botulism
false alarm China had already
cracked down on several aspects
relating to imports of dairy
products from NZ.

One chief executive spokento
by the Herald saysitis difficult
for the Chinese to comprehend
NZ’s hands-off system which
relieson a higher level of trust
between businesses and officials
than existsin China.

“Our challengeis to
demonstrate to the Chinese that
they should have confidence
because we do have good
regulatory systems and
processesin place.”

Deputy director-general Scott
Gallacher says Chinais no more
dictating food safety regulations
in NZ than any other major
market. “China much likeany
other market is actually seeing
their consumers expecting
higher levels of confidence and
assurance of the fitness and
safety of products that they are
consuming and that is something
we are seeing throughouta
whole lot of markets not justin
China.”

He says manpower has been
boosted in Beijing andin MPI's
market access teamsin
Wellington. This has let the
ministry be more “proactive” in
dealing with matters relating to
food safety and regulation.

Dividends have come from the
number of dairy plantand meat
company accreditations by
Chinese regulators.

“Aslunderstand NZ was the
only nation to have our general
dairy premises and
manufacturers approved at the
firstinstance.

“We also have asituation
where we have the most meat
premises registered thaninany
other nation.

“Thatis allin the context of us
being proactive and ensuring
that China does appreciate the
equivalent level of assurances
and confidence that they would
expecttosee.”

Gallacher says primary
industry exporters could hardly
complainthey were being held
back by regulation when China
has become the number one
export destination for most of
theminarelatively short space
oftime.




nzherald.co.nz The New Zealand Herald | Wednesday, July 9, 2014

XEeJ[(® Beautiful accounting software

Farming is the backbone of our nation;
when the rural sector does well,
New Zealand does well.

Xero is committed to working with farmers, their advisors
and stakeholders to lift the rural sector together.

Visit xero.com/farming to learn how Farming in the Cloud

lets Hawke’s Bay sheep and beef farmer John spend more
time doing what he loves best - farming.

www.xero.com/farming




The New Zealand Herald | Wednesday, July 9, 2014

nzherald.co.nz aj'] F11

Agribusiness

Ag sector needs cash injection

Bill Bennett

ast year the Ministry of Prim-
ary Industries said it wanted
New Zealand primary sector
exports to double by 2025.
This means lifting 2013's $32 billion of
exports to $64 billion a year.

ASB general manager for rural bank-
ing Mark Heer says it is an ambitious,
achievable goal. He says: “To hit the
target, most of the growth will come
from agriculture. That means new in-
vestment.”

Heer says about $200 billion of fresh
capital is needed to double New Zea-
land’s agricultural output. “Half the
money will come from debt, half will
come from equity. We think local in-
vestors have the appetite for most of
the money, but our estimates are will
be around $15 to $20 billion short and
that willneed to come from elsewhere”.

Much of the extra capital is needed
for irrigation projects.

New Zealand has plenty of rainfall;
the developments and schemes are
about moving and storing water from
places and times of abundance to
where and when supplies are less
reliable. Though the large irrigation
engineering projects get the headlines,
Heer says as much money again needs
to be spent on farms with re-grassing
and equipment like centre pivot
irrigators.

If production increases as planned,
there will be a need for capital to fund
additional processing capacity. Large

agricultural businesses like Fonterra,
Westland Milk, Alliance Group, Silver
Fern Farms and so on are all adding
capacity; so are businesses like ferti-
liser companies. Heer says doubling
exports will also require additional
investment in transport and ports.

Traditional farmers have some
scope to raise debt capital — that’s the
way things have operated for decades.
However, Heer says the emergence of
multi-farm enterprises brings with it
the opportunity to bring in third party
passive equity finance — and that is
relatively new.

He says there are a couple of hun-
dred corporate farm businesses now
operating in New Zealand: “Typically
they might own five or six dairy farms.
In some cases they came about when
a capable farmer expanded their busi-
ness, some are family owned, others
have a more formal company struc-
ture”

Corporate farms, sometimes called
group farms, can be substantial busi-
nesses; some have in the region of $100
million to $200 million in assets.

Heer says corporate farms have five
key characteristics:

@ First, corporate farms tend to
have a management structure more
like a mid-sized company than a tra-
ditional family owned farm. Heer says:
“The business puts leadership in place
and then hires professional farm mana-
gers, operations managers and maybe
even a financial manager.”

@ Second, Heer says the corporate

ASB’s Mark Heer.

farm will usually create a business
office. Again this is more like what you
would find in a mid-sized firm. The
office will handle matters such as
company payroll, health and safety,
compliance, production forecasting
and so on. These offices can be in a
farm building, but they might also be
located in a nearby town.

@ Third, corporate farms tend to
have more formal governance struc-
tures. He says: “This can be as simple
as a family, but more often now it is
aboard. The aim is to bring in abroader
group of people with a wider range of
skills.”

® Fourth, Heer says corporate

farms typically focus on building a
robust balance sheet. The goal is to
ensure there’s enough to deal with, say,
a drought year.

@ Heer’s fifth trend is the most
recent. He says there’s now a move to
ensure corporate farms are “investor
ready”. They have the mechanisms in
place to attract third-party equity. He
says there are people pioneering this
right now.

Investors looking at farming want to
see certain things. “They look at the
structure and how risk is managed.
They want to see evidence of plans to
cope with the growth challenges”.

“Typically a corporate farm busi-
ness had all its assets in a single sector
— today that mainly means dairy
although some operations include beef
and lamb farms. They can be geo-
graphically diverse,” Heer says.

Although there are diversified cor-
porate farms, having focus means farm
managers can set up repeatable sys-
tems and win economies of scale.

The move to corporate farming is
closely linked to New Zealand’s shift
from sheep and beef production to
dairy. Growing animals for meat
requires fewer people and less on-farm
infrastructure.

Heer says converting land from
meat production to dairy is costly. If
a piece of land previously used for
meat farming costs a few million
dollars, it will typically cost that much
again to get it ready for dairy. The good
news is the spending tends to happen

in the local community. Dairy farming
also creates more jobs and that also
pumps more money into communities.

The flip side of this equation is that
operating cashflow returns for dairy
farms are considerably stronger.

Heer says it’s important to create a
balance between increased pro-
ductivity and environmental sustain-
ability. He says the ASB talked to
farmer customers who have made it
clear they are keen to maintain stan-
dards, but are concerned about the
cost of upgrading systems, protecting
waterways and other environmental
improvements.

The bank came up with the Rural
Environmental Compliance Loan to
help farmers make the necessary
improvements. It's a low-cost loan.
Heer says it is effectively a not-for-
profit. The bank priced it at the ASB’s
cost of funding with no customer
margins.

Heer says the ASB had two goals
when it set up the loan: “We wanted
to provide low-cost funding to help
farmers become compliant with en-
vironmental regulations. Ultimately
this helps them with their global com-
petitive advantages. At the same time
we wanted to increase the level of
conversation between the bank and
farmers over environmental issues”.

Farmers can borrow up to $200,000
over five years from the scheme. ASB
launched the loan a year ago and in
the first 12 months it has funded 412
projects for a total of $50 million.

Farm investments for the rest of us

Bill Bennett

Until recently it wasn’t easy for New
Zealand small investors to take part
in the country’s most successful in-
dustry: dairy farming.

Sally Sisson says the entry level
investment was typically $250,000
or more. “That’s far too high for most
investors. Were now working on
dairy syndicate projects where the
starting price can be as little as
$25,000 — a comfortable point for
many people, which gives them an
opportunity to participate in New
Zealand’s fastest growing export sec-
tor”.

Sisson is joint CEO of Forest Man-
agement New Zealand Limited and
through that connection works with
Roger Dickie, co-ordinating and man-
aging rural investment syndicates.
Dickie has established 86 forests for
more than 2500 investors from New
Zealand and overseas.

Now the group is organising dairy
partnerships along similar lines.
Dickie’s current project is Eastbourne
Dairy Farm, a 242-hectare property in
Southland.

Sisson says European investors
view farm investments almost as a
pure capital gain play, with the land
being the focus and anything from
farm operations the icing on the cake.
Local investors are equally interested
in the milk returns.

There’s a clear-cut investor profile.
Sisson says rural investors are
typically well-educated, professional
people. Many are city dwellers who
want to take part in the country’s
main export industry. She says rural
investors tend to be at the older end
of the age range; there’s little interest
from young people. Many of the
investors she sees had their fingers
burnt by finance companies and are
not interested in more down-to-earth
investments.

Liquidity can be a problem with
farm or forestry partnerships. Sisson
says: “These are not funds. Each in-
vestor gets a share in the trees and
in the land”.

Although each project is a limited
company, they are not listed on the

There's an active
secondary market which
gives a degree of
liquidity. When an
investor wants to sell, we
have a database of likely
buyers.

Sally Sisson

market. Sisson says some rural invest-
ments struggle with liquidity: “It's not
unknown for investors to try to un-
load their holdings on TradeMe. How-
ever, there are 2500 investors already
with money in Roger Dickie’s farms
and forestry projects. This mean

there’s an active secondary market
which gives a degree of liquidity.

When an investor wants to sell, we
have a database of likely buyers.

“Farming is not a liquid investment
by nature, typically it can take
months or years to sell a business or
even shares in a business. However,
the large aggregation of investors
makes this much easier.” She says
there’s a possibility future rural pro-
jects may run as funds,, which would
address the liquidity problem.

The goal with Eastbourne Dairy
Farm is to sell $11 million of shares
in the business, with a minimum
investment of $25,000 and further
parcels of $5000. Dairy farm share-
holders will get a return from farming
operations and from growth in the
capital value of the farm. The pros-
pectus for Eastbourne Dairy Farm
puts the pre-tax dividend at five
percent per year over a ten year

period, but it makes clear the return
is dependent on the milk price.

Dairy farming has only recently
moved on to the investment map in
a big way. Sisson says the relatively
recent rise in milk prices made every-
one sit up and take notice. The long-
term prospects for dairy farming are
good.

“If we listen to the messages we're
getting from the government and
from Fonterra we should do well”.

There’s a clear need for investment
capital in the sector.

Sisson says compliance costs are
now much higher than in the pastand
there’s a renewed awareness of the
relationship between production and
costs with extra money being poured
into irrigation, pasture improvement
and genetic improvement of dairy
herds.
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Foreign purchases and rural property

It is difficult to determine if the pur-
chase of rural properties by foreign-
ers is a catalyst for higher rural land
prices, but data supplied by the Over-
seas Investment Office (OIO) contains
surprises — like the tiny Grand Duchy
of Luxembourg and principality of
Monaco having received OIO
approval to “invest” in more New
Zealand land during the past five
years than much-maligned China.

Annelies McClure, manager of the
Overseas Investment Office (OIO) at
Land Information New Zealand (Linz),
says her office “does not know how
much non-urban land in New Zealand
is in overseas ownership and there
is no baseline establishing foreign
ownership of non-urban land.

“The OIO does keep some records
of consents granted but records are
only reliable from around 1998. Land
consents were only granted under
the Overseas Investment Act from
1996 and prior to that, consents were
granted to overseas persons to pur-
chase farmland by the Land Valua-
tion Tribunal which kept no data.”

Tracking sales and establishing if
buyers are New Zealanders or not
would require “an infinite and com-
plex monitoring regime”.

Other factors contributing to the
OIO “not knowing” how much rural
land is owned by foreigners are:

@ Granting of consent by the OIO
does not mean purchases will pro-
ceed.

@® Overseas owners can change
status e.g. become New Zealand citi-
zens or permanent residents.

@® Overseas owners may sell the
land.

Foreign ownership of land became
a hot political issue when China’s
Shanghai Pengxin Group bought
8000ha comprising the former North
Island Crafar Farms. Anxiety about
Chinese farmland purchases height-
ened when Pengxin, through its 74
per cent holding in SFL Holdings,
purchased 4000ha of land encom-
passing 13 dairy farms from Canter-
bury’s Synlait Farms.

Don Nicolson — former president
of Federated Farmers, normally a

staunch supporter of National Party
policies — while in office said New
Zealand should only sell land to
countries that allowed Kiwis to buy
their land; New Zealanders can only
lease land in China. Nicolson is now
ACT’s primary industries spokesman
and is standing in the Southland seat
of Clutha, Finance Minister Bill Eng-
lish’s electorate.

Labour leader David Cunliffe has
announced that if Labour wins the
upcoming election, foreigners not liv-
ing in New Zealand will be prohibited
from buying farmland in lots greater
than five hectares.

Likewise Green Party Co-leader Dr
Russel Norman vows that any coali-
tion government the Greens are
involved in will be pressed to restrict
foreign investors from buying
farmland here. Dr Norman has
suggested the National Government
needs look at how China successfully
restricts land sales to foreigners.

Adding to this political mix is New
Zealand First leader Winston Peters
who says his party’s policy has

always stipulated that farmland
should be owned by New Zealanders
— “‘not by everybody around the
world” and especially not by “absen-
tee” owners. Again Peters has
promised to adopt policies akin to
China where Kiwis can't buy prop-
erty, only lease it.

Prime Minister John Key has de-
nied news reports he’s advised Chin-
ese investors to look at long-term
leases here instead of making land
purchases. However during his re-
cent tour to China, it was reported he
confirmed telling Ngai Tahu's leader
Mark Solomon, during a discussion
on foreign ownership at a conference
in Kaikoura, that leases could be for
50 years or more, so that wasn’'t much
different to buying land.

The Prime Minister has defended
rural property sales, claiming less
than 1 per cent of all farmland has
been sold to foreign investors, where-
as Peters put the figure at 150,000ha
of the nation’s farmland in the past
five years — “an area almost the size
of Stewart Island”.

Interestingly, a Linz document en-
tited Summary of Approved
Investments by Country, from January
1, 2009 through to December 31, 2013,
gives the total of all “approved invest-
ments” in gross land area by country,
from 2009-2013, as 971,524ha — an
area nearly six times the size of
Stewart Island at 170,000ha.

According to this data, Americans
have recently invested the most in
New Zealand property with US inter-
ests receiving approval to “invest” in
a gross land area of 271,576ha over
the five-year period. Next is Canada
with 156,714ha, then Israel 75,396ha,
UK 76,246ha, Australia 42979ha,
Switzerland 39,280ha, Netherlands
32,711ha, Luxembourg 27,249ha,
Monaco 26,094ha and — well down
the list — China with 23,99%ha.

More recently, the OIO’s Summary
of Approved Land Investments by In-
dustry under an “Agriculture” head-
ing, shows approval for foreign
“investments” from January 1to June
30 this year was 14,969ha of freehold
land and 939ha of non freehold land.

Hard decisions for a hetter future

Guidance, collaboration and debt reduction are key to agribusiness moving forward, says Damien O’Connor

griculture and the primary

sectors generate the vast

majority of NZ's export

revenue. The Labour Party
has a proud history of leadership and
hard decision-making across all the
primary sectors.

From the formation of the dairy
board to the removal of subsidies, the
setup of the kiwifruit marketing board
and the legislation to form Fonterra,
Labour has delivered for farmers.

Labour’s change to monetary pol-
icy will ensure export sectors are not
constantly squeezed by increasing
interest rates and a NZ dollar follow-
ing those rates upward. It will be the
single biggest change and benefit for
all primary sectors from a new
Labour Government in the short, me-
dium and long term. Labour proposes
to provide the Reserve Bank Gover-
nor with a variable savings rate tool
that will enable him to reduce
inflationary pressure by diverting ex-
cess money from the economy into
compulsory savings without the need
for a rise in the Official Cash Rate.

All the primary sectors rely on our
natural advantage of young fertile
soils and a mild climate with access
to reliable water. The production of
commodities, however, has delivered
the inevitable roller coaster ride of
returns for our primary producers
and agribusiness-based companies.
NZ is moving into a new era of strong
demand for protein, and to a lesser
extent fibre, in a world of fast-moving
consumer products and expectations
of high quality safe products.

Though we have been at the fore-
front of innovation, technology and
hard work across our primary sectors
it is now time to adapt to a new era
where consumers are able to access
huge amounts of information about
the products they purchase and con-
sume. Our production systems need
to be at the forefront of quality,
integrity and delivery of what those
consumers demand. Biosecurity, ani-
mal welfare and environmental pro-
tection all form part of our New
Zealand brand, widely respected by
international consumers.

Unfortunately at present almost all
the primary sectors have failed to
develop a strategic approach to their
future and that lack of direction is
exposing NZ to some serious long
term dangers.

Labour believes it is time for seri-
ous leadership and strategic thinking
for each of our primary sectors under
the guidance of visionary, strategic,
and astute business leaders. Labour

will appoint a Primary Sector Ad-
visory Council to provide a high level
of leadership and direction for minis-
ters and government departments
while leading in the development of
strategic plans for the primary
sectors. The precious and limited
land area available for agricultural
production, along with our valuable
water resources and the skills of a
highly educated workforce will be
our pathway to future prosperity if
co-ordinated and managed well.
Our vision must be a shared one
where NZ is the producer of the finest
quality safe protein and fibre pro-
ducts for the world’s most discerning
customers who are willing and able
to pay a premium for our produce.
A strategic vision that aims for
high-value consumer and industry
products is the only option for a
country aiming for a non-subsidised,
high wage, and highly productive
work force and business sector.
Each of the primary sectors is
challenged by the increasing focus on
environmental sustainability and the
increasing cost of production driven
by demand for resources such asland
and water and it is essential that NZ
industry, banks and farmers invest in
areas of the highest long-term returns
for our efforts.
The success of the dairy industry
has led to expansion in areas pre-

viously the domain of dry stock and
forestry. Questions remain around
the long term impacts of dairy on soil
and water quality and the shrinkage
of alternative land uses, such as dry
stock, could inevitably lead to an
unbalanced primary sector highly
reliant on the international market
prices for dairy protein.

A clearer direction that will assist
investors and farmers to make the
best decisions is needed urgently so
we may uphold our national brand
values that represent integrity, qual-
ity and sustainability.

Fonterra is our single biggest com-
pany and the leader in dairy sector
production, environmental manage-
ment and marketing. The current co-
operative ownership model must be
maintained and any outside invest-
ment carefully controlled. Increasing
competition in the dairy sector must
not be allowed to undermine the co-
ordinated production processes and
marketing model that has served our
country so well.

Access to water, our most valuable
natural resource and advantage, has
opened up a whole new level of
production in some areas of NZ, but
has created unanswered questions
around long-term environmental and
social impacts on our rural communi-
ties. Labour has proposed a resource
rental on water used for irrigation to

Damien
O’Connor says
careful use of
land resources
and a skilled
workforce are
key to a sound
agricultural
sector.

enable reinvestment into areas of
research, water quality improvement,
community water availability and
long-term water storage projects.
Labour believes this is a sensible user-
pays and investment strategy that
will deliver real, measurable returns
to the industry and wider commun-
ity.

New Zealand signed up to the
Kyoto Protocol and included agricul-
ture in that commitment, made by a
National Government in 1997. Labour
remains committed to an all-gases, all-
industries climate change policy.
Campaigning by farmers against a
proposed carbon tax led to the
second-best option of an Emissions
Trading Scheme which was imple-
mented by the last Labour Govern-
ment and further endorsed by the
present National Party regime. It has
failed to achieve the objectives of
incentivising low carbon systems,
and though Labour remains commit-
ted to the emissions trading scheme,
changes must be made to give it
credibility and positive influence on
climate change behaviour. The tran-
sition details for agriculture to meet
its objectives must be clarified and
realistic to ensure our export sector
can thrive while moving in a more
carbon-friendly direction.

Since the year 2000, debt in the
rural sector has ballooned from

approximately $9 billion to well over
$50 billion today. That investment
has provided the opportunity for a
large increase in production, but the
cost of that debt remains constant in
a world of changing commodity
returns. High debt, particularly in the
dairy sector, needs to be reduced.
Any rapid downward movement in
international dairy prices will expose
a large number of leveraged dairy
operations to unsustainable levels of
debt repayment.

Banks continue to make record
profits supported, no doubt, by the
high level of debt in the rural sector.
Farmers must be mindful of who is
the net beneficiary of the growing
number of high-debt, high-input farm-
ing systems. It is time for an assess-
ment of the business model that has
driven our land values and cost of
production to levels that are difficult
to sustain in the medium and long
term.

The rapid rise in dairy production
and conversions from dry stock farm-
ing has led to declining stock num-
bers and declining confidence in the
meat sector that is still a very large
part of our export economy. An in-
creasing reliance on dairy industry
grazing income to further support the
static meat returns have assisted in
a dilemma of over-reliance on dairy
and shrinking employment, develop-
ment and export opportunities for the
red meat sector.

Pastoral beef, lamb, venison and
goat meat should be at the forefront
of our consumer export products.
The absence of a co-ordinated pro-
duction, processing or marketing
strategy has left the industry floun-
dering and opportunities lost.

Meat industry restructuring is es-
sential and urgent if we are to main-
tain a balanced primary export sector
and the National Government has
failed to provide much needed lead-
ership. The sector needs profit at all
levels from farmer through to mar-
keter, based on a premium high-value
consumer product. A collaborative —
if not united — approach is needed
to deliver quality safe protein for the
increasing number of customers able
to pay New Zealand a premium price
for that produce.

Labour in government will once
again commit to making the hard
decisions for the long term interests
and sustainability of our primary
sectors and thereby ensure a sound
economy into the future.

@® Damien O’Connor is Labour’s
spokesperson for Primary Industries
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1 he meat conundrum

High prices have given the sector a boost and calls for reform seem to have fallen quiet, reports Jamie Gray

alk has it that Silver Ferns

Farms and Alliance Group —

the two companies respon-

sible for more than half the
New Zealand meat industry — feud
like the Hatfields and McCoys.

Not so, according to Dunedin-
based Silver Fern, Alliance’s southern
competitor.

Sure, there is competition between
them for stock at the farm gate but
contrary to popular belief, it’s not an
antagonistic relationship.

“That’'s a misnomer,” Silver Fern
Farms chief executive Keith Cooper
says. “We have our joint ventures
with them and we are on various
industry groups together,” he says.

“There is no animosity, but there
is a perception of animosity because
we are two competing c-ooperatives.

“We have a lot in common and we
collaborate from time to time on
opportunities as they arise,” Cooper
says.

Alliance chairman Murray Taggart
feels the same way.

“Clearly, we compete pretty in-
tensely at the farm gate with all the
other players, but there are a whole
lot of other issues where the com-
panies have to cooperate — otherwise
you just can’t function,” he says.

“To suggest that we don't talk to
each other or walk to the other side
of the street when we see each other
coming is absolute nonsense,” Tag-
gart says.

“I guess it might sell some farming
newspapers but it's not actually the
truth.”

Cooper, Taggart and their farmer-
member suppliers throughout the
country have reason to smile these
days. After a grim 2012 and 2013,
sheep and beef prices are up and are
forecast to stay firm, thanks in no
small part to the emergence of China
as a major customer.

Meat company profitability is also
looking much better.

Silver Fern — the country's biggest
meat processor — last year suffered
a $28.6 million loss and a $31.1m loss
the year earlier, due mostly to a
collapse in the price of sheepmeat.

Silver Fern’s Keith Cooper (left) and Alliance’s Murray Taggart.

Now that prices have turned aro-
und, Cooper expects Silver Fern to
return to profitability in the current
financial year, which ends in Septem-
ber.

Alliance’s Taggart also expects a
good year. Alliance reported an oper-
ating profit of $10.9 million for the
September year, after suffering a $57
million loss the previous year.

At the smaller end, Invercargill-
based Blue Sky Meats has returned
to profit — $1.94m in the March year
— compared with a loss of $3.88
million in the previous financial year.

There are 16 companies with 36
plants processing lamb and adult
sheep and the standard argument
holds that there are too many com-
panies and too many plants compet-
ing for declining levels of stock.

Overcapitalisation, stock procure-
ment wars, land use competition
from dairying and often fragmented
marketing attempts abroad still ham-
per the sector.

It’s an industry with many moving
parts and one that does not compare
easily with dairy, but the two sectors
are nevertheless held side-by-side
when it comes to performance, par-
ticularly when Fonterra does well.

Calls for reform are often at their
loudest when dairy and meat lose
their historical price relativity and the
gap between them widens, as hap-
pened last year with Fonterra’s re-

cord farmgate milk price. Now that
dairy prices have fallen sharply and
meat prices haverisen, the sectorsare
more in sync and the debate has gone
quiet.

Meat processors face a high level
of investment in fixed assets and
have a lot of people working in their
plants. That means it can cost a
company more to close a plant than
to keep it running.

Meat Industry Excellence (MIE), a
group formed to improve the per-
formance of the meat industry, was
successful in getting representation
on the Alliance and Silver Fern
boards last year.

Beef and Lamb New Zealand is
working with MIE on a project plan
and early this year, farmers suppor-
ted a remit from MIE seeking funding

There is no pan-industry
thinking and there does
not seem to be any pan-

industry resolve that
there is a problem to be
fixed. Nothing has
changed — strategically
or structurally —in the
past 12 months.

from Beef and Lamb for its work.

But Federated Farmers meat and
fibre chairman Rick Powdrell says
that, in the public domain at least, it
would appear calls for industry re-
form have fallen quiet.

“Farmers are more optimistic but
it's not a reason to stand back and
do nothing with the structure of the
industry,” he says.

The emergence of China as New
Zealand’s biggest market for meat has
brought profound change but indus-
try participants fear the good prices
and strong demand from the PRC
could serve to paper over the cracks
over what has long been a dys-
functional industry.

“The positivity and the price in-
creases that we have seen have not
been of our doing,” says Cooper.

“They have been market forces’
doing, so I think that it still exposes
the soft underbelly of the industry
that we have not addressed,” he says.

The fundamental issue is that
there are a large number of players
competing for livestock and who
merely take product to market as
opposed to creating value in that
market.

“We still have the same meat in-
dustry conundrum. We are doing the
same old thing. This year we had a
good outcome but equally, in another
year we could have a negative out-
come because we are doing it the
same way under the same structure,”
Cooper says.

Over the past five years, there has
been a huge swing in the global meat
trade from west to east.

Taggart, who is just back from a
Meat Industry Assocation trip to
China, says the impact Chinese have
made has been enormous.

“And it hasn't finished yet,” he says.

“Those traditional markets have
not been carrying the day like they
used to, and we have seen this huge
swing from the west to the east in
terms of where the focusis and where
the opportunities lie,” Taggart says.

With China also lies a problem that
all other New Zealand food exporters
face: How much is too much?

“As a company, we are putting lot
of emphasis on trying to develop
other emerging markets, particularly
in Brazil, India and Russia,” Taggart
says.

“The Middle East is still very strong
for us and we need to nurture those
markets to ensure that we are not
hung out to dry by a glitch in China.

“You only have to have a food
safety type issue and you could be
very vulnerable if too much pro-
duction goes to one market,” he says.

More broadly, Cooper says higher
prices have given confidence in the
whole sector a big boost but the shine
has been taken off it by a still-strong
New Zealand dollar.

But he says an unfortunate by-
product of the latest upsurge has
been been that the will for industry
reform has dimmed somewhat.

In the big picture, the issues of
overcapacity and competition for
stock still overhang the industry and
nobody has yet come up with a
solution.

“There is no pan-industry thinking
and there does not seem to be any
pan-industry resolve that there is a
problem to be fixed,” Cooper says.

“Nothing has changed — strate-
gically or structurally — in the past
12 months.

“We've got better prices, and that's
the function of market demand forc-
ing prices up, not because New Zea-
land has done anything value-cre-
ating,” Cooper says.

“Notwithstanding the currency, we
have seen significant improvements
in the market value for lamb and beef
product values, which has flowed
through to farmers, particularly for
sheepmeat,” Cooper says.

“It's a China-centric story. It does
raise the issue of what happens in
China if China doesn’t buy — well then
we are back to those traditional
commodity-style priced markets,”
Cooper says.

“As an industry, we still haven’t
done anything about creating stab-
ility of value in the market for our
products.”

— APNZ
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Rolling out the game-changer

Alexander Speirs looks at how the Rural Broadband Initiative is transforming the agricultural sector

ack in 2010, the Government

got serious about bringing

New Zealand communica-

tions into the 21st Century.
The national Ultra-Fast Broadband
scheme to introduce fibre optic
internet to residential New Zealand
was picking up steam, with $1.35
billion earmarked from the national
coffers.

Alongside that was the launch of
the Rural Broadband Initiative, an-
other Government programme to
bring broadband internet to rural
New Zealand. At the time of launch,
only 20 per cent of rural homes and
businesses had access to broadband.
By the end of the programme, 40,000
lines will have been installed in rural
areas in which there was previously
no access to broadband.

Amy Adams, Minister for Com-
munications and Technology, de-
scribes the rural broadband initiative
as a game-changer for the rural sector.
“I think this programme is going to
be one of the most significant com-
ponents of the increasing connec-
tivity of New Zealanders.

“If you look at the poor levels of
connectivity rural New Zealanders
have had for quite some time, this is
absolutely transformative.

“This is a once in a 40 or 50-year
change. We are going from copper,
which has served us very well since
the days of Alexander Graham Bell
and transitioning after all of that time
to fibre.

“Around the world people are look-
ing at the New Zealand rollout and
saying that we are doing it right. We
are doing fibre to the home and fibre
to the cabinet, which the whole world
is saying is the gold standard of this
core infrastructure.”

The RBI programme is now essen-
tially two thirds of the way through,
well ahead of the 2016 end target set
when the rollout began in 2011. With
$350 million of taxpayer investment
funding the initiative, any time and
efficiency savings are in everybody’s
best interests.

Chorus and Vodafone were jointly
awarded the tender to roll out the
service. Chorus’ existing fibre net-
work will be expanded with 3350km
of fibre being laid to service 1000 new
broadband cabinets and 154 new
Vodafone cell sites.

“This is the type of technology that
you can’'t understand how valuable
they are and the impact they can
have until you are using them. Think
back to the days before everyone had
cellphones: when you don't have one
you can't see why you would need
one. Then youhave one and you can’t
imagine life without it. I think that is
how people will find these new con-
nection speeds,” says Adams.

“Over the course of the pro-
gramme, 90 per cent of people who
live outside the Ultra Fast Broadband
areas will be getting fibre to their
homes.” Those homes which fall out-
side the RBI will instead receive an

n Chignell

enhanced wireless service delivering
a download speed of at least 5
megabits per second.

“What that really means is that
there is enough speed coming
through for the first time and it can
start to be used as a serious business
tool.

“The RBI has the ability to trans-
form the connectivity of rural New
Zealand and have a staggering impact
on the way businesses operate.

“You simply canlook at the straight
time-saving of being able to do some
things on a real-time basis on the go.

“Some of the changes which we
really see for rural business is the
ability to do what many people in
the city have taken for granted for

a long time.
“Easy connectivity to your
bankers, lawyers, accountants

and consultants. The time-savings
in that alone are absolutely stag-
gering, particularly if you're going
from the basis of very little con-
nectivity, which a lot of our rural
communities currently do have.”

Beyond the benefits people in
urban communities have become

Lake Brunner
(left) is the site
of Vodafone’s
first rural 4G
trial. Minister
Amy Adams
(above) says
rural
connectivity
will help make
the sector more
attractive.

accustomed to, specialist agricultural
software and technology is emerging
which could revolutionise the industry
as a whole. More traditional manage-
ment technologies are seeing greater
penetration in the sector, while highly
specialised
cision farming and real-time monitoring
are becoming more prevalent.

“These technologies will really help
paint a comprehensive picture of what
is going on across the farm in terms of
production, animal welfare and environ-
mental footprint. This obviously allows
for much better management overall and

innovations around pre-

opens the door in the future for some
really exciting paths for consumers
to track their food right back to the
paddock in New Zealand.”

Though improvements in ef-
ficiency can easily be measured in
dollar terms, intangible benefits of the
programme will be felt in communi-
ties for generations, says Adams. The
education and health sectors stand to
benefit, with 1000 rural schools and
50 rural hospitals to receive fibre
under the programme.

“It certainly helps attract workers
on to the farm when they can feel
more connected back to the rest of
the world. If you can make sure the
workers and farmers and communi-
ties are connected with the internet
more generally in their lives, then it
will be a very important factor for
them. I think it is absolutely critical
for the future of rural and provincial
New Zealand.”

Despite a relatively high unem-
ployment rate, the agricultural sector
remains understaffed, as difficulties
in attracting the next generation of
young New Zealand farm workers
takes its toll. If increased access to the
outside world and the opportunities
which the internet facilitates makes
agriculture more attractive, that’s a
big win for New Zealand, says Adams.

“The connectivity itself is not the
important thing, it is what people then
do with it. We see the benefits cer-
tainly coming within business in
terms of productivity, but it goes
further than that. We've seen that
people today can run their businesses
from anywhere in the world. It may
not be traditional agribusinesses. It
could be people living in the most
remote corner of New Zealand devel-
oping apps for the app stores or
feeding into some global business on
the other side of the world.”

‘Tm in no doubt that people will
look back, especially in rural and
provincial New Zealand 10 years from
now and will wonder how we ever
dealt without this type of connec-
tivity.”

Agricultural GPS technology saves time and money

Though GPS farm mapping has been
around for more than a decade, com-
bining it with other technologies to
produce innovative solutions is liter-
ally changing the landscape for our
agricultural sector. Young New Zea-
land firm Tracmap is capturing inter-
national attention with their ap-
proach to precision agriculture.
Precision agriculture combines
GPS technology with sensors and
software to accurately measure tasks
on the farm. Activities like irrigation,
fertilising and harvesting can be
made more cost and time effective
by minimising resource wastage.
Tracmaps solution comes in two

We have seen a 15-20 per
cent efficiency saving by
those implementing our
solution. No more bits of
paper, no mistakes, no
missed areas or double
ups.

Dave Beattie, Tracmap

parts. The first is a head unit installed
in the tractors, harvesters and machi-
nery and is essentially an oversized,
touch-screen GPS unit. It commu-
nicates wirelessly with Tracmaps’
web-based software, so farmers can
track progress in real time, assign
tasks and communicate with the
operators.

“The key benefit so far has been
in harvest. We're still educating and
getting people on board for the grow-
ing season and the applications
where it can be used there. What we
have seen though so far is a 15-20 per
cent efficiency saving by those
implementing our solution. No more

bits of paper, no mistakes, no missed
areas or double-ups,” explains local
Area Manager Dave Beattie.

Revenues have increased from
$500,000 through to $1.1 million over
the past year, with half of that growth
generated from the United States.
“The investment that we've put into
the USisreally starting to pay off, and
we're gaining somereal tractionin the
market there,” says Beattie.

“It's been a very tough road. We're
up against some long-standing,
existing players there but brand
awareness is increasing and there’s a
lot of trust. We've got a local man on
the ground there and that has made

a huge difference.”

Viticulture projects are expected
to be an area of significant growth in
the coming period. Villa Maria pion-
eered the use of Tracmap technology
two vintages ago, with more than half
of all harvesters now implementing
the solution in Marlborough.

California and Australia have now
become prime targets for Tracmap.
Twenty five Australian winemakers
are trialling the technology and it is
hoping to add California in the near
future.

“We're getting a lot of momentum
behind us, now it's time to make
things happen,” says Beattie.
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4G finds a place on the farm

What the agriculture sector really needs to do its work is is mobility, says Vodafone’s networks head

s New Zealand gets serious
about bringing 21st Century
connectivity to the rural
sector, the buck doesn’t
stop with the fixed line Rural
Broadband Initiative. Alongside the
Rural Broadband Initiative, the roll
out of fourth generation (4G) mobile
spectrum and networks is well under
way — not exclusively for those in
major urban centres, but rural too.

Head of Networks for Vodafone,
Tony Baird says getting 4G to the rural
sector is a significant step forward not
just for the rural sector, but all of New
Zealand.

“As of March this year we are
covering just over 187,000 address
points and we want that number to
be over 240,000 by March next year,”
explains Baird. That places Vodafone
well ahead of the Government’s tar-
get.

Under the agreement, Vodafone is
responsible for building 154 new cell
sites and upgrading 387 existing rural
sites. All have to be capable of co-
location for more than one carrier, so
that Telecom, 2 Degrees and possibly
a fourth provider in the future could
all operate from the same infra-
structure.

At present 86 of the 154 sites set
for construction have been
completed, with 42 more planned to
go live this financial year. And 262
of the 387 upgrades planned have
also been completed, with a further
40 planned for this year to bring the
total to over 300.

“While we already have 4G oper-
ating in New Zealand, the pieces of
spectrum which they operate on at
the moment are pretty good in the
cities, but would be very difficult to
roll out on a large geographic basis.
This meant that we couldn't get it to
rural areas,” explains Communica-
tions Minister Amy Adams.

“The 700-megahertz block of spec-
trum which was just auctioned is so

highly prized because it has very
good propagation characteristics. In
practice, what that means is that you
can get a lot more coverage from
single towers and it becomes much
more cost-effective to roll out 4G
coverage across vast areas of New
Zealand.”

Previously the 700-megahertz
spectrum was allocated to analogue
television, but with the Government
officially ending those broadcasts in
favour of high definition, digital tele-
vision, the 700-megahertz band was
opened.

“When we were completing the
auction terms we made a decisions
as a Government that, rather than go
for the biggest dollar value we could
get for selling the spectrum, we
wanted instead to include implemen-
tation requirements to make sure 4G
connectivity was going to be avail-
able to rural New Zealand.”

Under the terms of the auction, all

successful bidders who bought three
or four lots of spectrum were
required to build five or 10 new cell
sites each year for five years in which
they do not currently provide mobile
coverage using their own infra-
structure.

Successful bidders already operat-
ing mobile networks were also
required to upgrade 75 per cent of
their existing 850/900-megahertz
2G/3G sites in rural areas to 4G sites
using 700 megahertz within five
years.

The upshot is that in five years
time, 90 per cent of New Zealanders
will have access to 4G mobile con-
nectivity. But, with a $300 million
state investment in the Rural Broad-
band Initiative, was the additional
rollout of enhanced mobile data capa-
bilities a justifiable expenditure?

“Our argument has always been
that getting fibre to the farmisn’t what
rural people want. They want high

Vodafone’s
rollout is ahead
of target, says
Head of
Networks Tony
Baird.

capacity broadband to the home for
running their accounts and surfing
the internet, but they really want
mobility, because farmers tend to be
out on their land and out of range for
those fixed line connections,” says
Baird.

“I see rural broadband as starting
off with 3G and evolving to 4G and
even 5G in the future,” he says.

“‘By having the physical infra-
structure in place provided through
RBI, it provides a platform for
scaleability to support existing and
future technologies. You've got to
start somewhere, you can’'t always
wait for the next technology around
the corner. What we have built is
absolutely scalable to the 4G and 5G
worlds.”

Adams says the services went
hand in hand and were both neces-
sary. “It's not a case of one or the
other, they are absolutely comp-
lementary programmes.

Off the grid on Great Barrier Island

As part of the Rural Broadband Initiative,
Vodafone has needed to get creative with
how itimplements andinstalls the
infrastructure required for mobile cell
sites. On Great Barrier Island, Vodafone
installed a completely off the grid RBI site
— with a combination of solar power,
windmill power and batteries

“It'sthe most expensive, but also the

greenest cell site which you will ever find,”

explained Tony Baird, Vodafone’s Head of
Networks. “This has been one of our more
technically challenging projects, being
90km from the mainland, without mains
power and inabeautiful yet rugged area.”
“By following sustainable practices
throughout the build, such as minimising

earth disturbance and retaining maximum

bush shelter, and designing an energy
system that will ensure a reliable power
supply tothe tower, we're confident that
we've stayed true to the ethos of the
Barrier.”

Urban drift has undoubtedly been a
factor in New Zealand for the agricul-
ture sector,which struggles to fill job
vacancies despite relatively high un-
employment rates nationally. Tony
Baird, Vodafone’s Head of Networks
is confident, however that the RBland
4G rollout into rural areas will help
attract new people back to farms.
“Central Auckland, Central Well-
ington — they’re both dependent on
a strong agricultural economy. The
rural sector has an increasing need
for labour, but a decreasing labour
pool. There’s still urban drift and a lot

The innovative solution for

of that occurs because the opportun-
ities for education and newer tech-
nologies are available in the city.
There’s a huge social component to
it,” says Baird.

Beyond attracting new workers to
the sector, the rollout of high-spec
mobile and broadband data networks
helpsrelieve some of the pressure felt
through the loss of workers in ef-
ficiency gains.

“The mechanisation and auto-
mation of the rural sector really will
help to compensate for the migration
of rural people to urban areas and

=
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assist in attracting new workers to the
sector. A vibrant rural economy . . .
is absolutely reliant on good com-
munications.”

Increasingly, applications on
smartphones combined with inno-
vative technology is replacing, or at
lest decreasing, the number of staff
required to operate farms.

“Where people were previously
required to monitor land, stock and
equipment around the clock, smart
devices are able to keep track of
themselves and send alerts for im-
portant information.

“Machine to machine uptake is
getting really big in rural New Zea-
land. There’s quite a few applications
whichreally are starting to deliver the
results people envisioned many
years ago,” says Baird.

“‘From managing and protecting
your crop, to compliance manage-
ment and raw efficiency of pick up
and delivery.

“All are simple uses of machine to
machine technology enabled by mo-
bile which make a substantial differ-
ence in the day to day life of those
in the rural sector.”

The statistics

88"

of 4G users have used the
portable hot spot feature on their
handset

4G users are

87*

more likely to
stream music than 3G users
4G users are

74

more likely to
stream video than 3G users

24’

of 4G users access social
media more than 20 times a week
4G users stream

4

times more
content than 3G users
4G users are

2

times more likely to

buy online than 3G users
Interestingly, the

biggest 4G users don’t
necessarily livein

Auckland or Wellington.
When we launched 4G in New
Plymouth, we saw a massive

400~

increase in data usage, compared to
30% or 40% increases in other areas.
@(Based on research compiled 12
months after launch.)

“The reality for a lot of us, especi-
ally in rural communities, is that
business happens on the go and you
definitely need those mobile com-
ponents. They don’'t work nearly as
well without the money being spent
on the core infrastructure work.”

Fencepost
connection

Fonterra have been hot on the play
forimplementing technology
throughout their grassto glass
business value chain. Fencepost was
aninnovative project whenit was
introduced more than adecade ago,
providing farmers with a suite of web-
management applications — providing
milk production and quality
information, financial dataand
transactiontools.

Farmers have been fast adopters
with new technology, breaking any
outdated stereotypes to become the
fastest group of people taking up
smartphonesinthe country.

To keep up withtheir progressive
supplier-base, Fonterradeveloped a
mobile version of Fencepost —
improving the accessibility for both
farmers and providing a platform to
share certain information with other
members of their team.

“Fonterralaunched the Fencepost
app forour farmersin February,”
explained Carla McQueen, Digital
Channel Manager at Fonterra.

“The nature of farming means
farmers are often away from their
computers, so they’'vereally valued
having this information on their
smartphones.”

“The app provides farmers with up-
to-date milk production and quality
information, enabling them to make
timely on-farm decisions,” said
McQueen.

“It's also available for third-party
Fencepost users, such as farmer-
approved farm consultants, vets and
on-farmstafftoo.”
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A silver lining for farmers

Xero has an integrated strategy to help farmers make the most of the RBI, reports Alexander Speirs

t the opening of National

Fieldays, John Key ob-

served that New Zealand’s

agriculture sector is becom-
ing very high-tech. Now Xero, the
cloud accounting firm at the forefront
of our domestic technology industry,
wants its piece of the pie.

Formally launched in June, Xero
now offers proprietary rural account-
ing and farm management solutions
over the cloud platform. “Broadband
has been slower to reach our rural
sectors and areas, but were seeing
now that uptake is really starting to
accelerate,” says Ben Richmond, Ru-
ral Strategy Lead for Xero.

With the Rural Broadband Initiat-
ive reaching a critical mass of
consumers, the infrastructure in
place makes bringing a cloud solution
to the farm a viable option. "We saw
that as an opportunity for cloud and
to get in there with the sector, col-
laborate and lift the profitability of the
industry.

“What we saw with Xero initially,
was that it shifts the accounting pro-
cess from being a monthly, in-the-
office process to one which can be
done on-the-go. Farmers want to
spend their time on the land, that’s
where theyre most productive —
they don't want to be stuck inside
doing the books,” explains Richmond.

“Rod [Drury, Xero CEQ] gets really
excited about lasers on quad bikes —
and they do exist — but the biggest
thing we wanted to solve for the
sector was how to get the farming
team on one single set of data. The
farming team is the banker, account-
ant, farm consultant and of course the
farmer themselves all on the same
system.”

Conceptually, it was clear what
Xero wanted to offer the rural sector
- but formulating an industry stand-
ard solution that would work for the
sector and improve their perform-
ance and efficiency couldn’t be done

by accountants not experienced in
agriculture.

“The first step for us was working
with farmers, our rural accounting
partners, the banks and industry
bodies to develop what is an industry
solution. Think about online banking
and how radically it changed the
banking experience. When we think
about farming in the cloud, we think
about what the opportunities are to
really change and help evolve that
sector.

“We've heard stories about farmers
with multiple budgets, excel spread
sheets all over the place, lots of
different systems and because of that,
there has been heavy compliance
work to do. Financial statements turn-
ing up 18 months down the track, a
total lack of benchmarking.”

Strategically partnering with rural
services company RDI, farming sup-
plier PGG Wrightson and software
firm Figured, an integrated and rele-
vant solution has been developed.

“What we've done with Xero is
provide a best of breed solution —
we've got realtime data coming
through from Xero and were con-
nected to the rural suppliers; it'’s con-
nected to the bank and so trans-
actions are coming in automatically
and it's generating some real ef-
ficiency of information for farmers.

“We've got the farming team work-
ing together, the bank is able to be
invited in, the accountant is doing all
of their end-of-year accounting on the
same platform, all the livestock ac-
counting can be done natively. What
it means its they can work together,

and we'e seeing the focus shift to a
much more forward looking ap-
proach.”

Shifting to a forward-looking ap-
proach would mark a substantial
change in standard operating prac-
tice for most of the farming sector.
There are plans in the future for
integration with the likes of Fonterra’s
Farmgate software to help with
forecasting and budgeting, as well as
more informed decision making.

“It's not about replacing the farmer,
they're still absolutely the brains of
the operation.

What we want to provide is a
toolset to help New Zealanders farm
smarter, ” says Richmond. “The next
phase is to link some of the powerful
on-farm software packages we see
being used into the Xero platform.

Farmers want to spend their time
on the land, that's where theyre
most productive — they don't want
to be stuck inside doing the books.

Ben Richmond, Rural Strategy Lead for Xero

“The cloud gives us that opportun-
ity and my vision for it is to integrate
that with the financial budgets and
forecasts.

“With software that can predict
things like grass growth and lambing
percentages, we can build that into
the forecasts and predict the financial
implications.”

Beyond further innovation in their
agricultural offerings, Xero is now
looking further afield to implement
their all-in-one cloud farming solu-
tion. “Well before an official release
date was considered, inquiries have
flooded in from all around the world
with farmers eager to implement
Xero to improve their management.

“We look to go global with every-
thing. Australia has been fast off the
mark and we’re currently in discuss-
ions with the banks there around the
opportunity. There’s an early adopter
list of accounting partners on board
who are extremely keen to be a part
of this.

“We've also got a lot of interest
from the UK and Ireland, as well as
the United States which are all excit-
ing opportunities for us to pursue. It's
just a process of getting our
localisations right.

“We want to follow the model that
we've done here - create an industry
solution, test it and then take it to
market. We're really looking forward
to rolling this out globally.”

University making a valuable contribution

Brierley Penn

rofessor Peter Kemp

believes Massey University

is critical to the growth of

agriculture in NZ. “Massey
has expertise across the food value
chain that is essential to growth from
animal and pastoral science to busi-
ness management, marketing and in-
ternational trade to consumer
trends,” says Kemp, Head of Massey’s
Institute of Agriculture and Environ-
ment.

“The Government’s economic
growth agenda is to reach $58 billion
by 2025. That's ambitious and a great
target to aim for,” Kemp said.

“However, it will be impossible to
reach without a focus beyond our
traditional export revenue streams.
We musin’t forget about the role of
horticulture, viticulture/wine and
aquaculture industry in the agrifood
sector.”

Massey continues to tailor its
undergraduate and postgraduate tea-
ching to support the industry and to
beinvolved inresearch across the full
spectrum of the agricultural indus-
tries and the food value chain.
Massey and Plant and Food have
partnered to form a Joint Graduate
School in Horticulture and Food
Enterprise, to ensure research capa-
bility that meets New Zealand’s needs
continues to be developed. Massey
has 400 PhD students working in
agrifood. Research collaborations like
this are vital to promoting long-term
growth in New Zealand’s agricultural
industry. Partnerships between uni-
versities, government authorities and

Massey University

As the 19th ranked agriculture
programme worldwide, Massey
University is consistently seeking out
ways to both capitalise on and to
improve its international standing.
Offering degrees in agriculture
ranging from AgriCommerce and
AgriScience, to Veterinary Science
and Food Technology, the university
currently offers 400 papers for study
across agriculture, food and agri-
business. Providing joint majors
across Bachelor of Science and
Bachelor of Business Studies
recognises the increasing need for
expertise in commercial and
traditional agriculture, readying
students for agriculture careers

research institutes allow for resource
sharing and collaboration, which is
crucial given New Zealand's small
footprint relative to other global
players.

Massey is a partner in FoodHQ,
New Zealand’s centre for collabora-
tive food research, and is working
with the other partners to generate
value for food across the value chain.

Kemp believes that adding value
to our great ingredients is the key to
earning premiums offshore.

“Massey’s FoodPilot provides NZ
businesses with the facilities to de-
velop and test new products for new
markets. Massey provides the exper-
tise to help businesses with product
development, to extend product lines
and to meet international regulations.
Massey’s Institute of Food Nutrition
and Human Health works with

Fonterra to develop new products
and processes in the dairy industry.”

Providing safe products to distant
markets is also a key focus, as
burgeoning middle class populations
demand top quality products. Finding
and maintaining New Zealand’s niche
will be dependent on collaborative
research and education of young
leaders in the agricultural industry.
Biolumic, a spin-off company from
Massey, is providing a world leading
system for producing healthier vege-
tables using innovative UV lighting
systems. The NZ Centre for Precision
Agricultureresearch, a unit within the
university, is developing the latest
sensor technology for mapping and

Peter Kemp
believes adding
value is key to
earning
premiums
offshore.

pasture production and quality.
“We work directly with partners
through FoodHQ, Riddet Institute and
OneFarm (Centre for Farm Business
Management) and via our internatio-
nally recognised consultants — such
as Professor Hamish Gow — to help
agri-companies with strategic plan-
ning to grow businesses,” Kemp says.
These partnerships extend beyond
traditional agricultural research, and
into the realms of how New Zealand
can become a world leader in mar-
keting its products and developing
strong global brands. “Massey’s Col-
lege of Creative Arts has industrial
designers working with major agri-
businesses, such as Gallaghers, de-

signing new products and educating
students to be the next generation of
designers.”

An increasing focus in global agri-
culture is in finding the balance
between environmental sustainabi-
lity and agricultural development.
The Institute of Agriculture and En-
vironment strives to support this bal-
ance, supporting production initia-
tives around long-term sustainable
resource use. Degrees in environmen-
tal science and management are avai-
lable, alongside professional short
courses on sustainable nutrient man-
agement for fertiliser company staff,
regional council staff and consultants

“We incorporate aspects of en-
vironmental research within all our
agricultural research, Kemp says. “Ex-
amples are the projects on our two
dairy farms.

“No 4 dairy farmis Pastoral 21 Farm
researching best practices to de-
crease nitrate leaching on heavy, wet
soils. No1dairy farm has Project Dairy
One on it, which is transitioning the
farm so that it provides industry
leadership in decreasing the environ-
mental footprint of dairy farms in
sensitive catchments.”

Meanwhile, The Centre for Pre-
cision Agriculture has developed a
system that enables top-dressing
planes to apply fertiliser only where,
and at the rate, it is required. This
ensures waterways and other sensi-
tive areas are not contaminated.

Kemp is confident Massey will
continue to attractlocal students who
want to be educated at a leading
university, alongside postgraduate
students from every continent.
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[ he case for partnerships

The Primary Growth Partnership (PGP) is a government-industry initiative which is investing in significant programmes of research
and innovation to boost the economic growth and sustainability of New Zealand's primary, forestry and food sectors. It's getting
behind some exciting ventures to develop NZ's agribusiness sector. But it's also attracted some criticism along the way. We put some
questions to PGP chairman Joanna Perry and programme director Justine Gilliland from the Ministry for Primary Industries

Q: The Ministry for Primary
Industries has gone to
considerable lengths to ensure the
media and industry understand
theupside from the PGP
investment. What is the issue you
havebeen trying to fix?
JoannaPerry: The PGP is driving
real innovation that will enable long-
term economic growth and sustain-
ability across the primary sector,and
economic benefits for wider New
Zealand. It will provide a range of
benefits, including creating jobs,
keeping people safe, protecting the
environment and developing new
world-first technologies. In the past
there hasbeen somelevel of
misunderstanding about the PGP and
what it has set out to do.It'simportant
that people understand all of the great
work being undertaken by PGP
programmes, as there is enormous
value from PGP programmes to New
Zealand’s economy, potentially to the
tune of more than $11 billion. The PGP
isabout using smartideas and smart
actionto deliver smartresults.

Q: What's your answer to the
critics who say the PGP Fund is just
"corporate welfare"?
JoannaPerry: Comments that the
PGP is “corporate welfare” are simply
notaccurate,and show a funda-
mental misunderstanding of whatis
atthe heart of the PGP. The PGP is
aimed atinitiatives that drivereal
innovation and grapple with the hard
issues -it'snot about funding
“business as usual” activities. It will
enable long-term economic growth
and sustainability across the primary
sector by partnering with industry,
investing time and money into
innovation and research, working
with talented people and investing
collective energy inindustry
initiatives that will keep new ideas
flowing.

The partnership aspect is what makes
the PGP unique; the government and
primary sector working together to
innovate, fund and deliver in true
partnership-style. Industry must
match or better the government
investment and share therisks.

Other “spillover” benefits will also
stem from the PGP, including more
jobs,access tonew and better food
and other products, and more vibrant
rural communities, with increased
localinfrastructure and investment.
Forindustry, it means more
connected people across the primary
industries and other related groups
so they can share information and
technology, improve their processes
and boost their productivity and
sustainability. For New Zealand asa
whole, PGP is enabling the
development of new, world-first
technologies and boosting our
reputation and image as a producer
of trusted, high quality products.

Q: How do you make sure the PGP
fund is not captured by the
Agribusiness industry's 'hig guns'?
JoannaPerry: PGP programmes
rangeinsize, both in terms of
investment and in terms of the
entitiesinvolved. There are some
larger playersinvolved, such as
Fonterra and Silver Fern Farms, but
there are also smaller, innovative and
equally important organisations.
Examples include the Manuka
Research Partnership Limited (a
group of landowners and
beekeepers), Miraka and Firstlight
Foods. There are also a significant
number of industry bodies, leading

PGP SCHEMES:
WOOL

Programme: NZ Sheep Industry
transformation

Co-investor NZ Merino

total investment: $37 million
estimated benefits:

$250 million
DAIRY

Programme:Transforming the Dairy
Value Chain

Co-investor: DairyNZ/Fonterra

total investment: $170 million
estimated benefits:

$2700 miillion

Programme: New Dairy Products
and Value Chains

Co-investor: Whai Hua partnership
total investment: $3 million
estimated benefits:

$8.6 million

FISHING/
AQUACULTURE

Programme: Shellfish the next
generation

Co-investor: Shellfish Production and
TechnologyNZ

Total investment: $26 million
estimated benefits:

$81 million

Programme: Precision Seafood
Harvesting

Co-investor: Shellfish Production and
TechnologyNZ

Total investment: $53 million
estimated benefits:

$43.6 million

PASTORAL

Programme: New Vision for Pastoral
Agriculture

Co-investor: PG Wrightson Seeds
Total investment: $15 million
estimated benefits:

$200 million

Programme: Clearview Innovations
Co-investor: Ballance Agrinutrients
Total investment: $20 million
estimated benefits:

$348 million

Programme: Precision Application of
Fertiliser

Co-investor: Ravensdown Co-op
Total investment: $10 million
estimated benefits:

$120 million
BEEKEEPING

Programme: High Performance
Manuka Plantations
Co-investor: Manuka Research
Partnership

Total investment: $2 million
estimated benefits:

$925 million

Joanna Perry

programmes on behalf of their farmer
or grower members, such as Beef and
Lamb, Dairy NZ, the Avocado
Industry Council,and NZ Wine-
growers.

The PGP was always designed to
have programmes of sufficient size
and scale to make a big difference.
There already exist other funds for
smaller or community-led initiatives,
such as the Sustainable Farming
Fund. PGP is designed as a potential
next step for those smaller
programmes to take, whichis evide-
nced by the Lifestyle Wines and New
Zealand Avocados Go Global PGP
programmes that wererecently
contracted and are now under way.

Q: How do you audit the results of
the taxpayers' investiment in the
Primary Growth Partnerships?
Justine Gilliland: Tobe considered
for investment, programme
proposals are assessed against
criteriaincluding economic benefits,
spill over benefits, sustainability
benefits, and strategic fit with the
direction of the sector. MPI s assisted
in this process by anindependent
Investment Advisory Panel (IAP). The
IAP usesits expertise and judgment
toadvise on decisions about the
allocation of PGP co-investments, to
help ensure PGP investments are able
toachieve the aims of economic
growth and sustainability.

TheIAP and MPI apply arigorous
assessment process for applications.
Thebaris set high for applications
tobe successful, which isnecessary
given the investment amounts
involved.

PGP programmes have arguably one
of the heaviest monitoring regimes of
any government fund. Programmes
arerequired to have programme
steering groups with MPI
representation, develop outcome
logic models and comprehensive
evaluation mechanisms, and submit
quarterly reports.

Each PGP programme is also subject
toafinancial audit, alongside the co-
investor organisation’s own external
audits. Financial audits have been
conducted for seven programmes to
date with no major issues identified.
Each programmeis alsorequired to
submit annual plans and quarterly
reports to MPI, which are assessed
and considered by MPIand the
independent IAP.

Inaddition, PGP programmes are
required to have progressreviews
approximately mid-way through
each programme. One suchreview
hasbeen completed to date (for the
New Zealand Sheep Industry
Transformation programme),and a
comprehensive summary reportis

Justine Gilliland

available on MPI's website. The
review found that NZSTXisa
worthwhile programme that has
potential to substantially transform
the New Zealand sheep industry and
improve economic outcomesin the
sector.

Q: Thefirst PGP programme
started in September 2010. How
will you measure the success of
the PGP Fund five years out?
Justine Gilliland: MPI hasan
outcomes logic model for the whole
PGP and is actively working to track
the benefits towards those outcomes
atthe portfolio or “whole-of-PGP”
level. Individual programmes are also
required to have outcomelogic
models, with associated measures
and indicators, to enable an
assessment of benefits at the
programme’s end (through arequired
formal evaluation) and over the
longer-term (once the formal
programme has ended). Many of the
benefits from PGP will truly be felt
over thelongterm,ie.infiveto10
years’ time from a programme’s end.
Programmes are alsorequired to set
out and meet milestones. These also
enable assessment of progress
towards the intended benefits, as well
as the more short-term benefit
achieved from the delivery of those
milestones.

MPIrecently commissioned the New
Zealand Institute of Economic
Research (NZIER) to carry out an
independent investigation into the
potential benefits of the PGP and
provide arobust analysis of potential
export growth, GDP growth, and other
economic measures. NZIER estimates
that the PGP will add $6.4 billion per
annum to New Zealand’s economy by
2025. This comprises $2.2 billion of
projected GDP growth from the
government’sinvestment,and $4.2
billion GDP growth from the industry
investment.

The NZIER report further concluded
that the PGP has the potential to
achieve an additional $4.7 billion per
annum by 2025 if all the R&D is
successful, the aspirational stretch of
PGP programmesis achieved, and the
innovations are taken up widely.

The findings provide clear evidence
that PGP is working and is a solid
investment in New Zealand's future.
It confirms that the current PGP
programmes will all make positive
contributions to the primary sector
and New Zealand’s economy, but
goes further by considering the
potential impact of future PGP
programmes.

NZIER’s findings are now being built
into MPT's outcome logic model and
benefits tracking processes.

PGP SCHEMES:
MEAT

Programme: Redefining Meat
Horizons

Co-investor: ANZCO

Total investment: $87 million
estimated benefits:

$630 million

Programme: Marbled Grass-fed Beef
Co-investor: Grass-fed Wagyu Ltd
Total investment: $23 million
estimated benefits:

$80 million

Programme: Red Meat Profit
Partnership

Co-investor: Red Meat Profit

Partnership

Total investment: $64 million
estimated benefits:

$194 million

Programme: Integrated Value Chain
for Red Meat

Co-investor: FarmiQ

Total investment: $151 million
estimated benefits:

$1100 miillion

VITICULTURE

Programme: Lifestyle Wines New
Zealand Winegrowers

Total investment: $17 million
estimated benefits:

$285 million
HORTICULTURE

Programme: NZ Avocados Go Global
Co-investor: Avocado Industry
Council

Total investment: $8 million
estimated benefits:

$110 million

FORESTRY

Programme: Innovative Steep Land
Tree Harvesting

Co-investor: Future Forests Research
Total investment: $7 million
estimated benefits:

$100 million

Programme: Use of Fumigants for
Log and Wood Exports

Co-investor: Stakeholders in Methyl
Bromide Reduction

Total investment: $3 million
Programme: From Stump to Pump
Phase1

Co-investor: Norske Skog Tasman/Z
Energy

Total investment: $14 million
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Helping China to say cheese

Alexander Speirs travelled to China to find out what Fonterra is doing to push itself up the value chain.

ithin China, Foodservi-

ces is Fonterra’s behind-

the-scenes gem as the

dairy co-operative looks
to generate real results from
premium products.

Fonterra’s Foodservices unit —
which has been operating for 12 years
in China — focuses on working with
customers and suppliers to produce
innovative solutions, driving increa-
sed demand for a broader range of
dairy products.

Kelvin Wickham, Fonterra’s Presi-
dent, Greater China, says Food-
services has been a real success in
China and credits Fonterra’s internal
business development model with
how well the unit has performed.

“Our model is very simple — we
pilot, take those learnings and refine
them. Once we've got the model
correct, we roll out and scale. We've
done that with food services here in
China; the farm business is just about
to enter the rollout phase and we
have similar plans for our own brands
here.

“Our businesses are continuing to
grow in China. There is an ongoing
need for imports here to fill the gap
not being supplied locally. Our
Foodservices business is a key factor
in generating that demand and is
growing very quickly from a small
base.”

Diversifying Fonterra’s business in
China is a key play for the co-
operative. The rising price of whole-
milk powder in previous years spur-
red fast-paced growth, but if Fonterra
is to continue to find success in a
rapidly evolving market, breaking a
reliance on commodities is essential.

Whole-milk powder prices world-
wide skyrocketed as demand in de-
veloping countries surged, but the
long-term viability of these trends
may be tenuous, particularly as the
Chinese market becomes more self-
sufficient in the face of wholesale
domestic regulatory changes.

Diversifying away from a reliance
on whole-milk powder comes with its
challenges however, as dairy ingredi-
ents remain unfamiliar to Chinese
consumers. Foodservices looks to fill

Master chef has starring role in

Alexander Speirs

The Foodservices HQ sits atop a high-
rise building atop a shopping mall in
downtown Shanghai.

The innovation Kitchen is the real
centrepiece of the operation. Headed
up by Michael Fan, a former res-
taurant head chef in Hong Kong, it’s
a modern combination of commer-
cial kitchen and laboratory, with pic-
turesque views over downtown.

Though food may be at the centre
of everything in the kitchen, Fan is
undoubtedly the star attraction.

After a brief tour of the facilities,
he takes his position behind the coun-
ter flanked by a pair of eager deputies.
Hands ablur and narrating as he goes,
the charismatic Fan puts on a dairy
master class that wouldn't look out
of place on prime time television.

First on the menu today is a soft
wonton, not unlike tortellini, filled
with prawn and mozzarella and
topped with a creamy wasabi sauce.
For such a seemingly bizarre com-
bination, which raised more than few
eyebrows as it was proudly plated in
front of us, the verdict was unani-
mously and definitely positive.

That sentiment remained as a feast
of fusion tapas and dairy desserts
were presented and quickly
devoured.

“We put Michael on all of our

Our businesses are
continuing to grow in
China. Thereisan
ongoing need for imports
here tofill the gap not
being supplied locally.

Kelvin Wickham
Dairy demand to soaar

this void by promoting a wider range
of products to create new markets.

“Primarily what we are trying to do
in China is drive demand, build our
brand name and build our customer
base domestically,” says Kefei Bu,
general manager of marketing and
business development for Food-
services China.

“We have a real opportunity here
in China to get new businesses using
dairy in their product line. Dairy is not
a part of traditional Chinese food
habits. As the market grows and as
household income continues to
quickly grow, we see a lot of Chinese
families starting to learn the value of
and how to use dairy products”.

Based in a central city office in

Shanghai, Foodservices now has
three subsidiary offices throughout
China, with more in the works.
Strategically based in Beijing,
Guangzhou and Chengdu, the units
assist a growing network of staff on
the ground in China who are cur-
rently operating out of 21 cities with
a plan in place to increase that to 70
cities in the near future. Says Bu, “The
key trend we are seeing in China is
that dairy adoption in food services
is still in the very early stages. Cur-
rently we serve primarily bakeries in
China, but also food service restaur-
ants and we are working with some
of the local Chinese restaurants.”
The baked goods sector presents
a substantial opportunity for the in-
troduction of dairy products and
heads the agenda for Fonterra at
present. Bakeries in China differ sig-
nificantly from those in the Western
world. The goods tend to be much
softer and sweeter and come in a
plethora of colours. The majority are
made from non-dairy products — gen-
erally derivatives of palm oil, and
though they look spectacular, the
taste and texture are pretty unfamil-
iar by Western standards. With new
cream cheese facilities coming

Chef Michael fan in the Fonterra Innovation Kitchen, Shanghai.

videos, we put him on our website
and we distribute DVDs of Michael's
cooking to all our customers.
“They are able to look at the video,
follow Michael’s standard of process
and create their own versions from
his recipes,” says Kefei Bu, general
manager of marketing and business
development for Foodservices China.

It’s a key pillar in the one-to-many
solution set that Food Services offers
its customers.

With such a broad target market
to work with, one-on-one time with
the consultant chefs is optimal from
Fonterra’s end. Dairy though is a
difficult ingredient to work with in
terms of stability and temperature

Dairy demand to soar

Demand for all types of dairy
nutritionacross Chinais
expectedtoreach 70 billion litres
every year by 2020 - about twice
asmuch as is being consumed
today. At present, the demand
fromthelocal market is
increasing faster than supply with
imported products required to try
and bridge the gap.
Fonterralooks to meet the
demand shortfallintwo ways:
importing New Zealand milk into
Chinaand building a supply of
domestic milk producedin China
to New Zealand standards.
“Most of the consumption
locally inthe futureis going to
be from the domestic milk
sources, therefore if you want to
have agood consumer
proposition, you need to be a part
of thelocal milk supply,” says
Kelvin Wickham, Fonterra’s
President for Greater China.
“Thereis good quality milk
here, but clearly there are areas
which are continuing toimprove.
You find thatas youdo you
increase your cost structurein
order to produce high quality
milk. To have all of the controls
inplace,it’s not cheap. At the
moment we can produce milk
cheaper in New Zealand than you
canin Chinaor Europe.”
Long-term however, the goal
inChinaisto becomean
established part of the local milk
supply, with an integrated milk
business that processes milk
fromlocal farms into dairy
products for Chinese consumers.
Fonterrafirst explored the
possibility of local farms witha
pilot farmin Hangu which opened
in 2007 following 18 months of
construction.

onboard in Te Rapa, the team is
looking to drive demand for this
product in a market completely un-
familiar with it. “In China, cheese is

very new to the average consumer.
More and more Chinese people are
getting used to it and it's popularity
is growing,” explains Bu. “We have
conducted consumer research —
talking to them about what flavours
and products are palatable to locals.”

From the research the chefs at
Fonterra’s innovation kitchen devel-
oped 60 recipes incorporating dairy
products. Customers were then
invited in to give their input as the
recipes were narrowed down to
fewer than 10.

“We then brought our recipes to a
broader consumer base who tested
the products and advised on their
favourite flavours, textures and pro-
duct” recalls Bu. “Eventually we
ended up with two standard recipes:
one is a slightly baked cheesecake,
the other is a caramel flavoured
cream cheese pudding. We packaged
these two recipes, gave them a Chin-
ese name and branding, then pack-
aged them and produced marketing
materials”.

The two recipes were launched in
six cities as a pilot, with 200 outlets
selling the product to verify the con-
sumer research on a larger scale and
prove that they can be easily pro-
duced at a technical level

“The national pilot quickly
expanded to more than 1800 outlets
across the country and provided us
with very encouraging and positive
results. We are targeting to have these
recipes in 5000 outlets by the end of
July in China, which will bring an
increase in demand of 1000 tonnes
of cream cheese. We are aiming to
increase that demand by 1500 tonnes
by the end of the year, which would
account for 30 per cent growth”.
@ Kelvin Wickham will take up the
newly created position of Fonterra’s
Managing Director Global Ingredients
on August 1. He will be replaced by
Johan Priem, who is currently a mem-
ber of the Office of the CEO.

@ Alexander Speirs was supported by
the AsiaNZ Foundation for his research
trip to China with a journalism travel
grantandreceived assistance from Air
New Zealand and NZInc Ltd.

Fonterra marketing

We have to
develop recipes
which are
standardised,
welcoming to
consumers and
relatively simple
to produce.

Kefei Bu,
Foodservices China

fluctuations — requiring a specific set
of skills and procedures unfamiliar to
local chefs. “We have to develop
recipes which are standardised, wel-
coming to consumers and relatively
simple to produce.

“If there are five, six, seven steps
involved to produce a final product,
most of the factories here won't be
able to make it,” says Bu. The simple,
standardised recipes are distributed
along with plans and designs for a
range of packaging and promotional
materials that can be used with the
finished products. This approach has
seen quick success for small and
medium-sized businesses looking to
dip their toe in the dairy pool

Some of the leading customers for

dairy ingredients, those with outlets
numbering in the hundreds, don't fit
the mould of the one-to-many initiat-
ive, with Foodservices taking a more
hands on approach when required.

“They want something more
unique and require a recipe which is
exclusive to their outlets.

“For this group of customers at the
very top of the market, Michael and
our advisory chefs work with cus-
tomers on a one-to-one basis and
work with them to develop five or six
creative recipes.

“This is all part of a concerted effort
to integrate dairy into everyday Chin-
ese cuisine, working with scaleable
producers to convert broad demo-
graphics in one fell swoop.”
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Dairying in a different country

etting foot on a Chinese farm

for the first time will feel like

a foreign experience to even

the most experienced New
Zealand farmers.

The vast range of temperatures
experienced in China (-25 to +35 de-
grees Celsius), means cows are kept
in barns year round. The facilities
have far more of a factory feel to them
than New Zealand farms, with cows
furnished with their feed as opposed
to grazing freely in green-grassed
paddocks.

What immediately stands out is
how eerily quiet Fonterra’s farm is.
For 3500 cows, there’s not a peep or
a moo to be heard. It's a factory
environment and everything's pure
business at all times, although we’re
assured that “quiet cows are happy
cows”. Cows are milked three times
daily in milking parlours. With 34
litres of milk produced from the aver-
age cow daily, each single farm has
the capacity to produce nearly
120,000 litres a day.

In contrast to New Zealand, milk
is sold by volume instead of milk
solids weight. Cows brought to China
are selected genetically on the basis
of high-volume producers. All the
milk produced in Fonterra’s Chinese
farms is destined for third party pro-
ducers at present, with Fonterra’s
Kelvin Wickham saying, “eventually
we want to use the milk for our own
brands first, in addition to providing
key customers with milk they are
confident to use”.

That local processing potential in
the future is contingent on a stable
and reliable milk supply locally,
something which would require at
least two fully operational farm hubs.

“Our overarching plan is to pro-
duce one billion litres of milk by 2020

Alexander Speirs visited Fonterra's farm in Hebei to find out
how dairy farming Chinese-style differs from New Zealand

from our own farms in China, and
that’s right on track,” says Wickham.
“We will build another four farms this
calendar year, and as we continue to
build competency we'll start to see
the snowball effect there.”

Fonterra finished its first farming
hub in Hebei Province at the end of
last year. Made up of five farms, the
hubis on track to have 15,000 milking
cows next year which would produce
an estimated 150 million litres of milk
as production ramps up. The Hebei
farming hub cost around $250 million
to build and employs around 500

people, the majority of whom are
sourced locally.

“We learn something new every
time we build a new farm,” says a
Fonterra spokesman. “We've been
able to standardise our design now
and we know what works well. We're
always looking for improvements
though — how to better exploit
economies of scale, how to make our
processes more efficient, how we can
better interact with locals.”

Fonterra is under way with its
second farming hub in China. The
farms are being built in Ying County,

Shanxi Province — about one hour’s
flight from Beijing — and will consist
of two double farms and one single
farm.

The farms will bring Fonterra’s
headcount to 30,000 milking cows in
China, with production at the second
hub expected to begin later this year.

Fonterra has signed land agree-
ments for the second hub of five in
Shanxi Province and is looking to
have four farms operational there by
the end of this year.

“We are able to roll out faster and
on a larger scale at this stage because

we've got the model largely right.
We've got the animals lined up, we've
got land, we've got business licences,”
says the Fonterra spokesman.

“We've been working in Ying now
for fifteen months on all of the due
diligence — technical, water, power,
soil, topography, design work — and
then working with the local govern-
ment officials”.

At the moment Fonterra is stock-
ing its new farms with animals im-
ported from New Zealand. New cows
born on Chinese farms will gradually
be used to stock new farms, but at
present the majority are earmarked
for replacing aging cows on existing
farms.

Self-sufficiency is planned for the
near future, with 2017 targeted and
the aim to be able to stock newly built
farms with calves born in China.

Fonterra must plan its livestock
pipeline three years in advance. This
ensures the right cows are being bred
at the right times to meet the demand
of the new farms.

Cows are carefully selected and
genetically chosen semen is used to
produce the best results for China.
These calves are then reared and
impregnated in turn when theyre
14-15 months old.

They’re then inspected and should
leave New Zealand when they’re 20
months old, enough time to acclimat-
ise in China and get used to the farm
before they calve.

“We have our heifers ready to
leave New Zealand for Shanxi
already,” says the spokesman.”

They're currently in isolation and
will leave in mid-July to come up
here. It's about a 10-day trip up here
on the boat, after which they then go
into quarantine for six weeks before
moving to the farms.”
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INVEST IN WHITE GOLD.
INVEST IN EASTBOURNE DAIRY FARM
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Eastbourne is a prime dairy farm in a high production area of Southland. It has been hand-picked
by Roger and his team for the quality of the land, proven production and its reliable climate.

Returns for Shareholders in Eastbourne are forecast to come from an annual dividend and any
growth in the capital value of the farm itself. A recent DairyNZ Economic Survey concluded that
the total return on assets was 12.3% for Southland farms in 2012/13.

Invest in the booming dairy industry. Invest in Eastbourne Farm with Roger Dickie New Zealand,
the trusted name in forestry and farming investment.

For a copy of the investment statement, visit rogerdickie.co.nz
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100th birthday cake, and cream

Dairy company Tatua is showing no signs of easing up in its quest for innovation, writes Brierley Penn

ot only is New Zealand’s
oldest independent dairy
company, Tatua, celebrat-
ing its 100-year anniversary
in 2014, it is embarking on a series
of projects designed to lift the co-
operative to new and greater heights.

Tatua’s chief executive Paul
McGilvary says the strategy comp-
rises four key themes; growing the
premium over the NZ milk price,
investing in sustainability, creating a
common vision and developing a
talented pool of staff.

As a smaller-scale operation, Tatua
focuses on a higher-value product
mix than commodity-based dairy
companies. In total, Tatua brings in
140 million litres of milk from its own
suppliers, alongside contract milk
from Open Country Dairy. Thisis then
processed for use as ingredients,
bionutrients, food service and con-
sumer branded products, and as
flavour ingredients. Tatua’s smaller
size allows for more refined oper-
ations in market niches.

“But for a company of our size,
some of those niches are quite big,”
McGilvary says. “So hydrolysates is
probably too small for big dairy com-
panies, the big processing companies
in the US and Europe, and even New
Zealand; for them protein hydroly-
sates is just not interesting because
it'’s not big enough for them. But for
Tatua, it's huge. And that’'s what we're
into, and that's what well chase.”

And chase they are. Tatua is
investing in their biggest project to
date, a $65.5 million drier that will
allow the company to expand their
hydrolysates production.

Protein hydrolysates are a spec-
ialty nutritional ingredient, used in a
range of products designed for babies,
geriatrics, and athletes. The key ad-
vantage of the product is its more
rapid absorption into the digestive
system. As it stands, the hydrolysate
industry’s three largest producers are
based in Europe. McGilvary hopes to
change that, using what he cites as
the most advanced infant formula
standard drier in the world. The drier
will process reconstituted milk pro-
duct, expanding Tatua’s current

Tatua’s Paul McGilvary says the future is bright for dairy’s mouse that roars.

processing ability by some 6,000 to
7,000 tonnes per year. The plan is to
have the drier in operation by April
next year, with a period of commiss-
ioning to convert products from old
driers to the new. “We expect on the
basis of having this drier that we will
become the number one hydrolysate
producer in the world. Were cur-
rently about number four.”

The company currently maintains
300 employees and 109 share-
holders, with that number set to grow
further when the new drier comes
into force. McGilvary anticipates a
staff of up to 500 within 10 years. The
expected boost to surrounding com-
munities will be significant, given that

the vast majority of jobs are locally
sourced.

Tatua’s innovation shows little sign
of easing. McGilvary estimates Tatua
could grow its value-added business
up to 10 times using only its current
milk supply, as many of these value-
add products actually use very little
in the way of milk — McGilvary
reminds us that products such as
whipped cream are comprised lar-
gely of gas and cans. This sets Tatua
apart from other milk companies,
who are reliant on increasing milk
production to grow output and
premiums. Investing in key plant
such as the drier will allow Tatua to
expand its product offering, while

working to raise their premiums
above commodity prices. “Our milk
supply is relatively fixed, and our
whole discipline is about growing the
value of it. We keep shifting the milk
from bulk ingredients into products
that have higher margins.”

And the 100-year milestones are
already starting to stack up. This year
has already marked a record milk
supply from Tatua’s own suppliers,
generating 13.22 million kilograms of
milk for the company. A record low
bulk somatic cell count has also been
recorded, indicating the highest milk
quality on record. “We'd love to do
the three things, and have the highest
payout as well — were trying! No
guarantees.”

But domestic capacity expansion
is not enough for what has been
described as the “dairy mouse that
roars”. Tatua is growing in China, with
plans under way to open an office
there. This will sit alongside its cur-
rent office in Japan, and is reflective
of the growing importance of the
country to Tatua’s export revenues.

“To service customers with these
value-added products, they require a
lot of support. It’s not just like buying
a commodity that everyone makes,
we make them specifically for the
customer, and they need a lot of
support to make sure they function.”

Exports make up 94 per cent of
Tatua’s products with the most sig-
nificant markets including Japan (20
per cent), the United States (15 per
cent) and Australia (10 per cent). The
most notable growth has occurred in
exports to China. Five years ago, the
market accounted for only 1-2 per
cent of total exports. Today, that has
reached 17 per cent with continued
growth anticipated.

Tatua has remained reasonably
insulated from some of the changing
dynamics in the Chinese market.
McGilvary considers the increase in
domestic supply of Chinese milk pro-
ducts could be good news for their
value-added product base. “Their
domestic supply is there, but it's
mainly basic products and commodi-
ties. They don't have a big industry
yet that produces a lot of these value-

added products. A lot of our cus-
tomers are dairy companies; we pro-
vide ingredients to use in what they
do, so I think the opportunity is far
greater than the threat right now.

‘Tm sure at some point in time
there will emerge a Chinese value-
added company like Tatua, butit'snot
just a question of technically being
able to do the products, you've got
to have the culture right, you've got
to have the customer orientation,
you've got to have years and years
of understanding how the markets
work and build trust with customers.
There’s a lot more to it than just
sticking a plant up.”

This is a consistent theme from
McGilvary, who believes Tatua has
survived for the past 100 years on the
back of a strong culture among share-
holders and employees. Investing in
people is a priority for the company,
and Tatua is taking its 100-year an-
niversary as a well-earned opportun-
ity to celebrate the co-operative’s
many successes. A book launch, trip
to Japan, ‘birthday party” and gala
dinner are all on the cards.

The botulism scare didn't slow
down Tatua, although McGilvary
believes the long-term cost impact
may be more significant. “We’ve had
to register, we've had tougher import
requirements, but were a bit lucky
like that because we meet those
requirements in Japan anyway, so we
sort of felt quite geared up to do that.

“In the long term what I think it's
done is put pressure on NZ's quality
assurance systems.”

Asthe New Zealand dairy industry
opens up further, with newer com-
panies such as Synlait, OCD and
Miraka gaining a bigger toehold in the
market, possibilities are growing for
Tatua to resume trading more with
other milk companies. This became
more difficult after Fonterra’s consoli-
dation of the market.

McGilvary says Tatua’s future is
looking bright, reinforced by confid-
ence from staff and shareholders.
“They see we're developing, they can
see growth, they can see our revenue
will move towards $400 million over
the next 10 years.”

Couple’s lifestyle choice great business

Brierley Penn

Before entering the dairy industry
five and a half years ago, Charlie
McCaig said that he had never really
come within three feet of a cow.
Moving to New Zealand from office
jobs in Britain, Charlie and wife Jody
had envisaged a similar lifestyle in
Auckland and Wellington. However,
five years on, the Taranaki-based
couple have been awarded New Zea-
land Sharemilkers/Equity Farmers of
the Year at the recent NZ Dairy In-
dustry Awards, and foresee a positive
future in dairy farming ahead.

The awards represented an oppor-
tunity for the McCaigs to build profile
and networks in the agricultural in-
dustry. “Neither of us come from
farming backgrounds, so we got into
the dairy industry on the bottom
rung. It was pretty clear straight away
that you need to have good networks
in farming in order to succeed,” Char-
lie says.

“The competition sells itself on two
fronts really; one is to give you the
ability to benchmark yourself against
other people and see how well you're
doing, and the other is building up
really good networks of people, being
either peers or people who are way
ahead of you.”

The couple first began to dabble
in dairying as they helped with relief
milking for Jody’s brother. Over time,

as they expanded to relief milking for
other farms, the appeal of full-time
dairy farming grew. “The more people
you talk to, the more people start
talking about their journey through
the industry. There are a lot of people
who don't start off farming .. Once we
were in and started talking to people,
we saw how much positivity there
was about the progression that you
can make in the industry and the
expertise that you can build.

“We had aspirations of doing some-
thing interesting with our lives, and
for me, pretty quickly that thing be-
came dairy farming,” Charlie says.

Also crucial was the potential to
build a career which could allow for
a family lifestyle alongside capital
growth and personal development.
“All these people that we saw doing
it, were doing it with their families by
their sides as well. They were all self-
employed and working hard at build-
ing their futures, but it was very much
a family affair, and that was pretty
different to anything I'd seen before.”
Now, with two young sons, farming
allows for a work-life balance that
would probably be impossible in
other sectors.

“If you compare the last five years
and what we've been able to achieve
as well as having two children, to the
previous five years, there is no com-
parison in terms of how much we've
learnt and how much money we've

Happy sharemilkers Jody and Charlie McCaig.

been able to earn,” Jody says.

“You get the financial benefits of
both parents being in full time em-
ployment, but you don't have to put
your kids in daycare to achieve that.”

The McCaigs recently relocated to
a new Taranaki-based farm, where
they are 50 per cent sharemilking.
However, their goals are not focused
on farm ownership, somewhat
uniquely in the dairy industry. “We
don’t necessarily have an aspiration
to own our own dairy farm,” Jody
says.

Instead, they are focused on life-
style goals, such as travel and finan-
cial freedom. They travelled around
Europe extensively in their youth, but
on a budget. “In our 60s, we'd love
to be able to live that lifestyle again,
but with money. To be the people you
saw eating in restaurants and sleep-
ing on mattresses in hotels rather
than finishing off your €2 bottle of
wine and slipping into your tent. So
our goal is a lifestyle goal really; we
want to be able to be in our 50s and
have choices.”

However, this broader ambition
has specific financial targets behind
it. “There’s an equity goal for 20 years
time that will provide that lifestyle for
us, and so we started with that and
then worked backwards. We've got
five, 10, 20 year goals in terms of our
equity growth that we need to
achieve in order to keep our high
level target.”

Neither Jody nor Charlie had ter-
tiary qualifications in agriculture
prior to entering the dairy industry,
but they cite business nous and de-
termination to succeed as crucial
factors in their success.

“Farming is still very much applied
knowledge, it’s all about getting out
there and doing it. Your skill is ap-
plying the technical stuff to the real
world in a practical way.”

Asked whether the dairy industry
is doing enough to attract potential
farmers such as themselves, who
aren't from farming backgrounds, the
McCaigs are positive about what is
being done in the sector. However,
there is always room for growth. “The
more positive stories about dairy
farming are published, hopefully the
more people realise that you don't
have to be a farmer’s son or daughter
to make a go of it,” Jody says.

“The more people you have in the
industry bringing new ideas and new
attitudes in, it's going to be better for
the entire industry.”
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FARMER OWNED
FARMERLED

We are a co-operative of New Zealand farmers.
For over a century we have led the way in dairy and
our ingenuity is built on generations of expertise.

E % That's why we work hard every day to secure the future
success of New Zealand’s dairy men and women.

We are dairy for life.

N,/

Dairy for life fonterra.com/about
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The brand new strategy

Goodman Fielder is adapting a strong local profile to meet the export market, reports Alexander Speirs

oodman Fielder, one of New

Zealand’s largest food com-

panies, is making a major

business shift from trading
to brand-building. Some of New Zea-
land’s most recognisable brands fall
under the Goodman Fielder umbrella,
a strategy which will attempt to be
replicated as the proportion of pro-
ducts being produced becomes more
reliant on export.

“We make 450 million units for the
New Zealand market every year
which means every man, woman and
child buys us twice a week. So in
terms of the scale and presence there
wouldn't be another FMCG (Fast-
Moving Consumer Goods) player in
the world that has that many touch
points every single day of the year,”
explained Peter Reidie, Managing
Director of Goodman Fielder New
Zealand.

About 90 per cent of all of Good-
man Fielder’s produce is destined for
the New Zealand market, a relative
rarity for a New Zealand food supplier
in the contemporary marketplace.

“Brands like Freya’s, Nature’s
Fresh, Meadow Fresh and Edmonds
are all uniquely New Zealand brands
which is great. Our point of difference
is rather than bringing an interna-
tional brand from somewhere else as
Nestle would or Campbell's would
and trying to impose that on the New
Zealand market, we are very enthu-
siastic about building brands
uniquely for Kiwis.”

The remaining 10 per cent of Good-
man Fielder’s production is destined
for the international market, and is
growing quickly with a “bullseye on
China” according to Reidie. The key
product in Goodman Fielder’s grow-
ing export strategy is UHT (ultra heat
treated) long life milk, sold under the
Meadow Fresh brand — with growth
over the past 5 years averaging
between 15 and 25 per cent each year.

“As Asia in particular develops and
seeks New Zealand food products,
we're very well-placed because we're
the New Zealand food manufacturer,”
explains Reidie. “It's growing incred-
ibly rapidly and there’s a huge chang-
ing demographic of the income pro-
file in China; coming with that is a
quest for quality food. There’s so

many boxes that we tick over there.

“We don't dry any milk [for infant
formulal. That's a commodity game
and that’'s where Fonterra’s scale is
significantly superior to anyone else
in the market. We don’t see an op-
portunity to go there, but we do see
an opportunity to use our domestic
dairy market expertise and develop
options for Southeast Asia and China,
but in particular China.

“In China, everything that is sold
is a bring-in sourced from ourselves
and manufactured in New Zealand or
Australia.

“Our people on the ground are
effectively an importing office whose
brief is to grow the brands were
asking them to grow.”

-
=
-

Reidie points to Meadow Fresh,
“‘we don't have two brands, it's the
same in New Zealand and overseas.
So the challenge is to develop Mea-
dow Fresh in a way that keeps it
strong and appealing in New Zealand,
yet also relevant to the Asian market.

“Our brand is stronger in New
Zealand in the value-added category.
We see developing value-added pro-
ducts for the Chinese market as a big
part of our strategy going forward.
They might not be the same products
as we see in New Zealand, but they’re
identifying needs for the Chinese
market and then meeting them.”

The key for Goodman Fielder
growing in China will be developing
the supporting infrastructure around

Goodman Fielder’s
Peter Readie, and
some of the
Meadow Fresh
products being
marketed in China.

their business locally.

Distribution had thus far proved
effective and relatively issue free, but
pressures on an ad-hoc supply chain
can emerge as quantities scale up.

At present large customers are
supplied directly, with smaller and
more fragmented buyers serviced
through local distributors.

Prospective partners are being
investigated within China to improve
both distribution and demand, with
Wal-Mart said to be leading the pack.

“If that was to proceed, one of the
things they see as an opportunity is
what we make on top of their distri-
bution system,” says Reidie.

“Working with a customer base
who understands the psyche of
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where we are coming from, but can
also help us with their knowledge of
that market. But things aren't rad-
ically different from when youre
going through the alternative distri-
bution methods.”

Though demand for premium
dairy products has presented oppor-
tunities for Goodman Fielder, the
rising costs of raw milk globally have
put pressure on the business.

“For us that means our milk input
cost has gone up every quarter and
that provides us a challenge as pass-
ing on those milk price increases has
really been undoable

“What we're seeking to do is grow
our brands and we'e trying to inno-
vate and lead the market and do
things differently.

“We've recently reformulated our
entire Meadow Fresh yoghurt range
and that range now has 25 per cent
less sugar than is has previously so
it's healthier, while also containing a
larger proportion of fruit.

“We think we can make points of
difference by doing things like that
which will hopefully help the price
equation go away a bit.

“It gives our brand a point of differ-
ence, which doesn’t necessarily mean
that we price up but hopefully ena-
bles us to sell less on promotion or
gain volume on the back of that”

Fnjoy dairy's rise, but save for a rainy day

Alexander Speirs

Global food commodity prices have
risen steeply as a whole over the past
decade. Despite a major drop-off
caused by the Global Financial Crisis
between 2008-2010, global prices
have recovered.

Throughout that period, New Zea-
land has reaped the benefits of a
relatively insulated Chinese econ-
omy continuing to grow and demand
high quality food products — particu-
larly from our agricultural sector.

Europe remains the world’s largest
dairy exporter, accounting for more
than one-third of total world trade in
dairy products. However, in terms of
exposure to the fortunes of the dairy
sector, New Zealand stands out
among other dairy exporters, accord-
ing to HSBC.

Despite accounting for only 3 per
cent of global dairy production, New
Zealand is involved in 20 per cent of
the world’s trade in dairy products.
Putting that in perspective, Australia
also has significant exposure to the
sector account for only 6 per cent of
world dairy trade.

China is the world’s largest dairy
importer, accounting for 7.4 per cent
of the total in 2011 with levels surging
since, to be up by 97 per cent in terms
of value over 2012 and 2013. The

effect for world dairy has seen prices
rise to record levels, with further
growth anticipated.

“A surge in Chinese demand for
dairy products has significantly
boosted New Zealand’s exports to
China in recent years. New Zealand
is now, by far, China’s most important
source of dairy products, with pro-
ducts accounting for 60 per cent of
China’s total dairy imports,” explains
Paul Bloxham, chief economist for
HSBC in Australia and New Zealand.

“To the extent that New Zealand
is doing better than the developed
world, a big part of that story is its
reliance on China. You can't have it
both ways, either you're reliant on a
strong trading partner like China and
they're helping you to grow or youre
not, in which case youre not doing
so well. I don't think there’s a sense
that you can be over-reliant on one
economy, I think it's very fortunate
for New Zealand that one of its biggest
trading partners is one of the fastest

Glen Murphy, NZTE
regional director in
China, at the
Fonterra Stand at
the China Dairy
Expo and Summit
in Xian this year.
Picture / Mark Mitchell

growing economies in the world.”
Dairy prices have surged over the
past year, as the strong Chinese de-
mand, along with earlier supply re-
strictions, have significantly lifted
prices. Dairy prices increased by
around 50 per cent through 2013 and
this has seen New Zealand’s terms of
trade reach 40-year highs, providing
a significant boost to the economy.
“That’s not to say that New Zealand
shouldn't also be aware of the risks
that it exposes itself to — a potential

fall in commodity prices or a drop in
the demand for a particular commod-
ity you produce. In order to mitigate
the risk a good approach is to save
some of the returns in the good times,
not treat the full increase in commod-
ity prices as if it is permanent.”

New Zealand is even more ex-
posed to the overall fortunes of the
of the food commodity sector. Des-
piteits diminutive size, it is the world’s
second largest exporter of dairy pro-
ducts and sixth largest exporter of
meat products. Agricultural exports
make up 45 per cent of New Zealand’s
total exports.

“The rural sector in New Zealand
has more limited growth potential
Instead, the biggest impact for New
Zealand of strengthening demand for
food commodities will be through
prices.”

Comparatively, agricultural pro-
duct prices haverisen by far less than
metals and energy prices over the
past decade, but could be the next big
story. As incomes rise and the middle
classes expand in the emerging econ-
omies, populations are expected to
demand higher quantities and
qualities of food. “History shows that
as countries get richer, demand for
the finer foods such as meat, dairy,
sugar and edible oils rise faster than
for more basic foods.”
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When bigger can mean better
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Mark Steed and Raynor Martin

ff-farm irrigation infra-
structure such as dams,
canals and pipe distribution
networks is a growing sec-
tor, and has an important part to play
in the New Zealand economy. How-
ever, the sector is at a crossroads in
terms of the nature of that growth.

The industry has been character-
ised by changing national policy set-
tings, inconsistent and at times
unclear regional nutrient target set-
ting, lack of co-ordination among
schemes and across regions, an in-
ability to balance stakeholder dem-
ands equitably — and, under-
standably, decisions to build infra-
structure have focused on short-term
immediate demand. If this continues
unchecked, the sector will grow
slowly, leading to suboptimal re-
gional economic and social growth.

The continued development of
smaller, localised irrigation solutions
will mean less ability to address en-
vironmental issues on a region-wide
basis where large-scale irrigation
schemes have enormous incentive to
work with water users to achieve best
practice environmental techniques.

For this sector to grow more
sustainably and in an organised
fashion that makes long termregional
sense requires clear consistent policy
from regulators, strong national and
regional co-ordination, best practice
nutrient management and monitor-
ing technology, the correct environ-
mental incentives and penalties, and
continuing innovation from suppliers
and capital providers.

Large scale pan-regional harves-
ting, storage and distribution of water
has always been a significant indus-
try. However, in the past this was
more for power generation and
urban/town water supply, than for
agricultural purposes. The sector’s
growth should accelerate, driven by
the following macro factors:

® The cost of investment into

agricultural land and on-farm infra-
structure is considerable and NZ
farming is accelerating the shift to
corporatised shareholding structures
in line with other countries globally.
The introduction of increased corpor-
ate governance, financial manage-
ment, and new on-farm management
techniques focuses the business
more directly on strategic growth and
risk management, areas which natur-
ally align to surety of supply of fresh
water.

@ With many millions of dollars
in investment required to implement
best practice operations, farm oper-
ations simply cannot leave them-
selves vulnerable to drought or cli-
matic risks which are potentially be-
coming more frequent due to climate
change. This is similarly the case for
town and community access to water
where investment in harvesting and
storage is increasingly being consid-
ered to protect regional waterways
and ensure supply of fresh water.

® From an environmental per-
spective (irrespective of agricultural
demand), harvesting and storage of
water is being considered by regional
councils as a solution to ensure flows
can be maintained at satisfactory
minimum levels to both protect fish
and plant species and also to provide
a flush within river environments.

S T

@ Decades ago, NZ was a country
of sheep farms with some dairy and
cropping diversification. This was
largely due to climate and soil types
across regions. Changing demand for
food outputs from the markets that
we serve is leading farmers to inno-
vate with new produce. The key to
achieving this increased level of
diversity and potentially higher value
output is reliable future proofed irri-
gation. Contrary to many views, re-
liable and affordable irrigation should
lead to more diversity in land use
across many regions, rather than the
common misconception of a sole bias
towards dairy conversion. Inno-
vation into higher value agricultural
outputs flows through the supply
chain, leading to new processing tech-
niques and new exporters.

So will this inevitable growth be
strategic and long term focused?

From a policy and regional co-
ordination perspective there is a long
way to go and an enormous number
of issues requiring resolution. How-
ever our positivity is that the actions
and implemented policies are a
starting position that can now be
refined and improved upon. The
work of the Land and Water Forum,
the target setting by Regional
Councils, and the greater integration

of a pan-regional water management
strategy (Canterbury Water Manage-
ment Strategy) are all positive signs.

Why is larger scale pan-regional
irrigation infrastructure ultimately
going to be the most effective tool to
assist in the acceleration of farming
best practice for nutrient manage-
ment? The growth of larger irrigation
schemes provides corporate re-
source that serves individual farms
with water supply but ultimately
must make critical decisions for the
greater good of a wider catchment of
farmers across the region. Irrigation
companies are able to accelerate en-
vironmental management best prac-
tice within their districts through;

@ Having specialists working with
farmers across the catchment to en-
sure that target-setting, farm manage-
ment planning, system monitoring
and the audit process, is robust and
understood.

@ Ultimately the irrigation com-
pany has a far greater stick than the
regional councils with regards to the
penalty for non-compliance which is
to turn water off to those farms that
cannot meet the environmental
hurdles to protect the interests of the
wider catchment.

@ The irrigation companies also
facilitate sharing of best practice
across their scheme to continue to

accelerate the lift in environmental
performance.

If the enormity of environmental
and policy challenges are able to be
overcome then the simple fact is that
the nature of this off farm infra-
structure should have appeal to capi-
tal providers. However, this in itself
has challenges that need to be dealt
with such as; how the interests of the
water user are protected; how the
infrastructure can be built to achieve
an affordable water price; should the
costs of this infrastructure (dams and
canals) be an inter-generational pay-
back given the long life and multi-
generational benefits; in the future
where will the value of a reliable
supply of water lie — in the water or
in the land; how can we finance the
building of assets for future
generational demand and not just to
meet today’s needs?

The direct value of this growing
industry, in the short term, will be
largely locked within land values.
Some value will also continue to be
captured within the wider regional
social, environmental and economic
uplift that investment into water
harvesting and storage may bring to
communities.

Attributing costs to the relevant
beneficial parties can be difficult. In
time there is the potential for a de-
coupling of the water asset from the
land asset, which will enable more
realistic and transparent value to be
placed on large scale irrigation assets.
Being able to clearly view the value
of irrigation infrastructure will enable
capital providers to better assess
long-term investment into this sector.

There are considerable challenges
to overcome and many stakeholders
to continue to engage. However,
water remains NZ's single most im-
portant asset and the maximisation
of this asset for social, environmental
and economic performance must be
something that we continue to aspire
to achieve.

Westpac is committed to support-
ing the sector and has recently pro-
vided capital to support the green
field build of the Central Plains Water
canals and distribution systems,
along with the piped refurbishment
of the Valetta Irrigation scheme.

This year Westpac was awarded
the title as the Worlds Most
Sustainable Company at the World
Economic Forum in Davos.

Niwa localises forecasts with Farm Met

Bill Bennett

One of the most powerful super-
computers in the Southern Hemi-
sphere earns its keep producing ac-
curate, up-to-date and tailored
weather forecasts to help farmers
make better decisions.

The $13 million, IBM-built Fitzroy
sits at the National Institute of Water
and Atmospheric Research’s Greta
Point campus. From there it connects
to a nationwide network of 300
weather stations to provide highly-
localised forecasting for Niwa’'s Farm
Met service.

Niwa chief scientist Murray Poul-
ter says the service can provide
separate, tailored forecasts for areas
as little as 12km apart. The
supercomputer is needed to break
the country into smaller cells, Poulter
says. Doubling the resolution — the
distance between separate forecast
areas — means a 16-fold increase in
the number of calculations made on
the computer.

He says reports are taken from the
weather stations every two hours, so
Farm Met provides immediate fore-
casts as well as reports on what is
likely to happen over the next two
days, the next six days and the next
fortnight. There’s also what he calls
a heads-up report on the likely

B T

weather patterns over the next three
months.

“Because we've tailored the fore-
casts to specific areas, the informa-
tion provided is more relevant to the
individual farmer.

“For example, with the short term
forecasts we tell them what the rain
is likely to do and what that means
for the moisture in the soil. That may
mean they need to irrigate or they
can use the information to make

Niwa spreads
the word at
Fieldays 2014.

decisions about using fertiliser. If
flooding or high winds are likely
farmers can decide whether they
need to move stock. The data can also
tell crop farmers the best time to
harvest.”

The longerterm forecasts are
more in the nature of whether tem-
perature and rainfall will be above
average, below average or just aver-
age. This takes into account condi-
tions out in the Pacific Ocean, such
as the El Nino and La Nina patterns.
Poulter says this information is useful
for planning purposes and optimising
farm operations. It provides insights
such as how the soil conditions com-
pare to previous years.

Poulter says Niwa developed Farm
Met after studying ways it could
provide weather forecasts in ways
people could use them. There are
products for other industries but the
primary sector is probably the most
important customer.

Farm Met is run as a subscription
service. Farmers pay $370 a year per
farm for the information, roughly a
dollar a day. When signing up, they
are asked to provide location details
so the information can be tailored.

Information from Farm Met is pro-
vided in a series of easy to read
graphs that farmers read using a
browser.

Poulter says the service was de-
signed from the start to be easy to
use. “We set it up so that it scales if
farmers want to view the data on
smartphones or tablets. It works with
a wide range of devices”.
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They’re eating our yoghurt here — in Chile. Soprole is Fonterra’s oldest offshore investment.

Latin translation

Brierley Penn finds out what's happening in this new market

“ hile some of the
industries may be

20 years behind

us, they're not go-

ing to take 20 years to catch up,” said
Matt Macfie, of Gallagher. This epi-
tomises the approach of the increas-
ing number of New Zealand agricul-
tural businesses with involvement in
Latin America, many of whom deliver
value propositions to the South
American  agricultural industry
which aim to lift performance and
productivity to parallel New Zealand
farming standards.

The need to change the mindset
of the Latin American market was a
common theme among New Zealand
businesses involved in the region,
most of whom operate at a much
higher quality level and price point
than is traditional in the market. Cost-
effective land and labour, but favour-
able environmental conditions create
an opportunity to produce high qual-
ity farming productsin Latin America,
without the high cost burdens faced
in other parts of the world. But things
don't happen overnight, and inves-
ting in strong distribution arrange-
ments and farming education initia-
tives will be key to driving change.

NZTE and wider government
initiatives have been supporting this
drive towards Latin America, a mar-
ket which offers significant potential
as an emerging market leader. The
PM’s Trade Mission to Latin America
last year has been followed up by a
range of smaller missions and bi-
lateral visits, which have created a
platform for NZ businesses to further

their involvement in the region.

Jason Barrier of Tru-Test cautions
that it is important for this diplomatic
and relational progress to translate
into tangible gains for businesses in
the region. “Certainly there is a lot
more contact recently on a political
and educational level, and there is a
lot of talk around the “Latin American
opportunity”. But to be fair, that’s
nothing new. The key point is; will all
this “talk” produce greater engage-
ment of businesses between NZ and
Latin America? Hopefully it will.”

Overwhelmingly, experiences in
the region have been positive, with
NZ companies finding the Latin
American environment a relatively
easy place to do business. However,
that’s not to say the market does not
come with its challenges, notably
with regard to protectionist meas-
ures, and political and economic vola-
tility in key markets.

“There’s huge agriculture and live-
stock within Argentina and Brazil,”
said Matt Macfie of Gallagher. “But
those two markets are probably the
hardest to access due to tariffs in that
region.” Even in Chile, Gallagher’s key
Latin American market, Macfie cites
product testing regulations as being
onerous and costly. “But that's how
the Chilean market works. At some
point you just have to accept that’s
the process, and work around it as
best you can. Where possible, NZTE
can help us speed up that process or
get rid of it altogether. But these are
the challenges that come with expor-
ting into these weird and wonderful
places around the world.”

And this is where government and
NZTE support is designed to assist
businesses working on the ground in
the region. Alex Turnbull of Fonterra
believes the PM’s mission has opened
doors for smaller players in the re-
gion, particularly in the education
sector, and continues to assist Fon-
terra in getting access to meetings
with high level government officials
in key markets.

Collaboration between NZ com-
panies in the Latin American market
will also be important, and Turnbull
suggests a number of smaller projects
have sprung out of the recent trips
between Fonterra and other com-
panies attending, which never would
have happened had they not been on
the ground together. Finally, Macfie
of Gallagher cites the long-standing
involvement of government officials
such as Minister Tim Groser as build-
ing personal relationships which can
support growth for NZ trade relation-
ships. “Tim Groser has been doing this
for 30 years, so his relationships go
back three decades. While the gov-
ernments may change, he’s still deal-
ing with the same departments and
the same people. Governments come
and go, but the people within them
normally stay.”

As Turnbull so rightly points out,
“I could yabber on and PR your pants
off in NZ, but fundamentally the re-
sults we release in a year’s time will
be testament to the story I've told you
today.” The Latin America story will
certainly be one which is watched
closely by NZ agribusiness partici-
pants in years to come.

BRAZIL

New Zealand'’s relationship with Brazil
is growing, with investments, many in
the dairy industry, estimated to be
worth over $300m. However, in most
sectors the Brazilian opportunity
remains untouched. Despitea
population of 200 million,and a GDP
inthe top 10 internationally, Brazil was
ranked amere 42nd in New Zealand’s
totaltwo-way trade statistics.
Thisislargely a consequence of the
Latin American country’s high levels
of protection, with steep tariffs on
goods which compete with locally
produced products. A simple export
model typically will not work for NZ
businesses.

However, despite the large scale of
their farming operations, productivity
and yields on Brazilian farms remain
well below New Zealand levels. This
presents significant opportunities.
New Zealand innovations in genetics,
pasture management systems, farm
equipment and traceability systems
canassist Brazilian farmersinadding
value. Companies such as Fonterra
and Leite Verde are getting tractionin
Brazil through joint venture
arrangements, or by assembling or
manufacturingonthe groundin Latin
America.

CHILE

NZ has had along and stable
relationship with Chile, with 145 of
NZTE’s customers focused on the
country. Similar pastoral based
farming systems offers opportunities
for NZ products and servicesinareas
ranging from animal healthand farm
equipment, to genetics and effluent
management systems. NZ and Chile
are progressing co-operationin
agricultural technical training, again
drawing on similarities in the two
countries’ environmental features to
provide educationin best practice
farming and technology use.
Adelegation was sent to the Chilean
equivalent of Fieldaysin Osorno
earlier this year, as part of NZTE’s work
to promote NZ pastoral farming
expertise and agri-technology.
Technology companies and their
distribution partnersin Chile were able
todemonstrate their products to
farmers, buyers and distributorsina
dedicated NZ farm technology

L.ands of opportunity across the Pacific

Tim Green

With the world’s population tipped to
reach nine billion by 2050, global agri-
culture production is required to in-
crease by 70 per cent to meet the
world’s increasing demand for food.

Our global reputation for farming
expertise and high-quality food pro-
duction systems puts us in a good
position to not only contribute to the
global food supply, but also to help
other countries produce their own
more efficiently.

The Asia-Pacific region is expected
to see the greatest demand for food
over the next two decades so oppor-
tunities for New Zealand agribusin-
esses are right on our doorstep, includ-
ing in Latin America.

New Zealand and Latin American
countries have much in common: tem-

perate climates, often rugged terrain,
strong trading and diplomatic relation-
ships as well as a shared history of
agriculture production.

Over the past 18 months there has
been a heightened interest in Latin
America, and the opportunities for
New Zealand; Latin American interest
in New Zealand is equally strong. At
Fieldays in Hamilton recently, New
Zealand Trade and Enterprise co-
hosted an event attended by 140 Latin
American delegates, along with
journalists from Brazil and Mexico.

In Brazil, overall dairy productivity
is well below New Zealand's and
Brazilian farmers are blown away by
the quality of our dairy cows and milk
and the efficiency of our farms. There
is huge potential for Brazil to substan-
tially improve dairy sector perform-
ance and for more specialisation

within the industry, which presents big
opportunities for New Zealand in areas
ranging from genetics and pasture
management systems to farm equip-
ment and traceability systems.

In Mexico there is also increasing
interest in New Zealand livestock as
part of Mexico’s National Re-stock Live-
stock programme, an opportunity we
estimate is worth around $40 million.

As part of NZTE's work to promote
New Zealand pastoral farming exper-
tise and agritechnology in South
America, earlier this year we ran a
Fieldays-type event in Chile, which has
similar pastoral-based farming systems
to New Zealand, and where there are
opportunities in animal health, farm
equipment/machinery, seeds, techno-
logy, genetics, effluent management,
training and consultancy.

Colombia offers a new set of oppor-

tunities for New Zealand as the country
continues to experience strong
economic growth and increased stab-
ility. Its dairy sector is on the verge of
a productive transformation, the cattle
farming industry is developing rapidly
and the Colombians are keen to learn
about our simple and efficient ap-
proach to farming technology. Gen-
etics, quality control and farm assur-
ance systems and farm management
equipment have been identified as
areas of opportunity and New Zealand
expertise can help Colombia build a
competitive, productive sector.

With solid interest and specific op-
portunities from both sides, the future
is looking bright for further develop-
ment of agribusiness.

@ Tim Greenis General Manager
International, New Zealand Trade and
Enterprise

country

promotion. Although a small market
compared to neighbouring Argentina
or Brazil, Chile ranks highest of all Latin
American countiesin the World Bank’s
annual ease of business survey. Under
the P4 Agreement, all Chile’s
remaining tariffs on NZ exports will be
phased out by 2017, and the country
supported around $108.9 million of NZ
exportsin2013.

COLOMBIA

There are significant opportunities to
grow trade between Colombiaand NZ,
and use NZ’s expertise to build
productivity and competitiveness
withinthe Colombian agriculture
sector. The cattle farming industry is
developing rapidly, and farmers are
keentolearnabout our simpleand
efficientapproach to farming
technology. Areas in which specific
opportunities have beenidentified
include animal genetics, quality
controland farmassurance systems
and farm management equipment.
New Zealandis also interested in
promoting strategic alliances for
agricultureresearch.

NZTE has noticed a distinctincrease
intwo-way activity between NZand
Colombiasince the PM’s Trade Mission
last year. Theincreased stability within
the country and its strong economic
growthinrecent years will continue

to support growth for NZ companies.
The number of NZTE’s customers
targeting Colombia has almost
doubled since last year, and continues
toincrease almost weekly. The second
mission to Colombia, led by minister
Nathan Guy earlier this year, was as
adirectresult of increased interest
stemming from the PM’s mission.

MEXICO

Thereisincreasing interestin Mexico
in NZ livestock, both dairy cattleand
sheep, as part of Mexico’s National Re-
stock livestock programme, working
with four Mexican states (State of
Mexico, Hidalgo, Veracruzand
Tabasco). NZTE estimates this
opportunity to be valued ataround
$40 million. Three agricultural-related
visits to NZ by Mexican delegations
have taken place over the past 12
months. Thereis also interest from
avocado producersinusing NZ’s
technology for producing avocado oil.

Tim Green
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SuUilding on a household name

Fonterra is looking to build its presence in Latin America. Brierley Penn talks to managing director Alex Turnbull

onterra is looking to leverage

off key brands in the Latin

American market to build

their regional presence, and
move further up the value chain into
less commodity-based goods.

Of their seven strategic platforms,
Fonterra is focusing on the potential
in Latin America to grow and lever-
age their brands in everyday nu-
trition, and to exploit their
foodservice potential.

The region offers significant poten-
tial to the company, particularly in
the development of “everyday nu-
trition” products, branded consumer
dairy, which can generate sig-
nificantly higher returns than the
core ingredients business.

“Obviously ingredients are critical,
it's still half of our global EBIT on
average, but we need to turn the
wheel and drive our brands in con-
sumer business where we get much
better returns,” says Alex Turnbull,
Managing Director Latin America at
Fonterra.

“For us, everyday nutrition in Latin
America is represented by Soprole,
which is the absolute number one
market leader in terms of volume and
value in everyday dairy categories in
Chile. We want to drive that Soprole
model right through Latin America.”

Brand power is crucial in a market
characterised by very strong regional
brands. Soprole is Fonterra’s oldest
offshore investment, and a house-
hold name in Chile.

Brazil also offers significant poten-
tial for Fonterra, with the company’s
joint venture with Nestle giving brand
power in a highly populated market.

Nestle is rated as the second most
recognised brand in Brazil, and
Fonterra’s 51 per cent stake in the joint
venture will allow the company to
use technology and protein inno-
vations to move up the value chain.
Turnbull is confident the recent over-
haul of the joint venture will allow
both companies to move further up
the value chain, and achieve their
aligned strategic goals.

“Brazil's going to need a bit of a
reset in terms of getting more foreign
investment after the World Cup and
Olympics are over,” he says.

‘R

“‘But there’s still an enormous
middle class population, and dairy
consumption rates are still well below
World Health goals and Brazilian gov-
ernment goals.

“We've already got a consumer
group with a huge penchant for milk
and dairy, so it's basically all about
us leveraging some of our successes
in other markets, particularly Chile,
understanding what the key trends
are in Brazil, and leveraging that joint
venture through the Nestle brand to
bring those to market.”

The Fifa World Cup in Brazil is one

Fonterrais
making good
use of JV
projects in Latin
America, says
Alex Turnbull.

example of where the Nestle brand
has been able to add value to Fon-
terra, with Nestle one of the key food
sponsors of the event. “Our brands in
Brazil are all Nestle, so everything
they do from a Nestle corporate per-
spective obviously rolls straight into
the brands we use in DPA.

“That’s the power of leveraging two
parents with their own relative skills
and capabilities.”

As Fonterra further refines its strat-
egy in Latin America, the company
has bought back its Venezuelan busi-
ness, and divested in Ecuador.

Turnbull says Venezuela is cur-
rently a challenging market, but their
strong legacy strength in the country,
and continuing role as a larger sup-
plier of basic solids to the Venezuelan
industry will position Fonterra well
to exploit everyday nutrition oppor-
tunities when the market rights itself.

“My number one priority now is
stability,” Turnbull says. “Making sure
the integration works in the next 90
days, and then we can start to roll out
our Kkey global marketing platforms,
which we are going to run across the
regions to leverage the success we
have had in other markets.”

The Latin American business
offers incredible opportunity, with
combined GDP of $6 trillion, and
population of 450 million.

Turnbull is confident of Fonterra’s
long-term prospects, building on a
45-year platform of involvement in
the region.

“Were talking about a business
now, that when you add it all up on
a consolidated basis is already close
to NZ$3 billion, so it’s about focus in
key emerging market regions.”

Involvement in a range of export
regions can assist Fonterra, as the
company can draw on international
resources to promote its global brand.
“The great thing is that the underlying
innovation platform and the brand
propositions are extremely similar,
which is where we get to leverage.”
With a global R&D budget of just $100
million, for instance, Turnbull con-
siders this leveraging of both brand
and innovation to be crucial to Fon-
terra’s success in a range of emerging
markets.

‘Get the ri sht ¢

tool for thejob

NIWAFarmMet gives you
accurate online weather
forecasts and information
tailored to your farm - not your
region or the nearest big town.

irrigate, move stock, spray, harvest,
protect against high winds, or frost,
saving you time and money.

Investing in the right forecasting
tool will help you know when to

Q.O

N
£ NIWAFarmMet

farmmet.niwa.co.nz
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Brierley Penn talks to companies moving ahead in the Latin American arena

Growing a share of new markets

The drive towards Latin America for
NZ Agriseeds has been motivated
primarily by similarities in climatic
and environmental conditions bet-
ween New Zealand and key South
American markets. The company has
been selling pasture seed into Latin
America for around 15 years, with
approximately 50 per cent of exports
now focused on the region.

“Chile is a market that has a lot of
similarities to NZ in terms of their
focus on pastoral agriculture,” says
Michael Hales, Marketing Director at
NZ Agriseeds. “A lot of Chilean
farmers take their steer on dairy farm
management and dairy farming prac-
tices from New Zealand; either experi-
ences from working over here or
from some early NZ guys that went
over there, recognised the potential
in Chilean agriculture, and adopted
and adapted a NZ farming system in
the Chilean environment.”

The similar latitude of some South
American countries creates a com-
parable temperate climate, allowing
NZ-bred pasture varieties to adapt
well to the South American environ-
ment. For example, Orsono, the main
dairy region in Chile, is at about the
same latitude as Palmerston North.

Andean countries, specifically
Colombia, also present opportunities
due to their high altitude farming
regions. “The reason our varieties
work in the Andean South American

Importance of a

With Latin America containing the
world’s largest commercially farmed
cattle populations, Tru-Test, whose
core businessis technology for the
global cattle industry, recognised early
onaneed forapresenceintheregion.
Today the company operatesini3
Latin American countries, which
accounts for 22 per cent of its export
business.

Barrier says the greatest challenge
of workingintheregionis the volatility
of each market. For example, 10 years
ago, Venezuelawas one of Tru-Test’s
largest Latin markets; today exports
there have declined toatrickle as
government policies and forex
shortages have madeit all but
impossible for Venezuelanimporters
tooperate.

region is because when you get up
to 1800-2000m above sea level, the
areas that are tropical at sea level,
become temperate at altitude.”

Hales is confident attending trade
missions in the region has assisted
significantly in building Agriseeds’
presence.

Since the company’s initial foray
into Colombia during the PM’s Trade
Mission, NZ Agriseeds has had five
groups from Colombia visit their re-
search farm in Christchurch, notably
including the Colombian Vice Minis-

“Tru-Test takes afairly nuanced
long-term approachto our business —
we don’t cutand run when things get
tough. Venezuela has alarge cattle
population, farmers love our products
there, it's a matter of stayingin the
market until political change frees up
the economy again. By the same token
we have seen other markets such as
Colombia, Chile and Nicaragua exceed
all our expectationsinrecentyears.”

Tru-Test has multiple direct distri-
bution relationships in countries
ranging from Paraguay to CostaRica,
alongside distribution subsidiary
companies in Brazil, Argentina and
Mexico.

“We differ from many other NZ-
based Agritech companiesinour
approachto Latin Americainthat we

ter of Foreign Affairs.

“Being part of that bigger group
provided a lot more profile, it created
a presence that you can't get when
youre in a place by yourself.

“The opportunity to meet and en-
gage with a lot of other people there
has been really useful. It elevates that
level of engagement a lot more than
you'd get if it was just one company
talking to one company.”

The company recently signed up
their first distributor Colombia, aris-
ing directly out of contacts made on

ong-term out

are not Chile-centric,” Barrier says.
“Other NZ agribusinesses tend to focus
more heavily on Chile. | think that’s
because it has a similar climate and
isan easy place to do business, but
thereality is Chileis a mining and
forestry country with arelatively small
farming sector.” Though Tru-Test has
established a good share of the Chilean
market over many years, with 81 per
cent of Chilean electric fence imports
last year manufactured by the co-
mpany, they see other markets as
having greater growth potential.
Barrier cites Brazil as an obvious place
tolook for growth, with the 7th largest
economy inthe world, around 45 per
cent of South America’s GDP and
nearly 200 million head of cattle.

“We are hugely optimisticon the

the mission, and Hale believes the
market offers a significant amount of
potential. In the past, Agriseeds has
supplied a small amount of seed into
Argentina and Uruguay, however it
no longer operates in those markets.

“We have focused our involve-
ment in Latin America in higher value
markets, where the value of the gen-
etics we've bred is greater.”

Seed supplied into Chile, for ex-
ample, is priced at about two to two
and a half times the prices that the
Argentinian market would absorb.

00K

Brazilian market in the short-term, and
also about Argentinainthe much
longer-term. Both these markets have
enormous cattle populations with
large farm-sizes, and technology savvy
farmers who are increasingly looking
to our type of technology inputs. Brazil
alone has the potentialtoadd 70-100
million head of cattle, by using existing
pastures more efficiently —but they
need global tools such as our electric
fence technologies to achieve that.
“Weare proud to make tools to
assist with the challenge of global food
production —it’s no secret that Latin
Americais one of the few areasinthe
world where food production canstill
expand significantly and we are
excited by the future demand for our
products that this will generate.”

A story to tell your customers

¥

“Our aim is to make sure every farmer
around the world has a better day on
their farm because of the products we
produce,” says Matt Macfie of
Gallagher. “Making it easier to farm,
more profitable, simpler, easier,
redefining what’s possible for them,
is what it’s all about.”

Gallagher has been involved with
Latin American markets for over 30
years, spanning the vast majority of
countries in the region. Their Chilean
subsidiary business now turns over
more than US$1 million a year and
employs around seven staff. It distri-
butes not only Gallagher products,
but also those of other Kiwi-based
businesses, including Giltrap Farm
Machinery, Numedic and the NZ
Drumpump Company.

“We’ve built our own little Kiwi ag
business and base over there, and it's
proved to be a very successful model
for us,” Macfie says. On top of the
Osorno-based subsidiary, Gallagher
has distributors of its products in
nearly every country in the greater
Latin American region, making it a
crucial market for the NZ company.

Macfie is confident the market’s
potential will continue to grow for
Gallagher. “There seems to have been
anaccelerationin the last three to five

years of Latin American companies
wanting to adopt NZ technologies and
integrate them, and modify them a
little bit to suit each market individ-
ually,” Macfie says. “Coming from
within South America, the govern-
ments in particular are seeing the
opportunity to utilise what we call the
“Kiwi way of farming” to increase the
profitability of their land.”

The challengeis in persuading new
markets that higher-value Kiwi pro-
ducts will deliver returns sufficient to
justify a switch away from cheaper
local producers. “The market as a

whole in South America now is
starting to realise the value of buying
good quality products. That’s a cul-
ture change, and getting that message
through to Latin America is a slow
and steady process.”

Progress is being made. Macfie
believes recent trade missions
through Chile and Colombia showed
huge potential for Kiwi-based techno-
logy companies to get involved in
those two countries in particular.
“Some of the meetings we had in
Colombia were immediately fruitful
and opened so many doors for us. We

came out of there so motivated, and
so excited about the opportunity.
Those are now starting to come to
reality. We already had a distributor
base in Panama and Colombia, and
we're helping them make the most of
these opportunities now.”

Building relationships with distri-
butors who are passionate about
Gallagher's market proposition is
crucial to success. Macfie says the
company is now approached by dis-
tributors in Latin America seeking to
sell a premium brand to differentiate
themselves in the market. Their
Uruguayan distributor for example, is
growing 20-35 per cent a year, selling
a product base of 70 per cent
Gallagher goods. “We can be a lot
more expensive, up to five times
more expensive than locally pro-
duced products. It's about educating
our distributors on how to educate
the farmers, so there’s a story with
our products, and a service and qual-
ity expectation.”

In November this year, a Gallagher
distributors conference will take
place for the first time in Montevideo,
bringing together distributors from
around the region. This marks a com-
mitment Gallagher forecasts can only
grow into the future.

Rolling
with the
changes

Gerry Williams first visited Latin
Americain1976,as atourist
backpacking around the region.
Inspired by the opportunities,and
drawing on his farming heritage,
Pacific Basin Exports cameto life
twoyears later. Its heritage is focused
entirely on Latin America, carvinga
nicheinthe market, exportingawide
range of technical products and equip-
ment designed for use in pasture-
based grazing systems.

“Things have certainly changed
overtime,” says Williams. “When we
firstentered the region, Argentina was
agreatmarket.” Some 35 years later,
Pacific Basin has little involvementin
that country, after political turmoil in
the 80s,and in face of current curr-
ency controls. Williams cites one
incident in which he was escorted from
oneairport terminal to another by an
armed guard, at the height of tensions
between Argentina and Britain.

The company currently has its
strongest presence in Chile, while
continuing to grow itsinvolvementin
countries including Ecuador, Colombia
and Peru. Distributorsintheregionare
helped by support staff in Chile.

Perseverance and a willingness to
workonthe groundin Latin American
countries have been key contributors
to Pacific Basin’s success. The
company now has distribution
arrangements with Latin American
companies throughout the region,
which came as the result of many years
spent establishing relationships
through visits to countries of interest.
Williams advises companies looking to
enter Latin Americato, “Putinthe
footwork.”

“You can’tdoitfrom New Zealand,”
Willams said. “You need to actually get
outthereinto the market and build the
relationships.”

Pacific Basin continues to grow its
relationships with Latin American
customers and distributors by inviting
delegations to visit New Zealand to see
their technology being used
commercially on farms, such as for the
recent Fieldays.

Williams says that Pacific Basin has
“constant plans for new growth and
development,” but no plans to move
outside Latin America. Although
Williams doesn’t consider Latin
Americatobeahugeregion,itis
sufficiently large to support their
growth plans. “We have expertisein
that market. Thereisn’tany sensein
goinginto Africa or Asia or any other
market when we have an established
businessin Latin America.”

The competitionisalso lowin Latin
Americarelative to other markets, as
they have been able to capitalise on
their early moveintotheregionto
establish distribution arrangements
and strong customer relationships.

Williams stresses the importance of
involving young people in business
development plans, in order to
establish sustainable ties in the region.
In line with this philosophy, Pacific
Basin has beenlookingintoinitiatives
suchas bringing young Latin
American farmers to New Zealand to
trainon NZ farms to provide education
around best practice farming and use
of agricultural technologies.

One of the biggest challenges for
the company is changing the mindsets
of farmersin the region, many of
whom are accustomed to North
American farming practices. However,
Williams says Latin American climates
and soil conditions are actually more
suited to the products which their
company provides, with similarities to
NZ environmental conditions.

Changing these mindsets over time
canbeaslow process,butisa
necessary pathto successinthe
region. “The father might be stuckin
his traditional way of farming and
growing grass, but the sonis willing
totry something different.”
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Rural real estate in demand

Soaring rural property prices are showing no sign of abating, writes Colin Taylor

onfidence in the future of the

New Zealand farming sector

is continuing to drive an in-

crease in rural property sales
and values despite a cooling in dairy
prices over recent months.

“Sales data suggests that purc-
hasers of farms are less affected by
short-term changes in commodity
prices than they are by the long term
drivers of the market,” says Ian Little,
senior property research analyst for
Bayleys Real Estate.

These drivers include a growing
world population with an increasing
demand for more high quality and
safe foodstuffs, which is being met by
New Zealand improving its market
access through free trade
agreements.

The most recent data released by
the Real Estate Institute of NZ (REINZ)
shows there were 52 more farm sales
for the three months ended May 2014
compared to the same three months
ended May last year — a rise in farm
sales of 10.2 per cent.

In total 564 sales were reported to
REINZ in the three months ending in
May 2014, the highest three-monthly
figure since July 2008, while, during
the past year to May 2014, a total of
1881 farms were sold — an increase
in sales of 26.2 per cent above the
year ended May 2013.

Little says the 12-month total of
1881 farm sales was the highest re-
corded since February 2008, when
there were 1915 sales.

Brian Peacocke, rural spokesman
for REINZ, says the market report for
the three months ending May 2014

Median sales value per hectare

FARM TYPE 2012 2013 2014
Arable $21,997 $30,811 $32,535
Dairy $29,485 $34,850 $33,543
Finishing $15.899 $17,903 $22,692
Grazing $13,496 $13,443 $15,833
Horticulture $138,543 $128,248 $186,250
TOTAL $17,031 $20,499 $25,018

Ian Little

reflected the healthy state of the rural
sector with a lift in volumes and
prices compared to the same period
last year.

However, the impact of winter was
yet to be felt.

“The tail-end of the season is ex-
periencing a shortage of stock and a
hint of caution as the mix of an easing
in the dairy pay-out, increasing inter-
est rates and compliance issues cause
purchasers to be more thorough with
their due diligence investigations,”
Peacocke says.

Demand for farms is also continu-
ing to push up the price of rural land.
Last year the price per hectare for the
three months ended May 2013 was
$20,499 compared to $25,018 per hec-
tare for the same period this year —
an increase in price of 22 per cent.

Little says the median sales value
of farm properties has been volatile
due to a wide variety of properties
sold and differing locations “but it has,
nevertheless, been trending upwards
since mid 2011".

He says the median sales value of
$25,018 per hectare is the highest
value recorded over a quarter since
the opening three months of 2009.

“While the sales prices of farms
overall have shown anincrease of13.7
per cent over the last 12 months and

have increased over the past two
years, dairy farm values have
remained fairly flat over an extended
period of time,” says Little.

“Conversely however there is no
doubt that it is the success of the dairy
sector over recent years which has
driven the upward value in land
values,” he says.

“This is due to the trend towards
conversion which has been a sig-
nificant feature in the market over
recent years.

“From the mid-seventies the total
number of herds declined on an
annual basis reflecting farm amalga-
mation.

“However, since the 2007/2008
season the scale of conversion from
alternative uses to dairy has reversed
this long term trend.

“Competition for land under
alternative uses such as for farming
sheep and beef, but also capable of
being used for dairy or dairy support,
has put upward pressure on land
values which in turn has lifted the
median all-farm prices.

Little says it would be expected
high commodity prices achieved for
exported agricultural products
should also have an impact on the
sale of rural properties.

“These prices reached a record
level in February 2014 according to
figures published by ANZ when the
bank’s commodity price index stood
at337.3driven by record dairy prices,”
he says.

“Since that time the index has
declined for four consecutive months
standing, as at June, at 3147 — a 6.7

per cent decline from its peak.

“That overall figure however,
masks a continued strong perform-
ance within other sectors.

“The latest ANZ report, for ex-
ample, points out that horticulture
prices are the highest they have been
for 12 months while meat prices are
at a 14%2-year high. In the latest index,
kiwifruit and wool prices rose by 3
per cent.

“It is the dairy prices that have
come under pressure recently and
that was to be expected following the
surge in values witnessed over the
period between mid-2012 and early
2014, Little says.

The impact on prices is clearly
illustrated by the results of Fonterra’s
Global Dairy Trade auctions. Record
prices were achieved at the first of
the February 2014 auctions when the
average winning price was US$5042
per tonne.

“Subsequently prices have de-
clined by approximately 28.5 per cent
with the average winning price at the
July 1 auction being US$3595 per
tonne,” says Little.

Despite the recent declines, the
commodity price index remains at an
elevated level and is still 24 per cent
ahead of a cyclical low reached in
July 2012, when the index stood at
252.9.

“However, as stated earlier, the
rural property market seems to re-
main focused on the long term poten-
tial of the rural sector as opposed to
the recent downturns in commodity
prices which are primarily affecting
dairy farmers.”
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Best 1N Show.

Rural Environmental Compliance Loan.

The ASB Rural Environmental Compliance loan has won a 2014 CANSTAR Innovation
Excellence Award. Created to help farmers meet the cost of complying with
environmental by-laws, this low-interest loan has funded over 300 projects - with
over $S33 million already committed to the sustainability of New Zealand agriculture.

For more information visit asb.co.nz/comply or
call the ASB Rural team on 0800 787 252.

The right business tools to Succeed on.
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