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chairman’s letter

This Information Pack provides details of
the proposed investment by Shanghai
Maling Aquarius Co., Ltd (“Shanghai
Maling”) of approximately $261 million
in Silver Fern Farms to become our 50%
partner. Your Directors unanimously
recommend that you vote in favour of
the proposal.

BACKGROUND TO CAPITAL STRUCTURE
PROCESS
In October 2014, the Board confirmed its commitment to
explore capital structure options for the Co-operative, with a
view to creating a financially sustainable business and to build
an enduring capital base to help us return more consistent
profits to our shareholders.
We conducted a comprehensive process involving international
and New Zealand parties to identify a compatible, valueadding shareholder prepared to invest either directly into
Silver Fern Farms, or, in partnership with Silver Fern Farms,
into one or more of our operating businesses. The review
criteria included ensuring that the resultant business and
capital structure of Silver Fern Farms would be sound,
sustainable and bankable. Proposals which may have
challenged our co-operative status and those under which
supplier shareholders would have ceded outright control of our
Co-operative, were not pursued.

One proposal stood out as a game changer for our
Co-operative.

PREFERRED PARTNER – SHANGHAI MALING
Your Board unanimously recommends that the
Co-operative partner with China’s leading meat
processor, Shanghai Maling. Further details regarding
Shanghai Maling are set out in Section Nine of this
Information Pack.
A Special Meeting of the Co-operative’s shareholders will be
held on 16 October to formally consider the recommendation
of your Directors and to seek your approval as shareholders for
the investment. If you agree, Shanghai Maling will become our
50/50 shareholding partner in the ownership and operation of
our beef, sheepmeats and venison businesses.
The partnership proposal involves Shanghai Maling
investing approximately $261 million in cash for half of
Silver Fern Farms’ business. The investment will be made
into an operating company, to be named Silver Fern Farms,
which will own all of the assets of the business. Silver Fern
Farms will be owned 50% by the Co-operative and 50% by
Shanghai Maling.
Representatives of your Board have met with senior
representatives of Shanghai Maling, both in New Zealand and
China. We are satisfied as to Shanghai Maling’s alignment
with Silver Fern Farms’ strategy and values. This alignment
is reflected in a series of shared governance principles
between the Co-operative and Shanghai Maling, summarised
in Section Six of this Information Pack.
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PROVIDES GAME CHANGING OPPORTUNITIES
The Board believes a partnership with Shanghai Maling
will provide a significant step-change to our business,
shareholders and farmer partners. Key points of the proposed
partnership include:
• Shanghai Maling will invest approximately $261 million of
cash to become a 50/50 partner with the Co-operative;
• as a result of the investment, Silver Fern Farms is expected
to be debt free and have cash reserves at the end of next
season – making it financially the strongest company in the
New Zealand red meat industry;
• the new capital will provide the resources to accelerate our
global ‘Plate to Pasture’ strategy;
• we will retain our global focus. The partnership proposal
does not require Silver Fern Farms to supply any product
exclusively to Shanghai Maling – any supply that is made
will be on arms-length terms; and
• we will have a unique opportunity in China – the fastest
growing market for red meat in the world. Shanghai Maling
owns approximately 800 supermarkets and retail stores,
including 56 specialty meat retail stores in Shanghai. Its
meat sales network covers large to medium sized cities in
Shanghai and other Chinese Provinces, and includes 19
wholesale facilities and a large e-commerce presence.

SIGNIFICANTLY INCREASED VALUE OF
SILVER FERN FARMS
Existing ordinary and rebate shareholders will retain their
current shares in the Co-operative and supplier shareholders
will continue to supply their livestock through the Co-operative.

DIVIDEND AND REDEMPTION OF SUPPLIER
INVESTMENT SHARES
If shareholders approve the partnership proposal, the Board of
the Co-operative plans to redeem all of the 5.5 million supplier
investment shares and pay a $34.5 million (30 cents per
share) special dividend to ordinary and rebate shareholders
following completion of the transaction.

ALTERNATIVES
Your Board has thoroughly considered the alternatives to
address the capital structure of the business, including raising
equity from existing shareholders, and is unanimously of the
view that Shanghai Maling’s proposal is the best option for
Silver Fern Farms. It represents an unrivalled game changing
opportunity for the Co-operative.
It is worth noting, as Grant Samuel advised in its independent
report on the proposal which accompanies this Information
Pack, that if the proposed transaction is not approved by
shareholders it is possible that some or all of the members of
the banking syndicate could elect not to provide debt facilities
to the Co-operative beyond 31 October 2015.

RECOMMENDATION
The Board unanimously recommends that you support
Shanghai Maling’s investment by voting in favour of the
proposed partnership.
The shareholders meeting will also consider the shareholder
requisition provided to us by Mr Richardson and Mr Cochrane.
The Board does not support this resolution.
Yours sincerely,

Shanghai Maling’s investment of approximately $261 million
of cash into the business means the proposed transaction has
an implied value of $2.84 per ordinary share. This compares
favourably to a share price of 35 cents when we suspended
trading on the Unlisted share trading platform in July.
Rob Hewett
Chairman of Directors
Silver Fern Farms Limited
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summary of key impacts on you
as a shareholder

QUESTION

TYPE OF SHARE
FULLY PAID
ORDINARY SHARES

PARTLY PAID
ORDINARY SHARES

SUPPLIER
INVESTMENT
SHARES

REBATE SHARES

Will I continue to
hold my shares if
the partnership with
Shanghai Maling
goes ahead?

Yes

Yes

No. All of the supplier
investment shares
will be redeemed for
$1.00 per share

Yes

Am I entitled to vote on
the resolution in respect
of the partnership with
Shanghai Maling?

Yes

No

No

Yes, but only if you are
a “Current Supplier”,
meaning that you
have supplied stock to
Silver Fern Farms since
1 September 2014

Will I receive a dividend
if the partnership
with Shanghai Maling
goes ahead?

Yes, 30 cents
per share

Yes, 30 cents per
share pro-rata based
on % paid, and applied
to the unpaid portion
of your shares

No. However, all
of your supplier
investment shares
will be redeemed for
$1.00 per share

Yes, 30 cents
per share

Will I receive ongoing dividends if
the partnership with
Shanghai Maling
goes ahead?

The intention is for
dividends to be paid

The intention is for
dividends to be paid

No, all of your shares
will have been
redeemed for $1.00
per share

The intention is for
dividends to be paid

What do I need to
do next?

Your Directors
unanimously
recommend that
you vote in favour of
Shanghai Maling’s
partnership proposal

You should read
this Information
Pack, including the
Independent Report,
carefully and in full

Your Directors
unanimously
recommend that
you vote in favour of
Shanghai Maling’s
partnership proposal

You should read
this Information
Pack, including the
Independent Report,
carefully and in full

You should read
this Information
Pack, including the
Independent Report,
carefully and in full

However, over time
the intention is to
also redeem these
Rebate Shares

You should read
this Information
Pack, including the
Independent Report,
carefully and in full
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key facts

SILVER FERN FARMS’ BOARD UNANIMOUSLY RECOMMENDS PARTNERSHIP
WITH CHINA’S LEADING MEAT PROCESSOR – SHANGHAI MALING

$261M

50 50
PARTNERSHIP

NEW INVESTMENT

• Your Board unanimously recommends that shareholders
vote in favour of the partnership with Shanghai Maling
in order to secure an improved and sustainable future
• The transaction values Silver Fern Farms’ equity at
$311 million. The implied value of the transaction is
$2.84 per share, which compares favourably to 35 cents
per share at which shares were traded prior to the trading
suspension in July
• Shanghai Maling is to invest $261 million in cash to
own 50% of Silver Fern Farms’ business in partnership
with our Co-operative
• On completion of the transaction, all of the supplier
investment shares will be redeemed and a special dividend
of 30 cents per share will be paid to holders of ordinary
shares and rebate shares

• Shanghai Maling is committed to our global ‘Plate to
Pasture’ strategy
• The investment should see Silver Fern Farms with no
debt and a positive cash position at financial year-end on
completion of the transaction
• The investment will provide Silver Fern Farms with
significant financial capability to accelerate its global
‘Plate to Pasture’ strategy, and to invest in its production
facilities and capability
• The partnership will position Silver Fern Farms with a
competitive advantage in China, the world’s fastest growing
market for red meat
• The investment will make Silver Fern Farms financially the
strongest company in the New Zealand red meat industry
• Importantly our supplier-controlled Co-operative will be
retained and own 50% of Silver Fern Farms’ business

CHINA’S LEADING

750
4

RETAIL
STORES

56

MEAT PROCESSOR
SPECIALIST
MEAT STORES

19

WHOLESALE
FACILITIES

CHAIRMAN AND CHIEF EXECUTIVE REVIEW

key steps

KEY STEPS FOR YOU TO TAKE
The purpose of this Information Pack is to provide you
with information regarding Shanghai Maling’s partnership
proposal in order to assist you to make an informed
decision. There is a lot of information for you
to digest prior to the Special Meeting on 16 October
2015. We suggest that there are seven key steps for
you to take:
1. Read this Information Pack carefully and in full.
2. Read the Independent Report prepared by Grant Samuel,
which provides an independent opinion to shareholders
on Shanghai Maling’s partnership proposal (see Appendix
Three to this Information Pack).
3. Check your eligibility to vote on the resolution to approve
Shanghai Maling’s partnership proposal (see the Notice of
Special Meeting Section of this Information Pack).
4. Review the process and key dates for the shareholder
roadshows and the Special Meeting (see the Key
Dates and Notice of Special Meeting Sections of this
Information Pack).
5. Attend your nearest shareholder roadshow.

key dates

KEY DATES IN PROCESS
Time

Date

Action

5.00pm

18 September 2015 Record date for
determining the
rebate and ordinary
shareholders that are
eligible to vote

10.30am

14 October 2015

Last time and date for
proxies to be lodged and
for receipt of internet,
post or fax voting

10.30am

16 October 2015

Silver Fern Farms Special
Meeting of Shareholders

30 October 2015

Shanghai Maling
Special Meeting of
Shareholders

No later than
30 June 2016

Target Completion Date
(subject to New Zealand
and Chinese Regulatory
Approvals)

6. Make sure you are fully informed – ask questions and,
if you wish, contact your usual business adviser.
7. Vote on Shanghai Maling’s partnership proposal either by
attending the Special Meeting in person or by proxy, or by
internet, post or fax (see the Notice of Special Meeting
Section of this Information Pack and the Postal / Internet /
Fax Voting Form that accompanies this Information Pack).

SHAREHOLDER INFORMATION PACK
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notice of special meeting

NOTICE IS GIVEN THAT A SPECIAL MEETING OF SHAREHOLDERS OF SILVER FERN FARMS
LIMITED WILL BE HELD AT FORSYTH BARR STADIUM – 130 ANZAC AVENUE, GATE J,
SCENIC HOTELS SUITE, LEVEL 4, DUNEDIN, AT 10.30AM ON FRIDAY, 16 OCTOBER 2015

SPECIAL BUSINESS

ELIGIBILITY TO VOTE

ORDINARY RESOLUTIONS

All shareholders are welcome to attend the Special Meeting.
However, only the holders as at the record date of 5.00pm on
18 September 2015 of:

To consider and, if thought fit, pass the following ordinary
resolutions:

a. fully paid ordinary shares; and/or

RESOLUTION ONE, as an ordinary resolution:

b. rebate shares who are Current Suppliers,

That the Silver Fern Farms Limited Board of Directors be
authorised to implement the partnership with Shanghai
Maling and the restructure described in this Notice of Meeting
and Shareholder Information Pack, and all arrangements
and transactions ancillary to, or contemplated by, those
arrangements.

are entitled to vote at the Special Meeting.

Note: Resolution One has been proposed by the Board, and the
Board will regard itself bound by this resolution if it is passed.

Holders of partially paid ordinary shares, rebate shares that
are not Current Suppliers and supplier investor shares will not
be entitled to vote at the Special Meeting.
The following table sets out which shareholders are
eligible to vote at the Special Meeting:
Shares held in Silver Fern Farms

RESOLUTION TWO, as an ordinary resolution:
That the Silver Fern Farms Limited Board of Directors be
required to provide all shareholders with a full analysis of the
potential benefits and risks of Silver Fern Farms Limited and
Alliance Group Limited merging into one co-operative entity,
along with a comprehensive risk mitigation plan, verified by an
independent firm.
Note: Resolution Two has been proposed by a number of
shareholders. Those shareholders have provided the Company
with a statement in support of the resolution. That statement
is set out in Section Twelve of this Information Pack, with the
Board’s response to that statement set out in Section Thirteen
of this Information Pack. The Board will not consider itself
bound by this resolution if it is passed.

OTHER BUSINESS
To consider any other business which may properly be brought
before the Special Meeting.
Note: Other matters of business are discussion points
only and there will be no binding vote in relation to any
such matters.
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fully paid ordinary shares
partly paid ordinary shares
rebate shares held by a Current Supplier

Voting
Rights
YES
NO
YES

rebate shares not held by a Current Supplier

NO

supplier investor shares

NO

VOTING
There are two resolutions for shareholders who are eligible to
vote to consider. Both are ordinary resolutions, the threshold for
which to be passed is a bare majority (50% plus one share) of
the votes of the fully paid ordinary shares and rebate shares held
by Current Suppliers, which must include a majority of the votes
of the fully paid ordinary shares and rebate shares (in each case
held by Current Suppliers), voting on the relevant resolution.
For the purposes of the resolutions “Current Supplier” means
a holder of rebate shares or fully paid ordinary shares (as
applicable) who has supplied livestock to Silver Fern Farms
since 1 September 2014.

Under Silver Fern Farms’ constitution the holders of:

Post:

• fully paid ordinary shares who are “Qualifying Shareholders”
(see below); together with
• rebate shares who are Current Suppliers,
will be scaled (if necessary) to have not less than 60% of the
votes cast on the resolutions.
The holders of fully paid ordinary shares who are not “Qualifying
Shareholders” (see below) will be scaled (if necessary) to have
the lesser of one vote per ordinary share, or 40% of the votes
cast on the resolutions.
For the purposes of the resolutions, a Qualifying Shareholder
is a holder of a fully paid ordinary share that has supplied
Silver Fern Farms with not less than 400 “Production
Equivalents” (as that term is defined in Silver Fern Farms’
constitution) in each of the two 12 month periods ending on
31 August 2015.

CASTING YOUR VOTE
You may cast your vote in one of five ways:
1. Personal attendance
If you wish, you can attend the Special Meeting and vote.
You should bring your In Attendance / By Proxy Voting Form
(accompanying this Information Pack) with you to the
Special Meeting.

Fax:

3. Internet voting
If you do not plan to attend the meeting you can vote via the
internet at www.silverfernfarms.co.nz. Follow the link on that
page and the instructions to cast your vote. This link takes you
to the secure internet voting site provided by electionz.com
and is not part of the Silver Fern Farms website.
You will be asked to provide your unique PIN number and
password set out in the Postal / Internet / Fax Voting Form
(accompanying this Information Pack).
Votes must be received no later than 10.30am on
14 October 2015.
4. Postal voting
If you do not plan to attend the meeting, you can vote by
posting your completed Postal / Internet / Fax Voting Form
(accompanying this Information Pack) to:
Post:

2. Proxy or corporate representative
If you do not plan to attend the Special Meeting, you can
appoint a proxy or corporate representative (if the shareholder
is a body corporate) to attend the Special Meeting and vote on
your behalf. A proxy / corporate representative need not be a
shareholder or Current Supplier.
Please note that the In Attendance / By Proxy Voting Form
(accompanying this Information Pack) must be signed by the
shareholder or the shareholder’s attorney duly authorised in
writing or, if the appointor is a corporation, by an officer or
attorney duly authorised. Where there are joint shareholders
entitled to vote, the In Attendance / By Proxy Voting Form
must be signed by a majority of the joint owners.
The completed In Attendance / By Proxy Voting Form must
be received no later than 10.30am on 14 October 2015 by
post or fax as follows:

The Returning Officer
Silver Fern Farms Limited
Silver Fern Farms Shareholder Meeting
PO Box 3138
Christchurch 8140
(03) 377 1474

The Returning Officer
Silver Fern Farms Limited
Silver Fern Farms Shareholder Meeting
PO Box 3138
Christchurch 8140

Votes must be received no later than 10.30am on
14 October 2015.
5. Fax voting
If you do not plan to attend the meeting, you can vote by
faxing your completed Postal / Internet / Fax Voting Form
(accompanying this Information Pack) to:
Fax:

(03) 377 1474

Votes must be received no later than 10.30am on
14 October 2015.

				
Rob Hewett
Chairman of the Board of Directors
Silver Fern Farms Limited
28 September 2015
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section one
why this 50/50 partnership is a
game changer for the co-operative

WE NEED TO ADDRESS INDUSTRY AND
FINANCIAL PRESSURES

This is a significant game changing partnership for the
Co-operative. The Board believes a partnership with China’s
leading meat processor, Shanghai Maling, (and its largest
shareholder, China’s biggest food company, Bright Food Group)
is an opportunity to make a significant step-change for
our business.

The Co-operative has been financially constrained over a
prolonged period of time, with variable financial performance
standing in the way of permanent debt reduction and our ability
to attract farmer capital. The impact of our high debt has been
a handbrake on the business in recent years, and the Board
has been working hard to lower our debt levels. While we
have made good progress over the last two years, we remain
some way from a strong financial position from which to create
sustainable returns for our shareholders.

Shanghai Maling will invest approximately $261 million1
to become a 50% partner in the business. As a result,
Silver Fern Farms will be in an unrivalled position of financial
strength and flexibility in the New Zealand red meat industry.

Our programme to raise additional capital commenced
last October. The clear aim was to reduce debt and to
create a sustainable financial platform for the Co-operative
moving forward.

The Co-operative will be a 50% partner, existing shareholders
will retain their current shares in the Co-operative and supplier
shareholders will continue to supply their livestock through
the Co-operative.

The Board unanimously agrees that the proposed partnership
with Shanghai Maling is compelling. The partnership will
provide the Co-operative and the Co-operatives’ shareholders
and suppliers with the opportunity to secure a viable and
sustainable future.

The investment by Shanghai Maling is expected to make
our business debt free and provide cash reserves at the
end of next financial year – a genuine game changer for
Silver Fern Farms.

1.
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PROVIDES OUTSTANDING OPPORTUNITIES

Subject to a net tangible asset adjustment and other specified completion adjustments.

STRONG ALIGNMENT WITH OUR VALUES
As a partner, Shanghai Maling has strong alignment with our
business and values. Shanghai Maling has a background in
farming and its management understands the importance
of where food comes from and how it is grown. It strongly
values our ‘Plate to Pasture’ strategy and is focussed on being
consumer driven. Shanghai Maling values experience in the
industry and places a premium on working in partnerships,
such as the one proposed.
The investment will provide us with the resources to accelerate
our ‘Plate to Pasture’ strategy globally.

PRIVILEGED POSITION IN CHINA
This partnership with Shanghai Maling provides us with a
privileged position in China – the fastest growing market for
red meat in the world. Shanghai Maling’s integrated supply
chain model will provide the opportunity to advance our
product development and consumer marketing abilities in the
Chinese market in ways we could not do ourselves, or with any
other local or international investor.
Silver Fern Farms will continue to be responsible for its sales
and marketing efforts in China, just as it is in other countries.
Where it makes sense for all parties, we will be working with
Shanghai Maling to create products specifically for China,
and leveraging Shanghai Maling’s (and Bright Food Group’s)
significant wholesale and retail networks.

Shanghai Maling has direct control of 800 supermarket and
retail stores, including 56 meat retail stores in Shanghai.
The company’s meat sales network, including 19 wholesale
facilities, covers large to medium sized cities in Shanghai and
other Chinese provinces.
The desire of the Co-operative and Shanghai Maling is to
develop Silver Fern Farms into the premium red meat brand
in China.

KEY POINTS FOR YOU AS A SHAREHOLDER
Accelerates our global ‘Plate to Pasture’ growth strategy
The partnership with Shanghai Maling will put us in a
strong position. We will move from being heavily financially
constrained, to being able to significantly accelerate our global
‘Plate to Pasture’ strategy. We believe this strategy will enable
us to increase returns over time to both the Co-operative and
our farmer partners.
The Business is expected to be debt free at financial
year-end on completion of the transaction
The partnership will see the business move from carrying debt
at financial year-end to having cash reserves. This is a highly
advantageous position – making Silver Fern Farms financially
the strongest company in the New Zealand red meat industry.
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Significantly increased value of Silver Fern Farms

Future dividends

The transaction values Silver Fern Farms’ equity at $311
million. The implied value of the transaction is $2.84 per
ordinary share, which compares favourably to 35 cents
per share at which shares were traded prior to the trading
suspension in July.

The intention going forward is to return at least 50% of
Silver Fern Farms’ after tax profits every year to its
shareholders (being the Co-operative and Shanghai Maling).

Retention of the Co-operative
The Co-operative will remain in its current form. Holders of
ordinary and rebate shares will retain their current shares, and
the farmer-control enshrined in the constitution will remain
unchanged. The Co-operative’s major asset will be a 50%
investment in Silver Fern Farms.
Share redemption and special dividend
If the partnership proposal goes ahead, the Board proposes
to redeem all of the supplier investment shares and to pay a
special dividend to holders of both ordinary and rebate shares
of 30 cents per share.

AIM TO RETURN

50%

OF PROFIT TO BOTH
SHAREHOLDERS
EACH YEAR
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The Co-operative intends to distribute the majority of the
dividends it receives from Silver Fern Farms to its shareholders
in the form of dividends and rebates to supplying shareholders.
Partnership requires your support
This Information Pack is intended to provide you with the
information you need to support this recommendation. The
shareholder roadshows and other shareholder communications
are designed to help answer your questions.
THE BOARD UNANIMOUSLY RECOMMENDS SHANGHAI
MALING’S PARTNERSHIP PROPOSAL TO YOU AND URGES
YOU TO VOTE IN FAVOUR OF THIS GAME CHANGING
OPPORTUNITY FOR THE CO-OPERATIVE.

IMPLIED
SHARE
VALUE OF

$2

.84

section two
strategic rationale

CONTEXT
The traditional industry model has not consistently delivered
adequate returns to either farmers or the shareholders of
red meat processing and marketing companies such as
Silver Fern Farms.

Over a similar period, Silver Fern Farms’ returns have
also been poor, with the pre-tax return on capital averaging
under 6.5%.

The pre-tax return on capital (excluding capital gains on land)
generated by sheep and beef farmers as published by
Beef + Lamb New Zealand has averaged just 0.9% over
the last eight years.

Silver Fern Farms’ Return on Capital
25.0
20.7%
20.0

Rate of Return on Total Farm Capital
Percent

2.3%

2013-14

2012-13

2011-12

0

(2.3%) (2.1%)

(5.0)
2010-11

0.5% 0.5%

0.5

Avg.
0.9%

2008-09

1.0%

0.7%

Avg.
6.2%

0

1.4%

1.0

5.1%
2.7%

2007-08

1.4%

1.5
Percent

7.4%

5.0

2.0

2014-15

2013-14

2012-13

2011-12

2010-11

2009-10

2008-09

(0.3%)
2007-08

(0.5)

11.8%

10.0

2009-10

2.5

15.0

Source: Beef + Lamb
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The low returns across the sector have led to a lack of
investment and, ultimately, a continued decline in sheep and
beef livestock numbers. This has been exacerbated by the
availability of higher returns from conversion to dairy.

‘PLATE TO PASTURE’ STRATEGY
The Co-operative strongly believes that our ‘Plate to Pasture’
strategy offers the greatest opportunity to increase the returns
over time to the Co-operative and our farmer partners to a
more sustainable level.

Sheep

Beef

Cattle (000)

2014-15

2,000
2012-13

20,000
2010-11

3,000

2008-09

30,000

2006-07

4,000

2004-05

40,000

2002-03

5,000

2000-01

50,000

1998-99

6,000

1996-97

60,000

1994-95

7,000

1992-93

70,000

1990-91

Sheep (000)

Livestock Numbers

Dairy

Source: Beef + Lamb New Zealand Economic Service | Statistics New Zealand
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Frozen mainstream commodity products
are the major part of our business today,
representing approximately 80% of our
sales. In this part of our business we
need to take advantage of our scale in
New Zealand to invest and maintain a
low cost position in order to continue to
be competitive.
At the same time we want to push more
of our products up the value chain as
chilled and as branded products into
retail and hotels, restaurants and cafes.
We are focused on creating Silver Fern
Farms branded premium red meat
products for consumers around the
world. These markets currently represent
approximately 20% of our sales and
achieve materially higher margins than
our frozen commodity products.

VALUE ADD

~5%

of revenue

CHILLED

~15%
of revenue

We seek to add value in order to capture
premiums in market, that we are then
able to share with suppliers of livestock
that meet the attributes of these
customer programmes – linking the plate
to the pasture.
This strategy requires considerable
investment in placing people in market,
in new product development, in
marketing to support our customers in
market and in our plants in New Zealand
to support these product programmes.
The proposed investment by Shanghai
Maling will provide the resources to
help us accelerate our ‘Plate to Pasture’
strategy globally.

BULK COMMODITY

~80%
of revenue
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China is one of the markets targeted in respect of our
premium branded products.

SILVER FERN FARMS’ CAPITAL STRUCTURE

Our sales have grown strongly in China in recent years, initially
in sheepmeat and now also in beef, as illustrated in the chart
below. The decline in sheepmeat sales in 2015 reflects lower
demand for imports as a result of higher domestic supply and
excessive imported inventory from the prior season. We believe
that this decline will be temporary.
Silver Fern Farms’ Sales to China
% total
sales

6%

8%

15%

15%

14%

$350

(NZ$m)

$300
$250

Our capital structure, specifically our reliance on debt funding,
has been a major constraint on the business for a prolonged
period of time.
Silver Fern Farms’ business is very capital intensive, both
in terms of the investment required in our processing plant
network and, more particularly, in working capital due to the
seasonal nature of production.
We have been operating within the constraints of our existing
capital structure which has relied heavily on bank funding.
As summarised in the chart below, we have carried significant
debt throughout the last 10 years. It is important to note
that this chart illustrates our year-end debt positions,
which are typically the lowest point of the season. Peak
seasonal debt can be up to $200 million higher than these
year-end positions.

$200

Silver Fern Farms Net Debt – last 10 years

$150
$100

Sheep

Beef/Bobby

2015

2014

2013

2012

2011

$0

Other

Net Debt (NZ$m)

$50

450

70%

400

60%

350

50%

300
250

40%

200

30%

150

20%

100

10%

50
0

16

Net debt

Range of FY15F debt

FY15 Forecast

FY14 Actual

FY13 Actual

FY12 Actual

FY11 Actual

FY10 Actual

FY09 Actual

FY08 Actual

FY07 Actual

FY06 Actual

We believe the partnership with Shanghai Maling will provide
us with unique opportunities in China right across our product
range. Our desire through the partnership is to develop
Silver Fern Farms into the premium red meat brand in China.

FY05 Actual

Our sales to date have primarily been mainstream commodity
products.

0%

Equity ratio

Silver Fern Farms has previously sought to address its capital
structure by attempting to raise equity capital, including:
• a failed investment by PGG Wrightson Limited in 2008
which would have injected $220 million of cash for a 50%
share of the Co-operative’s business. Despite obtaining
the Co-operative shareholders’ approval, PGG Wrightson
Limited was unable to finance their investment and the
proposed transaction did not proceed; and
• an attempt to raise equity from our existing shareholders
by way of a rights issue in 2009, with only $22 million
actually raised, of a targeted maximum of $128 million.
Debt levels grew rapidly following the international sheepmeat
market collapse in FY12 and, despite a recovery in FY14 and
FY15 (which sees 30 September 2015 debt forecast to be
between $140 million and $160 million), debt levels remain
too high. If this transaction does not proceed and settle
prior to the peak season, the business will require peak debt
facilities for the FY16 year of approximately $400 million.
In short, we believe that the Co-operative’s current capital
structure is not sustainable. We have too much debt relative
to earnings and assets, which means:
• we bear very high interest and financing costs due to
our high debt levels;

To address the need for a sustainable capital structure, the
Co-operative initiated a strategic review of its business in
late 2013. That review was completed during FY14 and,
following that review, the Board decided to run a process to
explore options for an equity transaction to improve the capital
structure of the business.
This equity raising process has culminated in what we believe
is a compelling proposal from Shanghai Maling that will deliver
a very strong capital structure. If the partnership goes ahead,
Silver Fern Farms will be in the strongest financial position of
any of the major New Zealand red meat processors. This will
enable us to:
• provide more stable returns for shareholders;
• invest more capital in our global ‘Plate to Pasture’ strategy;
• invest capital in technology and equipment, improving
plant efficiencies;
• enhance returns over time for both shareholders and
suppliers; and
• pay a special dividend of 30 cents per share to the
Co-operative’s ordinary and rebate shareholders at the
time of completion of the transaction.

• we are unable to pay a consistent dividend;
• we have a limited ability to withstand financial shocks and
are, in effect, one poor season away from financial stress;
• the terms of our debt facilities are restrictive; and
• most importantly, we are unable to invest to accelerate
our strategy.
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section three
description of the transaction

Shanghai Maling’s partnership proposal will result in the
Co-operative and Shanghai Maling each owning 50% of
Silver Fern Farms.
The current structure and post transaction partnership
structure are summarised in the chart below:
Post Transaction

Pre Transaction

Co-Operative
Shareholders

Co-Operative
Shareholders

Bright Food
Group
(Shanghai
Listed)

100%

100%

38%

Silver Fern
Farms Limited

Silver Fern
Farms
Co-Operative
Limited

Shanghai
Maling
(Shanghai
Listed)

50%

50%

Presently, the shareholders own 100% of the equity of the
Co-operative which in turn owns 100% of the business,
including the beef business (held within a 100% owned
subsidiary of the Co-operative called Silver Fern Farms Beef
Limited), the Venison business (held within a 100% owned
subsidiary of the Co-operative, called Silver Fern Farms
Venison Limited) and the sheepmeat business (held within
the Co-operative itself).
As detailed in Appendix Two of this Information Pack, prior
to completion of the proposed transaction the sheepmeat
business and Silver Fern Farms Venison Limited, together with
virtually all head office support functions and other assets2
and operating liabilities3 of the Co-operative will be transferred
to Silver Fern Farms Beef Limited. Following that transfer,
Silver Fern Farms Beef Limited will hold the entire operating
business. Silver Fern Farms Beef Limited will be renamed
“Silver Fern Farms Limited” (“Silver Fern Farms”), with the
Co-operative (previously named Silver Fern Farms Limited)
being renamed “Silver Fern Farms Co-operative Limited”.
The ‘Post Transaction’ structure in the structure diagram
on this page shows the position following the restructure,
the renaming of companies and the investment by
Shanghai Maling.
The transaction is conditional on a number of matters, namely:

Silver Fern Farms Limited

• Overseas Investment Office approval;
• the approval of the transaction by the Co-operative’s
shareholders;
• completion of the restructure of the Silver Fern Farms
group set out in this Section and in Appendix Two to this
Information Pack;
• the approval of the transaction by Shanghai Maling’s
shareholders; and
• three separate Chinese regulatory authority approvals.

2.
3.
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The Co-operative will retain a receivable amount of $57 million due from Silver Fern Farms to the Co-operative.
The Co-operative will retain the liability in respect of supplier investment shares and rebate shares. These classes of Co-operative shares are required to be classified
as liabilities under NZ IFRS.

Shanghai Maling will invest $261 million of cash into the
newly renamed Silver Fern Farms for 50% of the shares of
Silver Fern Farms. In arriving at the subscription price of $261
million, Shanghai Maling valued 100% of the equity of the
Co-operative at $311 million and proposed to invest $311
million of cash for a 50% interest of Silver Fern Farms.
The Board of the Co-operative considered that if the business
were to receive the full $311 million in cash the resulting
capital structure would have been inefficient. The Board also
concluded that it would be desirable to reward Co-operative
shareholders for their investment in the Co-operative during
the period in which the Co-operative developed its ‘Plate
to Pasture’ strategy. This strategy and the associated well
established and recognised brand played a large part in
attracting the substantial investment proposal from
Shanghai Maling.
Accordingly, the Board and Shanghai Maling agreed that:
• $50 million of the cash to be invested by Shanghai Maling
will be distributed to the Co-operative which, in turn, may
distribute this to the Co-operative’s shareholders as it sees
fit; and
• a further $7 million of the cash to be invested by Shanghai
Maling will be distributed to the Co-operative to meet the
Co-operative’s Directors’ fees and related costs into the
future. As these costs are to be borne by the Co-operative
following the transaction and not by Silver Fern Farms, the
equity value of $311 million was increased by this amount.
The estimated cash to be invested by Shanghai Maling is
therefore expected to be $261 million4 being:
• equity value of the Co-operative of $311 million; plus
• $7 million Directors’ fees adjustment; less
• $50 million capital distribution; less

Immediately following completion and prior to the
Co-operative redeeming the supplier investment shares and
paying a special dividend, the Co-operative will have:
• 50% of Silver Fern Farms worth $261 million
(i.e. equivalent to the amount paid by Shanghai Maling
for its 50%);
• $57 million of cash; and
• the liability for the Co-operative’s ongoing Directors’ fees
and governance costs, the value of which is estimated to
be approximately $7 million.
The value of the transaction to the Co-operative is, therefore,
$311 million. This is entirely consistent with the cash that
Shanghai Maling offered to invest if there was to be no capital
distribution to the Co-operative’s shareholders.
The Board considers that, in addition to the strategic benefits
of Shanghai Maling’s proposal (see Section Two of this
Information Pack), the value Shanghai Maling attributed to the
Co-operative’s equity (equivalent to $2.84 per ordinary share)
is attractive and reflects both the Co-operative’s commitment
to and investment in the ‘Plate to Pasture’ strategy, and the
marked improvement in the profitability of the business over
the last two years.
The implied ordinary share value of $2.84 per share compares
favourably with the trading price for the Co-operative’s
shares of 35 cents immediately prior to share trading being
suspended in July 2015.
In the Independent Report on the proposed transaction included
in Appendix Three to this Information Pack, Grant Samuel
concludes that the investment of $261 million by Shanghai
Maling “falls within the range assessed by Grant Samuel for
100% of the equity value of SFF prior to an investment by
Shanghai Maling under the Proposed Transaction”.

• estimated remaining transaction costs of $7 million.
4.

The precise investment amount is also subject to variation to the extent that supplier investment shares or rebate shares are redeemed prior to completion or to
the extent the actual net assets position at 30 September 2015 differs from the latest forecast provided to Shanghai Maling upon which they based their analysis.
We do not expect these variations to be significant.
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section four
capital distribution to
co-operative shareholders

As described in Section Three of this Information Pack,
immediately following completion of the transaction the
Co-operative will hold approximately $57 million of cash in
addition to its 50% investment in Silver Fern Farms.
The Board of the Co-operative have determined that, following
completion, they intend to distribute approximately $40 million
of this cash to Co-operative shareholders by:
• redeeming all of the supplier investment shares at $1.00
per share (approximately $5.5 million in aggregate); and
• paying a special dividend of 30 cents per share on all
ordinary shares5 and rebate shares (approximately $34.5
million in aggregate).
After distributing approximately $40 million of this cash to
Co-operative shareholders, the Co-operative will initially hold
approximately $17 million of cash which the Board considers
is an appropriate level to fund:

5.
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• the Co-operative’s ongoing Directors’ costs;
• any warranty or indemnity claims arising from the
transaction, to the extent these are not covered by the
warranty and indemnity insurance policy taken out by the
Co-operative; and/or
• the liability for the ongoing redemption of rebate shares.
In addition to the residual $17 million of cash to be held by
the Co-operative, the Board considers that there are good
prospects of ongoing dividends from Silver Fern Farms given its
profitability and very strong capital structure.
Due to the need for Overseas Investment Office approval and
Chinese regulatory approvals, completion is likely to be several
months after the Special Meeting. Accordingly, the Board of
the Co-operative will confirm the dividend and redemption
details closer to the time of completion. The payment of
the special dividend of 30 cents per share on all ordinary
shares and rebate shares and the redemption of the supplier
investment shares will follow completion of the transaction.

Partly paid ordinary shares will receive a pro-rata dividend payment which will be applied to the unpaid proportion of their shares until the shares are fully paid up.

section five
co-operative status

Your Co-operative will be renamed Silver Fern Farms
Co-operative Limited and will own 50% of the operating
business post the investment by Shanghai Maling.
Importantly, the Co-operative’s constitution and its
co-operative status will remain unchanged under the
Proposed Transaction.

Shareholder suppliers will continue to supply through the
Co-operative as they do presently. Practically, the operating
business (Silver Fern Farms) will manage all livestock
procurement activities.
The existing Board of the Co-operative will continue
following this transaction and the Co-operative Board
election process will continue as is presently the case.
The Board of the Co-operative will appoint five of its
Directors to the Board of Silver Fern Farms.
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section six
governance

BOARD OF SILVER FERN FARMS
The 50/50 owned operating business, Silver Fern Farms,
will have a Board of 10 Directors, comprising five Directors
appointed by the Co-operative and five Directors appointed
by Shanghai Maling. There will be two “Co-Chairpersons”,
one appointed by the Co-operative and one appointed by
Shanghai Maling.
The five Directors to be appointed by the Co-operative must
comprise at least two farmer appointed Directors and two
independent Directors. The Co-operative’s representatives
on the Board of Silver Fern Farms will come from the Board
of the Co-operative and will be selected by the Board of
the Co-operative.
The five Directors to be appointed by Shanghai Maling must
comprise two Directors that are New Zealand residents and at
least one Director with red meat industry experience.
As completion of the transaction is likely to be several months
away given the need for Overseas Investment Office and
Chinese regulatory approvals, the Co-operative and Shanghai
Maling are yet to determine all of their Director appointees to
the Board of Silver Fern Farms. We will advise you of all of the
Directors, including Director profiles, in advance of completion
of the transaction.
Both partners have identified their initial Co-Chairpersons
who will be Mr Rob Hewett (Chairman of the Co-operative)
and Mr Shen Wei Ping (Chief Executive and Director of
Shanghai Maling).
Recognising the size and importance of Silver Fern Farms, the
Co-operative and Shanghai Maling have agreed that the Board
of Silver Fern Farms shall operate to standards of governance
conventional for leading companies listed on the New Zealand
NZX Main Board.
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Rob Hewett
(Chairman of the Co-operative)
Rob not only runs his own farm but
is also the director of a number of
private companies in New Zealand
and Australia. Elected to the Board in
February 2008, Rob currently farms
9,250su, 960 hectare sheep and
beef breeding and finishing unit in
Manuka Gorge, South Otago. Rob is a
Graduate of Lincoln University, holding
an M.Com in marketing and a B.Com
(Ag) in Economics.

Mr Shen Wei Ping
(Chief Executive & Director of
Shanghai Maling)
Prior to his appointment as Chief
Executive of Shanghai Maling in
2015, Mr Shen held a number of
management positions, most notably
Chairman and Chief Executive
of Shanghai Dairy Group (part of
Bright Food Group) for 12 years. He
has extensive senior management
experience in the agricultural industry,
particularly in operational analysis
and strategic management. Mr Shen
holds a Masters Degree in Economics
and lives in Shanghai, China.

GOVERNANCE PRINCIPLES
The Co-operative and Shanghai Maling have a shared set of
principles to guide their governance and decision making.
Those principles are summarised as follows:
• The Co-operative and Shanghai Maling shall act in a
co-operative spirit of mutual respect, transparency and
good faith so as to always act in the best interests of
Silver Fern Farms.
• The governance shall be participatory, consensus oriented,
accountable, transparent, responsive, effective and
efficient, equitable and inclusive, and follow the rule of law.
• The Co-operative and Shanghai Maling shall work in good
faith to:
• maximise and optimise the financial and operating
position of Silver Fern Farms;
• operate with a prudent capital structure and prudent
financial ratios;
• deal with third parties (including the Co-operative and
Shanghai Maling) on arms’ length market based terms;
and
• agree on overall strategy to be reflected in the annual
budgets and business plans.
• Silver Fern Farms shall be the Co-operative’s and Shanghai
Maling’s sole vehicle in New Zealand for investment in the
red meat processing sector.
• The primary operations (including processing) shall
be in New Zealand with a focus on expanding product
distribution and range globally.

• Silver Fern Farms will establish an enterprise in China to
ultimately undertake all distribution arrangements in China
on an exclusive basis on behalf of Silver Fern Farms.
• The Co-operative and Shanghai Maling recognise the
history of the business as a farmer owned co-operative,
with farmers as past and future key suppliers to the
business. The Co-operative and Shanghai Maling shall
work on systems to recognise the importance of the
Co-operative’s farmer shareholders as key suppliers
including a priority system in respect of space allocation.
• Any material changes to branding shall be made on a
consensus basis.
• The shares of Silver Fern Farms (as distinct from
the Co-operative) will only be listed on a stock
exchange by agreement between the Co-operative
and Shanghai Maling.

RESERVED MATTERS AND
CASTING VOTE MATTERS
While the majority of decisions to be made by the Board of
Silver Fern Farms are able to be passed by a simple majority of
Directors voting in favour of the relevant resolution, there are
two classes of decisions that have special voting requirements:
• “Reserved Matters” which must be voted in favour of by
seven of the 10 Directors of Silver Fern Farms in order for
the resolution to be passed. The Reserved Matters include:
• any merger, amalgamation or similar business
combination of Silver Fern Farms or one of its
subsidiaries, or the effecting of a dissolution or split of
Silver Fern Farms or one of its subsidiaries;
• the issuance of corporate bonds; and
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• any increase or decrease in relation to shares or equity
securities of Silver Fern Farms or one of its subsidiaries,
of any nature.
• “Casting Vote Matters” where the Shanghai Maling
appointed Co-Chairperson will have a casting vote on that
Casting Vote Matter. The Casting Vote Matters are:
• approval of the annual business plan;
• approval of the annual budget;
• approval of the annual financial statements;
• appointment or dismissal of the Chief Executive, and
determination of the Chief Executive’s compensation
arrangements; and
• the dividend policy and the quantum and timing
of dividends.
The Casting Vote Matters will apply where the Board has
been unable to achieve a majority of directors supporting one
of these matters. The Casting Vote Matters are necessary
to allow Shanghai Maling to consolidate its investment for
accounting purposes under the financial reporting standards
applicable in China. This was a pre-requisite for Shanghai
Maling and, on that basis, the Board of the Co-operative
accepted these Casting Vote Matters with the following
protections:
• where a matter is both a Reserved Matter and a Casting
Vote Matter, the Reserved Matter approval requirements
have priority (Shareholders’ Agreement);
• both the Co-operative and Shanghai Mailing, together
with the Directors appointed to Silver Fern Farms, must
always act in the best interests of Silver Fern Farms
(Shareholders Agreement);
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• specifically as regards the approval of the annual business
plan and the budget:
• the annual budgets and business plans are to be
consistent with the overall strategy of Silver Fern Farms,
which is to be agreed between the Shareholders;
• the senior management of Silver Fern Farms is
responsible for the preparation of the annual
business plan and budget, which is to be considered
and approved by the Board of Silver Fern Farms
(Shareholders’ Agreement);
• in addition to the Reserved Matters set out in the
Shareholders’ Agreement, the Co-operative and
Shanghai Maling have agreed to additional protections
regarding material acquisitions or dispositions, entering
into any substantial capital commitments or nonordinary course of business expenditure, or any action
which would result in the debt to equity ratio exceeding
an agreed level.
• as regards the appointment or dismissal of the Chief
Executive and determination of the Chief Executive’s
compensation arrangements:
• the Board of Silver Fern Farms shall adopt a
Remuneration/Appointment Committee with typical
New Zealand market based charters and terms of
reference (Shareholders’ Agreement); and
• Dean Hamilton will be the Chief Executive immediately
following completion.
• as regards the payment of dividends by Silver Fern Farms
to the Co-operative and Shanghai Maling, subject to
ensuring compliance with law and the provisions of any
banking facility, Silver Fern Farms will pay cash dividends of
not less than 30% of the net profit after tax with a target
dividend policy to pay out at least 50% of the net profit
after tax.

In summary, the Board considers that the combination of:
• the equal Board representation;
• the Co-chairpersons;
• the shared governance principles;
• the Reserved Matters;
• the specific provisions of the Shareholders’ Agreement
regarding the appointment of the Chief Executive and
senior management’s responsibility for the preparation of
the business plan and budget consistent with the agreed
strategy; and
• the commercial reality of the compelling incentive on Silver
Fern Farms to ensure that the Co-operative shareholder
suppliers continue to support Silver Fern Farms
provide the Co-operative with robust protection around the
limited number of Casting Vote Matters that Shanghai Maling
require to allow them to consolidate for accounting purposes.
All of the members of the Board of the Co-operative have
met representatives of Shanghai Maling including their
Co-Chairperson designate, Mr Shen Wei Ping, in
New Zealand. The majority of the Board also visited
Shanghai Maling in China and visited a number of their
processing facilities and their distribution and retail network.
The Board is confident that Shanghai Maling and the
Co-operative are aligned in regarding the proposal as an
equal partnership for mutual benefit.

As stated by Grant Samuel in their Independent Report on
the proposed transaction (see Appendix Three to this
Information Pack):
“The relationship between [the Co-operative] and Maling
is for all intents and purposes a partnership which is
governed by the Statement of Co-Operation Principles
agreed between the two parties. The Governance structure
provides both shareholding groups with an appropriate level
of control to ensure that neither party gains an advantage
at the expense of the other and that the business of
[Silver Fern Farms] is managed in the best interests of
all shareholders.”

SHAREHOLDER REPRESENTATIVES
Each of the Co-operative and Shanghai Maling can appoint
one representative who shall be entitled to attend senior
management meetings of Silver Fern Farms and receive all
documents and notices in relation to senior management
meetings. The representatives are not permitted to be
Directors of any of Silver Fern Farms, the Co-operative or
Shanghai Maling.
The purpose of such representatives is to facilitate the flow
of information from Silver Fern Farms to the Co-operative and
Shanghai Maling.
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section seven
silver fern farms’
business operations

The core business operations of Silver Fern Farms are not
expected to be impacted by this transaction. The investment
by Shanghai Maling will provide additional resources to
accelerate our global ‘Plate to Pasture’ strategy and to invest
in our production capability. Over time we intend to invest
in more people in market, more new product development,
additional marketing to support our customers and investment
in our plants to support the strategy.
Dean Hamilton will be the Chief Executive of Silver Fern Farms
immediately following the transaction.
The Chief Executive will appoint the senior management team
under the supervision of the Board of Silver Fern Farms as is
presently the case. The existing senior management team is
expected to continue with the business.
The Shareholders’ Agreement between the Co-operative and
Shanghai Maling (a summary of which is included in Appendix
Two to this Information Pack) describes the scope of the
business consistent with that presently undertaken, namely:
• procuring bovine, ovine and cervine animals in
New Zealand for processing;
• processing those animals in New Zealand principally at
facilities operated by Silver Fern Farms; and
• marketing and selling meat products that it has processed
in various forms including on a value added basis, in
New Zealand and globally.
The business’s operations will remain in New Zealand:
• the Shareholders’ Agreement specifically acknowledges
that “the business’s head office and principal centre of
management” shall be in New Zealand; and
• the Co-operative and Shanghai Maling acknowledge that
the primary operations (including processing) shall be in
New Zealand.
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Dean Hamilton
(Chief Executive of the
Co-operative)
Dean took on the role as Chief
Executive of Silver Fern Farms in
November after holding the position
of Chief Strategy Officer. Dean
has significant experience at Chief
Executive level including in the
red meat food sector with Riverlands
Foods, then a subsidiary to
Brierley Investments.
Dean was formerly a Managing
Director and Co-Head of Industrials
and Financial Sponsors for Deutsche
Bank for Australia & New Zealand.
Dean worked for 13 years with
Deutsche Bank in Auckland and
more recently Melbourne.
Dean brings a wealth of expertise
and experience across both the
New Zealand and Australian
corporate landscapes.

section eight
financial implications of
the partnership proposal

FINANCIAL STRENGTH
The key financial benefit of the transaction will be a substantial
reduction in Silver Fern Farms’ debt. Following completion
Silver Fern Farms is expected to have no debt at year-end and
be in a net cash position.
As set out in Section One of this Information Pack, for many
years Silver Fern Farms has carried excessive debt, which
has created a financial constraint on the operations of
the business.
While we have reduced our total debt significantly over the
last two years and expect our debt at the end of September
2015 to be in the region of $140 million to $160 million, we
consider this to still be too high for the business:
• due to the highly seasonal nature of the business, there is
a very significant investment in net working capital through
the season. Depending on the season, this will normally
result in peak debt levels up to $200 million higher than
opening debt. If this transaction does not proceed and
settle prior to the peak season, the business will require
peak debt facilities for the FY16 year of approximately
$400 million;
• the interest and facility costs associated with the high level
of debt and the peak seasonal facilities have a significant
impact on the earnings of the business; and
• history has shown that earnings can be volatile in this
industry. The Co-operative’s total year-end debt was as
low as $120 million at the end of the 2010 and
2011 financial years but this did not prevent the
Co-operative from facing considerable financial challenges
in subsequent years.

While the Co-operative’s lenders have supported the business
over many years they, like the Board, have been seeking a
capital injection that would fundamentally improve the capital
structure of the business. The willingness of the Co-operative’s
lenders to continue to support the business in the absence of
such a capital injection is uncertain. Specifically:
• the Co-operative’s lenders have agreed to provide facilities
to Silver Fern Farms on terms acceptable to the Board for
the period from the expiry of the existing facilities
(31 October 2015) to completion of the transaction
provided the Co-operative’s shareholders approve the
transaction and the Shanghai Maling shareholders
approve the transaction;
• if those shareholder approvals are not obtained, the
Co-operative does not have facilities in place for the period
commencing 1 November 2015, nor does it expect to
secure such facilities in advance of the Co-operative’s
shareholder meeting on 16 October 2015. It is possible
that some or all of the Co-operative’s lenders may elect
not to provide facilities and, unless others of the existing
Lenders are willing to increase their exposure or new
Lenders are willing to provide facilities, the Co-operative
will be faced with adverse consequences including
potential insolvency.
Following completion of the transaction, the financial position
of Silver Fern Farms will be very strong. It is expected that
the business’s debt will be reduced by over $200 million
(being the net impact of the $261 million cash investment by
Shanghai Maling and the $57 million distribution to the
Co-operative as set out at Section One of this Information
Pack). This is expected to result in Silver Fern Farms being in a
net cash position at the end of the next financial year.
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The Co-operative has had discussions with its lenders
regarding the provision of facilities to the business following
completion. On the basis of those discussions and what will
be a strong financial position for the business at that time,
the Co-operative is confident that it will obtain facilities for
the business following completion. Practically, given the
uncertainty as to the precise timing of completion due to the
Overseas Investment Office and Chinese regulatory approvals
required, the documentation of the post-transaction facilities
will be finalised closer to the expected completion date.

Co-Operative
Shareholders
Distributions to co-operative shareholders to be determined
by the Board of the Co-operative which intends to distribute
a combination of dividends and rebates.

Silver Fern Farms
Co-operative Limited

Shanghai Maling

DISTRIBUTIONS
The Co-operative and Shanghai Maling have agreed that,
subject to ensuring compliance with law and the provisions
of any banking facility, Silver Fern Farms will seek to pay cash
dividends of at least 50% of its net profit after tax to the
Co-operative and Shanghai Maling.

Silver Fern Farms Limited
Dividends to be declared by the Board of Silver Fern Farms which has a stated
policy of paying annual dividends of not less than 30% of after tax profits and is
targeting at least 50% of after tax profits.

Given the strong financial position of Silver Fern Farms
following the transaction and the expectation of continued
profitability, the Board considers that there are good
prospects of the Co-operative receiving future dividends
from Silver Fern Farms.

FINANCIAL REPORTING

The Board of the Co-operative intends to make annual
distributions to the Co-operative shareholders in the form of
both dividends and, potentially, rebates.

As set out in Section Six, Shanghai Maling will consolidate
Silver Fern Farms into its financial statements. The Co-operative
does not expect to consolidate Silver Fern Farms for accounting
purposes and will record its 50% shareholding in Silver Fern
Farms as an investment.

Silver Fern Farms will prepare financial statements prepared
in accordance with Generally Accepted Accounting Principles.
These financial statements will be audited.

Co-operative shareholders will receive both the financial
statements of the Co-operative and the financial statements of
Silver Fern Farms.
As Silver Fern Farms is to be consolidated for accounting purposes
by Shanghai Maling, the balance date for Silver Fern Farms will be
changed to 31 December. This is an administrative matter and will
not impact the operations of the business in any way.
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section nine
about shanghai maling
and bright food group
6

Shanghai Maling is a Chinese company listed on the Shanghai
Stock Exchange and owned approximately 38% by Bright Food
Group as follows:

The table below summarises Shanghai Maling’s primary
business operations.
Business
Activities

Bright Food (Group) Co., Ltd
(Bright Food Group)

Farming

Description

Dairy and beef cattle farming operations.
Pig farming operations.

100%

5.97%

Animal feed production (including
investments in the US).

Yimin Group

Public Shares

31.82%

62.21%

Slaughtering

Beef and sheepmeat processing plants.
Pork processing operations.
Candy and integrated food manufacturing.

Importing

Imports beef and sheepmeat from
New Zealand, Australia, Brazil, Uruguay,
Argentina, Canada and numerous other
countries.

Further
Processing

Produces canned food, processed beef,
sheepmeat and pork products, and
snacks (for example, candy and biscuits).

Distribution
and Sales

Shanghai Maling distributes its products
via the Shanghai Maling and Bright Food
Group networks (detailed below).

Shanghai Maling Aquarius Co., Ltd

Shanghai Maling has a close relationship with Bright Food
Group. Bright Food Group has the right to nominate five of
Shanghai Maling’s nine directors including the Chairman and
Vice-Chairman. Bright Food Group also nominates the Chief
Executive, Chief Financial Officer and the management team
of Shanghai Maling.

Domestic China sales comprise
approximately 90% of revenue.
Approximately 10% of revenue is
generated from exports to markets such
as Hong Kong, Philippines, Indonesia,
Singapore, UAE, US and Canada.

6.

The information in this Section has been provided by advisers to Shanghai Maling and Bright Food Group, but has not been independently verified by the Co-operative
or its advisers.
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Shanghai Maling operates a vertically integrated business
comprising sourcing, processing, and the sale and distribution
of various meat products. It also engages in the processing of
canned meat, spices, cooked food and other food products.
For the 2014 financial year Shanghai Maling recorded sales of
approximately NZ$2.7 billion.
In early 2015 Shanghai Dairy Group (a subsidiary of Bright
Food Group) started a process to transfer its beef, lamb and
feed assets to Shanghai Maling. At the same time, Shanghai
Farm Group (also a subsidiary of Bright Food Group) started
a process to transfer its pork assets to Shanghai Maling. This
transfer process is now in its final stages and requires only
Chinese Government approval before it can proceed. This
approval is expected to be received, and the transfer
of assets to Shanghai Maling are expected to occur, in
October 2015.
Following those asset transfers Shanghai Maling will be the
largest processor of beef in China and will also have significant
sheep meat and pork processing operations. The asset
transfers will result in Shanghai Maling having a fully vertically
integrated business comprising sourcing, processing, and
the sale and distribution of various meat products. Shanghai
Maling will also then be the sole operator of a meat business
within the group of companies in which Bright Food Group has
an ownership interest.

SHANGHAI MALING:

38% OWNED BY
BRIGHT FOOD GROUP
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BRIGHT FOOD GROUP
Bright Food Group is a multinational food and beverage
manufacturing company and the largest diversified food
company in China. It is wholly owned by the Shanghai
Government and has investments in four companies listed
on the China A-share market (Shanghai Maling, Bright Dairy
& Food Co., Ltd, Shanghai First Provisions Store Co., Ltd,
and Shanghai Haibo Co., Ltd). It is headquartered in
Shanghai, China.
Bright Food Group engages in agriculture, food processing and
production, and food distribution. Additionally, the business
is involved in real estate, logistics and finance. The company
is vertically integrated, with a ‘farm to dinner table’ operating
model, and owns a significant amount of agricultural land
and an extensive distribution network. Bright Food Group’s
distribution network extends throughout China, Europe and
Australia. It has over 10,000 customers in 160 countries and
regions and employs 78,000 people globally.
As noted above, Bright Food Group proposes to contribute the
beef, lamb, pork and animal feed operations held by several
of its subsidiary companies to Shanghai Maling, and this is
expected to occur in October 2015. Shanghai Maling will then
be Bright Food Group’s only meat business in China.

CHINA’S
LARGEST FOOD
COMPANY

Shanghai Maling and Bright Food Group together have an
extensive distribution network, comprising:
• Ownership of more than 6,000 retail stores, including
supermarket chains, and relationships with a further
60,000 third party retail outlets throughout China
(including Tesco, Carrefour, and E-mart).
• Supply arrangements with a number of restaurant chains
that serve beef and lamb products.
• Ownership of the largest wholesale market in China (Xi Jiao
International) with a storage capacity of 100,000 tonnes
for fresh and frozen foods. This market is the point of
supply (on a wholesale basis) for an area of eastern China
containing 400 million retail customers, and has one of
the fastest Customs clearance and quarantine facilities
in China.

The distribution network referred to above covers a full range
of retail sales channels including high end retail stores,
supermarkets, wholesale markets and on-line markets.
In November 2010, Bright Food Group made an investment
in New Zealand by acquiring a 51% stake in Synlait Milk.
Following this investment, Synlait, with Bright Food Group’s
assistance developed the brand ‘Pure Canterbury’ for the
Chinese market. In July 2013, Synlait Milk was listed on the
New Zealand Stock Exchange, with Bright Food Group selling
down its shareholding to approximately 39%.

• Lianhao, a subsidiary of Bright Food Group (to become
a subsidiary of Shanghai Maling following the transfer of
assets referred to on the previous page) has an official
on-line store accessed through a number of e-Commerce
sites which gives access to 300 million online customers
throughout China.

800

6,000

HYPERMARKETS

STORES ACROSS CHINA
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section ten
bright food group’s support
for the partnership

The partnership proposal is a material transaction for
Shanghai Maling which requires the approval of a two thirds
majority of the shareholders of Shanghai Maling able to vote
and voting on the transaction.
Bright Food Group holds approximately 38% of the shares
in Shanghai Maling. Bright Food Group has expressed
its support and its intention to vote all of its shares in
favour of the partnership proposal at the special meeting
of shareholders of Shanghai Maling to be held on
30 October 2015.
Bright Food Group has provided the Board of the Co-operative
with a letter of support to this effect which is as follows.

“Dear Directors
We are delighted to advise that the Chairman and Board of
Directors of Bright Food (Group) Co. Ltd have formally met
and unanimously approved the entry into the Agreement for
Subscription of Shares in Silver Fern Farms Beef Limited,
under which Shanghai Maling (Hong Kong) Limited proposes
to acquire 50% of Silver Fern Farms Beef Limited. Bright
Food (Group) Co. Ltd controls 37.8% of the shares in
Shanghai Maling Aquarius Co. Ltd (the parent of Shanghai
Maling (Hong Kong) Limited).
In connection with this formal Board approval, we are also
pleased to advise that:
a. By the approvals requirement of Bright Food (Group) Co.
Ltd’s process, the approval by the Board is final;
b. We have instructed our representative directors on the
Board of Directors of Shanghai Maling Aquarius Co. Ltd
to vote in favour of the transaction when it is presented
for consideration by the Board of Directors of that
company; and
c. Bright Food (Group) Co. Ltd will vote in favour of the
transaction at the shareholders’ meeting of Shanghai
Maling Aquarius Co. Ltd, to be held on or about the
30 October 2015, and will recommend that other
shareholders vote in favour of the transaction.
We are extremely excited about the opportunities provided
by this transaction with Silver Fern Farms, and we have
asked that this letter is provided to the shareholders of
Silver Fern Farms as they consider their own approval of
the transaction.
Bright Food (Group) Co. Ltd”
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section eleven
summary of grant samuel’s
opinion as independent adviser

22 September 2015

The Directors
Silver Fern Farms Limited
283 Princes Street
P.O. Box 941
DUNEDIN

Dear Sirs,
Independent Report on the 50% Acquisition Offer by Shanghai Maling Aquarius Co. Ltd
1.

Introduction

In 2013 the Board of Silver Fern Farms (SFF Co-Op) initiated a strategic review with the objective of restoring
financial stability to its balance sheet including a substantial reduction of the debt burden. The strategic review
involved the evaluation and exploration of a range of alternatives including a capital investment by a third party, the
sale of individual business divisions, and/or the rationalisation of its operating assets.
On 15 September 2015 SFF Co-Op announced that it had entered into a conditional arrangement with Chinese
company Shanghai Maling Aquarius Co. Ltd (Shanghai Maling) in relation to a NZ$261.4 million equity investment
by Shanghai Maling into SFF Co-Op’s operating business Silver Fern Farms Beef Limited (SFF) (the Proposed
Transaction). The Proposed Transaction is an outcome of the strategic review. The value attributed to the 50%
shareholding in SFF was determined after taking into account a capital retention of NZ$50 million to SFF Co-Op of
which NZ$40 million is to distributed to existing SFF Co-Op shareholders. The balance of $10 million will be retained
within SFF Co-Op to fund ongoing costs of the Co-Operative and provide funds for the potential redemption of
rebate shares in the future. The Proposed Transaction is an outcome of a capital restructuring initiative undertaken
by SFF Co-Op.
The shareholders of SFF Co-Op have to vote and endorse the Proposed Transaction if it is to be implemented as
planned. Only holders of ordinary shares and supplier rebate shares will have a vote on the Proposed Transaction.
The Directors of SFF Co-Op have engaged Grant Samuel & Associates Limited (Grant Samuel) to prepare an
Independent Report in relation to the Proposed Transaction. Grant Samuel is independent of SFF Co-Op and
Shanghai Maling and its associated entities and has no involvement with, or interest in, the outcome of the Proposed
Transaction.
2.


Summary of Opinion
In 2013, following a significant build-up in both seasonal and core debt Silver Fern Farms Limited
(SFF Co-Op) embarked on a programme to reduce debt and restore earnings. Despite having made
very good progress on both fronts, the Board of SFF Co-Op considered new equity was required and
the current SFF Co-Op Banking Syndicate advised that in the absence of an injection of new capital
they may not renew the current facilities beyond the current expiration date of 31 October 2015 for

1
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the forthcoming season. A decision of this nature could have very dire consequences for SFF Co-Op.
The Proposed Transaction is an outcome of a capital restructuring initiative undertaken by SFF CoOp;


The new capital will significantly improve the financial strength and flexibility of SFF Co-Op.
Shareholders of SFF Co-Op have had a disappointing run for a number of years. For a variety of
reasons SFF Co-Op has been unable to deliver sustainable returns to its farmer shareholders.
Removing the debt burden, and the restrictions that has placed on the business, should improve
profitability, permit the payment of dividends, increase investment in the business and substantially
increase shareholder value.



If the Proposed Transaction is not implemented, SFF Co-Op will continue to be under pressure from
its Banking Syndicate to raise new capital. It is possible, in the absence of the Proposed Transaction
being approved by shareholders, that some or all members of the Banking Syndicate could elect not
to extend debt facilities to SFF Co-Op beyond 1 November 2015. In those circumstances SFF Co-Op
may be unable to operate effectively unless either one or more of the existing banks is willing to
increase its exposure to SFF Co-Op or a new bank comes into to the syndicate. In the absence of
such outcomes it is likely that SFF Co-Op may be faced with adverse consequences including
receivership or liquidation. On these grounds alone the Proposed Transaction is reasonable. It is
possible that an alternative transaction comprising a rights issue and a debt refinance, could achieve
the necessary recapitalisation but with SFF Co-Op retaining 100% ownership of its operating
businesses. Despite significant efforts by SFF Co-Op to find alternative sources of capital and an
indication of an underwrite at a much lower level than the Proposed Transaction by a group of
investors, subject to satisfactory debt refinancing and Board appointment rights, the time frame to
arrange alternative debt finance, in light of the pending expiration of the current facility on 31
October, became too tight;



The Proposed Transaction has been recommended to shareholders by the Board of SFF Co-Op.
Before arriving at the decision to recommend to SFF Co-Op Shareholders the Proposed Transaction
the Directors of SFF Co-Op considered a number of options including:
−

introducing a new investor to the beef or lamb businesses;

−

undertaking a capital raising from existing shareholders;

−

introducing a new shareholder to SFF Co-Op; and

−

merging with Alliance Group.

Following receipt of a number of proposals the Directors of SFF Co-Op formed the opinion that the
Proposed Transaction was the only option to recommend to the Shareholders;




The Proposed Transaction will cede a level of control in SFF Co-Op’s operating businesses (SFF) to
Shanghai Maling as a consequence of the Shareholders and Co-operation agreements. In Grant
Samuel’s opinion the loss of some influence on defined matters is a small price to pay for the
alternative of receivership or some other form of third party administration. If the Proposed
Transaction is implemented, SFF will:
−

have a strong balance sheet and will no longer be subject to rigorous oversight by the
Banking Syndicate;

−

be able to adopt a proactive stance in rationalising the red meat sector;

−

have a committed cornerstone shareholder with the potential to increase further exports of
lamb and beef into the Chinese market; and

−

be in a position to conduct a competitive process to secure improved terms for its debt
facilities.

The relationship between SFF Co-Op and Shanghai Maling is a partnership which is governed by
Statement of Co-Operation Principles agreed between the two parties. The governance structure
provides both shareholding groups with an appropriate level of control to ensure that neither party

2

34

gains an advantage at the expense of the other and that the business of SFF Co-Op is managed in the
best interests of all shareholders;


Shanghai Maling believes that in a joint venture with SFF Co-Op it can increase SFF’s revenue by:
−

selling SFF’s range of value added specialty meat cuts through the retail network of both
Shanghai Maling and Bright Food; and

−

increasing sales through product development in order to create products in New Zealand
that are more tailored to Chinese consumers (e.g. beef and brisket, and by-product sales).



SFF Co-Op expects to immediately distribute approximately NZ$40 million to existing ordinary
shareholders by way of a NZ$0.30 dividend to ordinary and rebate shareholders and the redemption
of the Supplier Investment Shares. This amount is greater than the market capitalisation of SFF CoOp prior to the shares being suspended from trading pending the announcement of the Proposed
Transaction;



SFF Co-Op will remain a co-operative company with approximately NZ$17 million of cash and 50%
ownership of SFF. The cash will provide a resource to redeem the 15.9 million rebate shares should
holders request redemption and funds to meet the governance costs of the Co-Operative;



From the perspective of Ordinary Shareholders the Proposed Transaction restores significant value
to their shares in addition to receiving a NZ$0.30 dividend and an enhanced likelihood of future
dividends from the improved capital structure and a share of the benefits from an increased presence
in SFF’s fastest growing market. Rebate Shareholders will also receive a NZ$0.30 dividend and an
enhanced security in the event they seek redemption. Rebate Shareholders will not benefit from any
uplift in the value of SFF Co-Op’s investment in SFF; and



In Grant Samuel’s opinion the terms and conditions of the Proposed Transaction with Shanghai
Maling are fair and reasonable to the shareholders of SFF Co-Op. Financial restructuring is critical to
SFF Co-Op’s future as SFF Co-Op, in the absence of further debt reduction, is currently
undercapitalised. As a result of an improved financial performance and other strategic initiatives SFF
Co-Op has achieved a degree of deleveraging over the last two years and it is arguable that given
time it will be able to achieve a more conservative capital structure without the need for new capital.
Nevertheless, the Proposed Transaction achieves the recapitalisation, removes uncertainty, creates
new opportunities for growth and is strongly supported by the Board of SFF Co-Op and the Banking
Syndicate.

3.

Other Matters

This report is general financial product advice only and has been prepared without taking into account the objectives,
financial situation or needs to individual shareholders in SFF Co-Op. Because of that, before acting in relation to their
investment, shareholders should consider the appropriateness of the advice having regard to their own objectives,
financial situation or needs. Shareholders should read the Notice of Meeting issued by SFF Co-Op in relation to the
Proposed Transaction.
A decision as to whether to vote in favour of the Proposed Transaction is a matter for individual shareholders, based
on their own views as to value and future market conditions and their particular circumstances including risk profile,
liquidity preference, portfolio strategy and tax position. Shareholders who are in doubt as to the action they should
take should consult their own professional adviser.
This letter is a summary of Grant Samuel’s opinion. The full report from which this summary has been extracted is
attached and should be read in conjunction with this summary.
G RANT SAM UEL & ASSOCIATES LIM ITED
22 September 2015
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resolution
two
proposed analysis of
potential merger with
alliance group
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section twelve
statement by requisitioning
shareholders

STATEMENT FROM MR RICHARDSON
AND MR COCHRANE IN SUPPORT OF
RESOLUTION TWO
Resolution Two is proposed by Allan Richardson of Heriot
in West Otago and John Cochrane of Clinton in South Otago,
who have provided the following statement in support of
the resolution:
Vote YES for this Resolution
• Vote YES for this resolution and send a clear and decisive
message to the Board of Silver Fern Farms that we want
a detailed analysis of the potential benefits and risks of
a merger with Alliance Group Limited before any other
options are considered.
• Earlier this year MIE released a report showing that our
industry would achieve $100 million a year in savings
and deliver better returns if key players worked together
more closely.
• Any savings and improved returns from working closely
together would put money into the pockets of farmers,
while maintaining farmer control.
• The fact that your Board has had this information for
months and that they have not brought any analysis to
their shareholders is unacceptable. It is our co-operative
and we are the rightful owners. It is a question of our
future and we have a right to determine our future.
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It makes no sense to give-away farmer control of our
co-operative until all options are considered
• There may be a range of options to improve the position
of Silver Fern Farms, and the proposal for greater industry
collaboration seems to be a strong and viable option.
• It is an option that would retain farmer control and
potentially create a more consolidated and efficient
industry that would be more competitive.
• We should not be looking at options that will dilute farmer
control without first analysing fully this option and weighing
up all the pros and cons. There are also other options on
the table that do not dilute farmer control. They too are
worthy of consideration.
• Once we lose control, it will be impossible to get
control back.
• The red meat sector is a bedrock of our local
communities, our economy and our national identity.
Losing farmer control is conceding a valuable asset in the
New Zealand meat industry that has been built up over
many generations, for the benefit of New Zealand and
future generations.

Farmer control is critically important for the future of our
farms and families

Vote YES to this resolution to make your Co-operative
more accountable to its farmers

• Losing farmer control means that we will become
price-takers at the end of a supply chain, rather than
price makers.

• You are entitled to see all the viable options before any
major decisions are made that will impact your livelihood
and the livelihood of future generations.

• Farmer control of our own co-operative is the best model
for famers and is the only business model that prioritises
maximising returns to us. No other model prioritises
returns to farmers. In fact, every other business model
would eventually seek to get the lowest cost of supply of
raw material which is not in farmers’ interests.

• It is unacceptable that SFF shareholders have not been
presented with a detailed analysis of the benefits and risks
of a potential merger with Alliance.

• A co-operative that is strong, united and focused is the
only way that we can maintain an industry for the future.
It's time to stand together and demand the information
we asked for three months ago

• If it can be clearly and plainly demonstrated that working
together with Alliance is not the best possible option for
our future, then we should look at other options.
• We should always seek options first that do not concede
farmer control.
Vote YES to be in the driving seat of your Co-operative.

• More than 5% of our shareholder base has already said
that they want to see an analysis of the benefits and risks
of greater industry collaboration.
• It is not time to rush into solutions, without proper analysis
of all the options.
• Losing farmer control is a high price to pay for the future of
our industry – and may not be the price we have to pay.
• Vote YES for this resolution to demand that your Board
provide a proper analysis of alternative options before
making any decision.

SHAREHOLDER INFORMATION PACK 39

section thirteen
statement by your board

BOARD RESPONSE TO MR RICHARDSON’S
AND MR COCHRANE’S STATEMENT AND
RESOLUTION
The Silver Fern Farms Board respects the right of
Mr Richardson and Mr Cochrane to put forward their
resolution, and welcomes engagement with its farmer
shareholders on matters of interest to them.
During the course of the capital structure review process,
your Board has carefully considered all of the options that
were available to it, and it has concluded that Shanghai
Maling’s proposal is compelling and in the best interests of
the company and its shareholders. The Board has set out in
detail all of its reasons earlier in this Information Pack.
In response to Mr Richardson’s and Mr Cochrane’s
statement, the Board advises as follows:
• The Board has engaged with Alliance Group Limited over
an extended period of time and no proposal for a merger
has emerged from those discussions.
• The Board notes that, according to the Christchurch
Press, the Chairman of Alliance Group Limited stated at its
Annual Meeting on 12 December 2014, that:
“There are sound commercial reasons why a merger of the
co-operatives is not a realistic proposal.”
• Alliance Group Limited was invited to participate in the
formal new capital process.
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• The Board believes that Shanghai Maling’s investment is
a superior alternative to the potential merger with Alliance
Group Limited: there are two Boards in support, the
resultant business will be significantly stronger financially,
there will be no change to strategy (in fact it will be
enhanced), there will be no change to management, there
is support for the transaction from existing lenders, the
risk to completion is lower, and there will be enhanced inmarket opportunities as a result.
• The Board does not believe any further evaluation of a
merger with Alliance Group Limited is warranted at
this time.
Accordingly, the Board recommends that shareholders
vote against Resolution Two.

03
appendices
shanghai maling’s
partnership proposal
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appendix one
structure diagrams

EXISTING STRUCTURE OF THE GROUP

Silver Fern Farms Limited
(Holds the sheep meat and head office businesses and assets)

Interests in overseas
operating entities

100%

100%

Silver Fern Farms
Venison Limited

Silver Fern Farms
Beef Limited

New Zealand joint
venture interests

(Holds the venison
business and assets)

(Holds the beef
business and assets)

(including interests in
limited partnerships)

100%
Silver Fern Farms (UK) Ltd
[UK]
100%
Richmond (New Zealand)
Singapore PTE Limited
[Singapore]
22.1%
The New Zealand and
Australian Lamb Company Ltd
[Canada]
25.3%
The Lamb Cooperative, Inc.
[USA]

The diagram does not include non-trading entities
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including:
50%
Livestock Logistics
Nationwide Limited
~12%
Kotahi Logistics Limited
Partnership
50%
Alpine Origin
Merino Limited
~28%
OAL Limited Partnership

STRUCTURE OF THE GROUP POST PARTNERSHIP WITH SHANGHAI MALING

Silver Fern Farms Co-Operative Limited

Shanghai Maling (Hong Kong) Limited

(Previously Silver Fern Farms Limited)

50%

50%

Silver Fern Farms Limited
(previously Silver Fern Farms Beef Limited)
(Holds the beef business and assets)

Interests in
overseas operating
entities
(unchanged)
100%
Silver Fern Farms
(UK) Ltd
[UK]
100%
Richmond
(New Zealand)
Singapore PTE Limited
[Singapore]
22.1%
The New Zealand
and Australian Lamb
Company Ltd
[Canada]

100%

100%

Silver Fern Farms
Sheepmeat Limited

Silver Fern Farms
Venison Limited

(To hold the sheep
meat business and
assets, including
New Zealand
sheepmeat specific
joint venture
interests)

(Holds the
venison business
and assets)

50%
Alpine Origin
Merino Limited

100%

Specific
New Zealand
joint venture
interests
50%
Livestock Logistics
Nationwide Limited

Silver Fern Farms
Management
Limited
(To hold the
head office business
and assets)

~12%
Kotahi Logistics
Limited Partnership

~28%
OAL Limited
Partnership

25.3%
The Lamb Cooperative,
Inc. [USA]

The diagram does not include non-trading entities
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appendix two
the transaction documents - key terms of
partnership with shanghai maling
Shanghai Maling’s partnership proposal involves a number of
important steps and transaction documents. Details of these
steps and the transaction documents are set out in
this Appendix.
All of the transaction documents have been prepared and
executed in both English and Chinese. However, they are all
governed by New Zealand law and, to the extent that there is
an inconsistency between the English and Chinese versions of
a transaction document, the English version will prevail.

ACQUISITION AGREEMENT –
IMPLEMENTS A RESTRUCTURE OF THE
SILVER FERN FARMS GROUP
The first step towards implementation of the partnership
proposal will involve the Silver Fern Farms Group undergoing
a restructure pursuant to the terms of the Acquisition
Agreement. The effective date for the purposes of the
Acquisition Agreement is 1 October 2015.
The Acquisition Agreement is conditional on the shareholders
of Silver Fern Farms and Shanghai Maling approving the
transactions contemplated in the Subscription Agreement.
Pursuant to the Acquisition Agreement, the Co-operative’s
wholly owned subsidiary Silver Fern Farms Beef Limited
(“Silver Fern Farms”) agrees to incorporate four wholly owned
New Zealand subsidiaries known in the Acquisition Agreement
as “Sheep Subsidiary”, “Head Office Subsidiary”, “General JV
Subsidiary” and “Non-Trading Holdco” (each a, “Subsidiary”
and together, the “Subsidiaries”) and the Co-operative
agrees to transfer all of its assets and liabilities (other than
the Co-operative’s shareholding in Silver Fern Farms, any
debts owed to the Co-operative by Silver Fern Farms or the
Subsidiaries and the Co-operative’s rights and obligations
under the transaction documents) to Silver Fern Farms or the
Subsidiaries, including the transfer of:
a. its interests in Silver Fern Farms Venison Limited, Livestock
Logistics Nationwide Limited, Kotahi Logistics Limited
Partnership, The New Zealand and Australian Lamb
Company Ltd [Canada], The Lamb Co-operative, Inc.
[USA], Richmond (New Zealand) Singapore PTE Limited
[Singapore] and Silver Fern Farms (UK) Limited [UK] to
Silver Fern Farms;
b. its sheepmeat business and assets, and all of its interests
in the OAL Limited Partnership and Alpine Origin Merino
Limited to Sheep Subsidiary;
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c. its head office business and assets to Head Office
Subsidiary;
d. its interests in FarmIQ Systems Limited, FarmIQ PGP Limited,
Robotic Technologies Limited and Primary Collaboration
New Zealand Limited to General JV Subsidiary; and
e. all of its interests in its New Zealand and overseas
non-trading companies and limited partnerships to
Non-Trading Holdco.
The purchase price under the Acquisition Agreement
comprises:
a. the issuance of 89,900 ordinary shares in Silver Fern
Farms to the Co-operative (taking the Co-operative’s
aggregate shareholding in Silver Fern Farms to
100,000 ordinary shares);
b. the acknowledgement of various amounts owing to the
Co-operative by each of Silver Fern Farms and the
Subsidiaries (equalling $57 million in aggregate), to be
repaid in full on completion of the transaction under the
Subscription Agreement; and
c. the assumption by each of the entities that are transferred
assets under the Acquisition Agreement (as applicable) of
the obligations and liabilities associated with the relevant
assets transferred to those entities.
All of the employees of the Co-operative are to be offered
employment by either Sheep Subsidiary or Head Office
Subsidiary (as applicable) on the same terms and conditions,
accepting and recognising the employees’ service with the
Co-operative as continuous service with either Sheep
Subsidiary or Head Office Subsidiary (as applicable) and
conditional on the relevant employee waiving any rights
in respect of redundancy and notice of termination.
The Co-operative indemnifies Silver Fern Farms for any
liabilities associated with an employee refusing an offer of
employment with Sheep Subsidiary or Head Office Subsidiary
(as applicable).
Where the consent of a third party is required before an asset,
business contract or joint venture interest can be transferred
to Silver Fern Farms or its Subsidiaries, then the parties agree
to co-operate to obtain the requisite third party consent as
soon as practicable after the effective date.

If a pre-emptive rights process is required in respect of a joint
venture interest and this requires the sale of the relevant joint
venture interest, then Silver Fern Farms and the Co-operative
are released from their respective obligations to buy and sell
the relevant joint venture interest and the proceeds from the
sale of the joint venture interest will be transferred to the
relevant entity that was to take transfer of that joint venture
interest (being Silver Fern Farms, Sheep Subsidiary or General
JV Subsidiary).
If any asset, business contract or joint venture interest is
not transferred to Silver Fern Farms or a Subsidiary on the
effective date then it will be held by the Co-operative on trust
for the benefit, and at the direction, of the entity that is to
take transfer of the relevant asset, business contract or joint
venture interest.
“Acquisition Completion”, satisfaction of which is a condition
to the Subscription Agreement, will have occurred under the
Acquisition Agreement when:
a. all of the Co-operative’s assets (other than certain
permitted assets, business contracts or joint venture
interests that remain held on trust, the Co-operative’s
shareholding in Silver Fern Farms, any debts owed to
the Co-operative by Silver Fern Farms or its Subsidiaries
and the Co-operative’s rights under the Subscription
Agreement) have been transferred to Silver Fern Farms or
the Subsidiaries;
b. the Co-operative holds no assets (other than certain
permitted assets, business contracts or joint venture
interests that remain held on trust, the Co-operative’s
shareholding in Silver Fern Farms, any debts owed to
the Co-operative by Silver Fern Farms or the Subsidiaries
and the Co-operative’s rights under the Subscription
Agreement); and
c. Silver Fern Farms has received written notices from the
Co-operative confirming that:
i. all necessary consents and approvals have been
received such that, immediately following completion
under the Subscription Agreement, Silver Fern Farms
will be able to enjoy the benefit of all of the leases in
respect of the processing plants and various business
contracts and joint venture interests, free from any
termination, pre-emptive or other rights arising
from a change of control of Silver Fern Farms under
the transaction contemplated in the Subscription
Agreement; and
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ii. all necessary licences, registrations, consents, quotas,
confirmations or approvals have been received such
that, immediately following completion under the
Subscription Agreement, the business will be able to
operate in substantially the same manner as it has
been operated in the 12 months prior to the date of
the Acquisition Agreement.

SUBSCRIPTION AGREEMENT –
SETS OUT THE TERMS OF THE INVESTMENT BY
SHANGHAI MALING
Under the Subscription Agreement, following completion of the
restructure and satisfaction of certain other conditions set out
below, Shanghai Maling (Hong Kong) Limited (“Maling HK”),
a wholly owned subsidiary of Shanghai Maling, has agreed to
invest $2687 million in subscribing for 100,000 new ordinary
shares in Silver Fern Farms, mirroring the 100,000 ordinary
shares that will be held by the Co-operative following the
restructure under the Acquisition Agreement, thereby giving
Maling HK a 50% shareholding in Silver Fern Farms.
Subscription price
The subscription price to be paid by Maling HK for the Shares
is calculated as the aggregate of the following:
a. $261.4 million; plus
b. $7 million to be retained by the Co-operative and applied
towards the Co-operative’s future internal operational
costs; plus
c. the amount by which the net assets of the Co-operative
and its subsidiaries in the audited financial statements of
the Co-operative and its subsidiaries for the financial year
ended 30 September 2015 is greater than $361 million
(excluding any revaluation of land and buildings in those
financial statements or any deferred tax assets relating to
any such revaluation)8; minus
d. any of Silver Fern Farms’ unpaid costs in respect of
accounting, legal and financial advisers; minus
e. any costs or expenses incurred by the Co-operative during
the period from 1 October 2015 to completion in the
redemption of the Co-operative’s rebate shares or supplier
investment shares.

Subject to a net tangible asset adjustment and other specified completion adjustments.
The net asset adjustment could result in a positive or a negative amount. If it results in a negative amount then this will result in a reduction of the subscription price.
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On completion under the Subscription Agreement:
a. Maling HK will pay 95% of the subscription price to
Silver Fern Farms;
b. Maling HK will pay 5% of the subscription price to the
Co-operative’s legal advisers to be held subject to an
escrow arrangement for 90 days. Claims can only relate to
the price adjustments set out above. If no claim is made
by Maling HK in respect of the amount held on escrow
within the 90 day period, then that amount will be paid to
the Co-operative; and
c

Silver Fern Farms will pay $57 million to the Co-operative
in repayment of the amounts owing by each of Silver Fern
Farms and its Subsidiaries pursuant to the Acquisition
Agreement, with up to $50 million of this amount able to
be distributed to shareholders of the Co-operative and the
remaining $7 million to be retained and applied towards
Silver Fern Farms’ future internal operational costs.

Economically, the transaction takes place with effect from
1 October 2015 meaning that Shanghai Maling effectively has
the right to 50% of the profits or any losses from that date
should the transaction complete.
Conditions
Completion under the Subscription Agreement is conditional
on the following being satisfied or waived by 30 June 2016
(or such later date as is agreed between the Co-operative and
Maling HK):
a. consent being given by the Overseas Investment Office to
the issue of 100,000 shares in Silver Fern Farms to Maling
HK, on terms and conditions which are reasonable to the
Co-operative and Maling HK;
b. the shareholders of the Co-operative approving the
transactions contemplated in the Acquisition Agreement
and the Subscription Agreement;
c. Acquisition Completion occurring under the Acquisition
Agreement;
d. shareholders of Maling approving by a two thirds majority
the transactions contemplated in the Acquisition
Agreement and the Subscription Agreement; and
e. Shanghai Maling and Maling HK receiving all necessary
consents and approvals from the National Development
and Reform Commission, the Ministry of Commerce and
the State Foreign Exchange Administration.
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Between the date of the Subscription Agreement and
completion under the Subscription Agreement, the parties
agree to use reasonable endeavours and co-operate with each
other to cause the conditions to be satisfied. The Subscription
Agreement stipulates dates by which the applications to the
Overseas Investment Office and Chinese regulatory authorities
must be made and shareholder meetings must be held and
the information that must be made available to each party in
respect of the applications and shareholder meetings.
In terms of the satisfaction of the conditions noted above:
• The application for Overseas Investment Office approval will
be filed with the Overseas Investment Office on or about
25 September 2015. Although this is not a guarantee of
the time it will take for the Overseas Investment Office
application to be assessed by the Overseas Investment
Office, the Overseas Investment Office’s internal
performance targets for an application of this nature is for
the assessment to be completed within 70 working days of
active consideration by the Overseas Investment Office.
• The special meeting of shareholders of Shanghai Maling
will be held on or about 30 October 2015. Bright Food
(Group) Co., Ltd controls approximately 38% of Shanghai
Maling and has provided a letter of support to the Board
of the Co-operative stating that Bright Food (Group) Co.,
Ltd fully supports Maling HK’s investment in Silver Fern
Farms and will vote in favour of the resolutions put to the
special meeting of shareholders of Shanghai Maling. The
Bright Food (Group) Co., Ltd letter of support is included in
Section Ten of this Information Pack.
• The applications to the various Chinese regulatory
authorities will be filed on or about 25 September 2015.
Shanghai Maling has advised that the Chinese regulatory
approvals will likely take three to four months to obtain.
Other terms
The Co-operative has agreed to certain positive and
negative pre completion obligations, chiefly in respect of
the preservation of the value of the business, and primarily
requiring it to continue operations in the ordinary course of
business prior to completion.

The Co-operative has provided Maling HK with a set of
warranties and indemnities in respect of the various aspects
of the business of the Co-operative and its subsidiaries and
joint ventures. The warranties, the qualifications to those
warranties and the minimum and the maximum amounts in
respect of which a warranty claim can be made are standard
for a transaction of this size and nature. A warranty claim must
be made within 18 months of the date of the Subscription
Agreement, unless the warranty claim is in respect of taxation
in which case it must be made within six years of the date of
the Subscription Agreement or is in relation to title to an asset
in which case the claim period is unlimited.
At the request of Maling HK, the Co-operative has
taken out a warranty and indemnity insurance policy with
AIG Insurance New Zealand Limited and various underwriters.
This means where a warranty or indemnity claim is made by
Maling HK, provided the relevant warranty or indemnity is
covered by the insurance policy, the Co-operative will be able
to recover some or all of the cost of the warranty or indemnity
claim under the insurance policy.
Shanghai Maling gives an unconditional guarantee in respect
of all of Maling HK’s obligations under the Subscription
Agreement and indemnifies Silver Fern Farms against any
liabilities resulting from a breach of Maling HK’s obligations
under the Subscription Agreement.

ii if the livestock is sheep, lambs or goats, to Sheep
Subsidiary; and
iii if the livestock is deer, to Silver Fern Farms Venison
Limited; and
f. Silver Fern Farms or the relevant subsidiary will meet the
Co-operative’s payment obligations to its shareholders
for the supply of livestock and possession and risk pass
directly to Silver Fern Farms or the relevant subsidiary
without first being taken by the Co-operative.

SHAREHOLDERS’ AGREEMENT AND RELATED
DOCUMENTS – SETTING OUT THE ONGOING
GOVERNANCE AND OTHER ARRANGEMENTS
FOR THE OPERATION OF SILVER FERN FARMS
The Shareholders’ Agreement is between the Co-operative,
Silver Fern Farms and Maling HK and, has the principal terms
which govern the partnership arrangements between the
Co-operative and Maling HK following completion under the
Subscription Agreement.
The Shareholders’ Agreement is conditional on, and has effect
from, completion under the Subscription Agreement.
Scope of Business

LIVESTOCK PURCHASE ARRANGEMENTS FROM
THE CO-OPERATIVE’S SHAREHOLDERS

The Co-operative and Maling HK agree that Silver Fern
Farms will carry out and be engaged in the existing red meat
business conducted by the Silver Fern Farms Group, including
the businesses of:

Following completion under the Subscription Agreement,
the Co-operative will acquire livestock from its shareholder
suppliers, such that:

a. procuring bovine, ovine and cervine animals in
New Zealand for processing;

a. the Co-operative will acquire livestock from its shareholders
as directed and on the terms set by Silver Fern Farms;
b. Silver Fern Farms and its subsidiaries are prohibited
from acquiring livestock directly from shareholders of
the Co-operative;
c. Silver Fern Farms and its subsidiaries will acquire
livestock from suppliers that are not shareholders of
the Co-operative;
d. other than the acquisition of livestock from its
shareholders, the Co-operative will have no independent
procurement function;
e. the Co-operative will sell livestock acquired from its
shareholders:

b. processing those animals in New Zealand principally at
facilities operated by a Group Company;
c. marketing and selling meat products that it has processed
in various forms, including on a value added basis, in
New Zealand and globally;
d. holding shares in subsidiaries which carry on those
businesses; and
e. any business that is reasonably incidental and necessary
to carry out those businesses.
The Co-operative and Maling HK agree to have regard to
the their shared governance principles in making decisions
in respect of the Silver Fern Farms Group, and for their
appointees to the Board to also have regard to such principles
in making decisions in respect of the Silver Fern Farms Group.

i. if the livestock is cattle or bobby calves, to
Silver Fern Farms;
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Board composition
The Board of Silver Fern Farms will have up to 10 Directors,
comprising five Directors appointed by the Co-operative and
five Directors appointed by Maling HK. The Board of each
member of the Silver Fern Farms Group will be the same as
that of Silver Fern Farms. No remuneration will be paid to a
Director of Silver Fern Farms or its subsidiaries in their capacity
as a Director of Silver Fern Farms.
The five Directors to be appointed by the Co-operative
must include, two farmer appointed Directors and two
independent Directors.
The five Directors to be appointed by Maling HK must include
two Directors that are New Zealand residents and at least one
Director with red meat experience.
The Board of Silver Fern Farms will have two Co-Chairpersons,
one appointed by the Co-operative and one appointed
by Maling HK.
Board decision making
The Board of Silver Fern Farms is required to operate to
standards of governance conventional for leading companies
listed on the New Zealand NZX Main Board, including by
adopting Board Committee structures including an Audit /
Risk Committee and a Remuneration / Appointment
Committee, with New Zealand market based charters and
terms of reference.
The Board of Silver Fern Farms will endeavour to make
decisions by consensus. However, where this is not possible,
provided the matter is not a Reserved Matter (further details
of which are set out below), the resolution can be passed by a
simple majority of the Directors of Silver Fern Farms.
There are certain matters (called “Reserved Matters”) where,
in order to be passed, a resolution in respect of those matters
must be voted in favour of by seven of the 10 Directors of
Silver Fern Farms. Reserved Matters include:
a. any merger, amalgamation or similar business combination
of Silver Fern Farms or one of its subsidiaries, or effecting
of a dissolution or split of Silver Fern Farms or one of its
subsidiaries;
b. the issuance of corporate bonds; and
c. any increase or decrease in relation to shares or equity
securities of Silver Fern Farms or one of its subsidiaries,
of any nature whatsoever.
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In addition to these provisions of the Shareholders’
Agreement, decisions in respect of the following matters must
be approved by seven of the 10 Directors on the Board of
Silver Fern Farms:
a. undertaking any material acquisition or disposition of any
business or of a Group Company, other than in the ordinary
course of business;
b. entering into any capital commitment or non-ordinary
course of business expenditure having a value in excess of
$20 million; and
c. taking any action which would result in the group’s debt to
equity ratio exceeding an agreed level.
These matters are in effect additional Reserved Matters.
Separately, there are certain matters (called “Casting Vote
Matters”) where, if there is an equality of votes for and
against a resolution in respect of that matter, the
Co-Chairperson appointed by Maling HK will have a casting
vote on the relevant resolution. The following matters are the
Casting Vote Matters:
a. approval of the annual business plan for the Silver Fern
Farms Group;
b. approval of the annual budget for the Silver Fern Farms
Group;
c. approval of the annual financial statements for the
Silver Fern Farms Group;
d. appointment or dismissal of the Chief Executive for
the Silver Fern Farms Group, and determination of the
Chief Executive’s compensation arrangements; and
e. the dividend policy and the quantum and timing
of dividends.
Importantly, if the Casting Vote Matter is also a Reserved
Matter then the Reserved Matter voting requirements must
also be complied with.
Management matters
The parties agree that the Board of Silver Fern Farms will:
a. maintain the businesses head office and principal centre
of management in New Zealand;
b. ensure that the Chief Executive has full discretion,
responsibility and authority for appointing the Chief
Financial Officer and Chief Operations Officer for the
Silver Fern Farms Group;

c. maintain a senior management structure that is
appropriate as to skills, competence, independence
and remuneration, which shall be principally based in
New Zealand;
d. ensure that none of the Chief Executive, Chief Financial
Officer or Chief Operations Officer are a Director, employee
or representative of the Co-operative, Maling HK or any of
their respective related parties;
e. procure that the Chief Executive implements the overall
strategy and annual business plan from time to time;

Further, Silver Fern Farms will meet all reasonable costs of the
Co-operative that relate to its governance and administration,
excluding Directors fees and related costs. The maximum
amount per accounting period that can be incurred in respect
of the administration services by Silver Fern Farms without the
prior written approval of Maling HK is $500,000.
Funding policy
The funding policy states that the funding requirements of the
Silver Fern Farms Group will be sourced in the following order
of preference:

f. procure that senior management prepares appropriate
financial reports and operations reports, including business
plans and budgets across all business streams on an
annual basis, to be considered and approved by the
Board; and

a. the Silver Fern Farms Group’s available cash flow;

g. not grant any security over any assets except as part of a
bona fide financing arrangement approved by the Board, or
allow the entry into any guarantee, indemnity, underwriting,
or similar obligation of a person other than a member of
the Silver Fern Farms Group.

Subject to relevant law, Silver Fern Farms’ constitution and
funding arrangements, the parties agree that Silver Fern Farms
will distribute on an annual basis not less than 30% of Silver
Fern Farms’ net profit after tax, with a target dividend policy of
at least 50% of Silver Fern Farms’ net profit after tax.

Each of the Co-operative and Maling HK are entitled to appoint
(at its cost) a representative to attend senior management
meeting of Silver Fern Farms or any of its subsidiaries
and receive all information that members of the senior
management receive in relation to any senior management
meeting or otherwise.

b. borrowings from banks or other financiers; and
c. shareholders, by way of loans or the issue of securities.
Dividend policy

Financial policy

Silver Fern Farms will provide certain administrative services to
the Co-operative at no cost, including:

The Shareholders’ Agreement states that Silver Fern Farms
will prepare audited financial statements for the 12 month
period ended 31 December in each year in compliance
with the Financial Reporting Act 2013 and other applicable
New Zealand laws and accounting standards. The shareholders
must take all steps necessary to appoint an auditor to audit
the financial statements of the Silver Fern Farms Group on an
annual basis.

a. the maintenance of the Co-operative’s records;

Share transfers

b. the preparation of the Co-operative’s annual and semiannual financial statements, and the auditing of annual
financial statements;

Other than a limited number of standard exceptions,
shareholders of Silver Fern Farms are prohibited from
transferring shares in Silver Fern Farms without first offering
the shares to the other shareholders pursuant to a preemptive rights process. New shareholders are required to
become party to the Shareholders’ Agreement.

The Co-operative’s administration

c. the preparation of the Co-operative’s returns in respect of
taxation, and dealings with taxation Authorities;
d. the maintenance of the Co-operative’s bank accounts;
e. the maintenance of the Co-operative’s share register and
other appropriate records in respect of its shareholders;
f. the convening and conduct of meetings of its shareholders,
and the payment of dividends and other amounts due to
its shareholders; and

Default by a shareholder
Where a shareholder of Silver Fern Farms is subject to an
insolvency event, a change of control event or is in breach of
the Shareholders’ Agreement that has not been remedied or is
not capable of remedy, then any other shareholder may either:

g. the conduct of elections for Directors of the Co-operative.
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a. require the first shareholder to transfer all of that
shareholder’s shares to the other shareholders at fair
value; or

4. Silver Fern Farms shall be each shareholder and its related
party’s sole vehicle in New Zealand for investment in the
red meat processing sector.

b. require that the Shareholders’ Agreement be terminated
and Silver Fern Farms liquidated.

5. The primary operations of the business (including
processing operations) shall be in New Zealand, but
with a focus on expanding its product distribution and
range globally.

For the purposes of the Shareholders’ Agreement, Maling
HK would be subject to a change of control if it ceased to be
controlled by Shanghai Maling.
Non-compete
Each shareholder covenants that it will not at any time while it
is a shareholder of Silver Fern Farms or for 12 months after it
ceases to be a shareholder, in any capacity compete in
New Zealand with the business. However, the Co-operative is
specifically entitled to procure livestock from its shareholder
suppliers.

GOVERNANCE PRINCIPLES:
1. The shareholders shall at all times act in a co-operative
spirit of mutual respect, transparency and good faith, so
as to always act in the best interests of the applicable
company in the Silver Fern Farms Group.
2. Consistent with the 50/50 shareholding structure of
Silver Fern Farms and the current principles guiding
the Co-operative as published to its shareholders, the
governance of Silver Fern Farms shall be participatory,
consensus oriented, accountable, transparent, responsive,
effective and efficient, equitable and inclusive, and follow
the rule of law.
3. The shareholders shall work in good faith to maximise
and optimise the financial and operating position of the
Silver Fern Farms Group operating with a prudent capital
structure and prudent financial ratios with all dealings
with third parties (including between the Silver Fern Farms
Group and Silver Fern Farms’ shareholders) to be on arms’
length market based terms. The Shareholders will agree on
the overall strategy for the Silver Fern Farms Group, to be
reflected in the annual budgets and business plans.
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6. Silver Fern Farms will establish a wholly owned enterprise
in China (“China NewCo”) which will ultimately undertake
all distribution arrangements in China on an exclusive basis
on behalf of the Silver Fern Farms Group, the intention
being to migrate all existing distribution arrangements
and businesses of the Silver Fern Farms Group in China
to China NewCo overtime to maximise and optimise the
financial and operating position of the Silver Fern Farms
Group.
7. The shareholders shall recognise the history of the Cooperative’s business as a farmer owned co-operative,
with farmers as past and future key suppliers to the
business. In that regard, the shareholders shall work in
good faith on systems to recognise the importance of
the Co-operative’s farmer shareholders as key suppliers
to the business, including a priority system for the Cooperative’s shareholder suppliers in respect of processing
space allocation, and systems to otherwise provide priority
opportunities for the Co-operative’s shareholder suppliers
in respect of their livestock relative to other suppliers.
8. All branding of the Silver Fern Farms Group companies,
and of their products and operations, should be acceptable
to each shareholder, and material changes to such matters
shall be made on a consensus basis.
9. The shares of Silver Fern Farms or of any Silver Fern Farms
Group company will only be listed on a stock exchange by
agreement between the shareholders.
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Glossary
Term

Definition

EBIT

Earnings before interest and tax

EBITDA

Earnings before interest, tax, depreciation and amortisation

KPI

Key performance indicators

OIO

Overseas Investment Office

SFF Co-Op

Silver Fern Farms Limited

SFF

SFF Co-Op operating businesses

The Banking Syndicate

Westpac, Rabobank, HSBC and Commonwealth Bank

Shanghai Maling

Shanghai Maling Aquarius Co Ltd

Unlisted

Unlisted share trading platform

VWAP

Volume weighted average share price
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1.
1.1

Overview of the Proposed Transaction
Background

SFF Co-Op is New Zealand’s leading meat co-operative and is owned by approximately 16,000 shareholders, who are
predominantly New Zealand sheep, cattle and dairy farmers. The company is the largest livestock processing and
marketing entity in New Zealand with turnover in excess of NZ$2 billion per annum. The business commenced
operations in 1948 as a meat marketing company known as Primary Producers Co-operative Society (Otago) Limited
(PPCS), before expanding rapidly in the 1980’s through the acquisition of meat processing co-operatives in New
Zealand. In 2006 it acquired Richmond Meats Limited (Richmond), which resulted in group debt increasing
significantly. Since that time the company has been unable to shake the debt burden, hampered by a number of
factors in recent years including higher than planned capital expenditure, a series of poor financial results, inefficient
working capital management and excess sheepmeat processing capacity, particularly in the South Island. SFF CoOp’s earnings are influenced by a number of factors over which SFF Co-Op has little or no control such as exchange
rates, commodity prices and prevailing market conditions. In the absence of sufficient financial improvement in SFF
Co-Op debt levels, the Banking Syndicate have exerted increasing pressure on SFF Co-Op to find a longer term
solution.
The Board of SFF Co-Op initiated a strategic review with the objective of restoring financial stability to the balance
sheet including a substantial reduction of the debt burden. The strategic review involved the evaluation and exploration
of a range of alternatives including a capital investment by a third party, the sale of individual business divisions, and/or
the rationalisation of its operating assets. Commencing in late 2013 a number of consultants were engaged to
evaluate options and the risks and rewards associated with each strategy.
On 15 September 2015 SFF Co-Op announced that it had entered into a conditional arrangement with Chinese
company Shanghai Maling Aquarius Co. Ltd (Shanghai Maling) in relation to a NZ$261.4 million equity investment by
Shanghai Maling into SFF Co-Op’s operating business Silver Fern Farms Beef Limited (SFF) (the Proposed
Transaction). The Proposed Transaction is an outcome of the strategic review and a wide ranging capital raising
process. The value attributed to the 50% shareholding in SFF was determined after taking into account a capital
retention of NZ$50 million to SFF Co-Op of which NZ$40 million is to distributed to existing SFF Co-Op shareholders.
The balance of $10 million will be retained within SFF Co-Op to fund ongoing costs of the Co-Operative and provide
funds for the potential redemption of rebate shares in the future.
1.2

The Proposed Transaction

In 2014 to provide greater transparency of performance to facilitate specie-specific bank funding and to provide
increased options for raising capital, SFF Co-Op separated the three specie businesses (beef, sheep and venison) into
three separate companies with their own capital structures (the Restructure Transactions) to create the following
structure:
SFF Co-Op’s Current Company Structure

Co-Operative Shareholders!
100%!
Silver Fern Farms Limited
(incl, Sheep business)!

SFF Beef Limited!

SFF Venison Limited!
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Prior to Shanghai Maling investing in SFF, SFF Beef will acquire SFF Venison and SFF Sheep and be renamed Silver
Fern Farms Limited and the parent company will be renamed Silver Fern Farms Co-Operative Limited.
SFF Co-Op’s new structure prior to the Proposed Transaction being approved

Co-Operative Shareholders!
100%!
Silver Fern Farms Limited renamed
to Silver Fern Farms Co-Operative
Limited!

Silver Fern Farms CoOperative Limited!
100%!

All of SFF’s business is moved into
(or as subsidiaries of) SFF Beef Co
which will, in turn, be renamed Silver
Fern Farms Limited!

SFF Limited (incl, Beef business)!

SFF Sheep Limited!

SFF Venison Limited!

Under the framework of the Proposed Transaction:
!

Shanghai Maling will invest NZ$261.4 million for a 50% shareholding in SFF. The investment will not go into SFF
Co-Op itself, which will remain a 100% farmer controlled co-operative. The shareholding in the SFF Co-Op cooperative will be unchanged whether the Proposed Transaction proceeds or not. If the Proposed Transaction is
implemented the resulting structure will be:

SFF Co-Op’s Company Structure if the Proposed Transaction is approved

Investment in Co-Op:!
$311.4m!

Investment in SFF: $261.4m!
Cash: $57m!
Liability for ongoing
governance costs: ($7m)!
Equity Value: $311.4m"

Shanghai Maling Aquarias
(Shanghai Listed)!

Co-Operative Shareholders!
100%!

100%!

Shareholders’ Agreement!

Silver Fern Farms Co-Operative
Limited!

Shanghai Maling (Hong Kong)
Limited!

50%!

50%!

Investment in SFF: !
$261.4m!

SFF Limited - (incl, Beef
business)!

SFF Sheep Limited!

SFF Venison Limited!

!

the implementation of the Proposed Transaction will have an effective date of 1 October 2015 if the Proposed
Transaction is approved and the conditions are satisfied. This will result in Shanghai Maling receiving the
economic benefit of its investment in SFF from 1 October 2015 even though the settlement is unlikely to take place
until sometime in 2016;

!

the amount being invested by Shanghai Maling will be adjusted for:
!

transaction costs, which primarily relate to SFF Co-Op advisor fees;

!

governance costs that will remain with SFF Co-Op.;

!

any movement in net tangible assets (NTA) as at the economic effective date of 1 October 2015 relative
to the agreed NTA position; and

!

supplier investment shares and rebate shares redeemed prior to completion.
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The calculation of the transaction value is set out below:


Shanghai Maling valued 100% of the equity of the existing three operating businesses at NZ$311.4 million;



The SFF Board and Shanghai Maling agreed that:







o

NZ$50 million of cash will be distributed to SFF Co-Op; and

o

A further NZ$7 million of cash will be distributed to SFF Co-Op to meet the directors’ fees and related
governance costs into the future. As these costs are to be borne by SFF Co-Op (as opposed to the
business of SFF) in the future, the business value was increased by this amount.

The cash to be invested by Shanghai Maling is therefore expected to be approximately NZ$261.4 million being:
o

Value of NZ$311.4 million plus NZ$7 million directors’ fees adjustment = NZ$318.4 million; less

o

NZ$50 million capital distribution; less

o

Estimated transaction costs of NZ$7 million.

After the Proposed Transaction, SFF Co-Op will own:
o

A 50% share of the three operating businesses worth NZ$261.4 million being equivalent to the
amount paid by Shanghai Maling for its 50% share; and

o

NZ$57 million of cash, of which NZ$40.4 million is intended to be distributed to SFF Co-Op's
shareholders following the transaction (through a NZ$34.9 million, or NZ$0.30 per share dividend to
ordinary and rebate shareholders, and the NZ$5.5 million redemption of the remaining SIS shares).

SFF’s debt will be reduced by over NZ$200 million (being the cash invested by Shanghai Maling of NZ$261.4
million less the NZ$57 million of cash distributed to SFF Co-Op).

The Proposed Transaction is subject to a number of conditions including:


consent being given by the Overseas Investment Office (OIO) on terms and conditions which are reasonable for
both the SFF Co-Op and the Shanghai Maling to accept. There is no certainty as to whether the OIO will approve
the Proposed Transaction, or in what timeframe. OIO approval will take many months to process. If approved by
SFF Co-Op shareholders, completion of the Proposed Transaction is likely to occur in 2016;



the shareholders of SFF Co-Op passing an ordinary resolution (as defined in the SFF Co-Op’s constitution)
approving the Proposed Transaction. This will require approval from 50% or more of the shares voted in respect
of the Proposed Transaction;



completion of the restructure transactions so that SFF Co-Op Beef (or SFF) becomes a joint venture vehicle and all
assets and liabilities are transferred to SFF or its subsidiaries;



the approval of relevant Chinese authorities which includes the National Development and Reform Commission,
the Ministry of Commerce and the State Foreign Exchange Administration;



the approval of Shanghai Maling’s investors, which will require 66% of the shareholders present and voting, voting
in favour of the Proposed Transaction. Shanghai Maling’s major shareholder Bright Food (Group) Co. Ltd (Bright
Food) has announced that it will vote in favour of the Proposed Transaction; and



If the conditions are not satisfied by 30 June 2016 then the Proposed Transaction agreements expire.

SILVER FERN FARMS
INDEPENDENT REPORT

6

1.3

Strategic Options Considered

Grant Samuel understand the following options and strategies have been exhaustively analysed by SFF Co-Op and its
advisers as part of the strategic review process:


Strategies and actions to reduce overheads and corporate costs, such as costs associated with advertising,
research and development, travel and entertainment, property and brand development;



Divestment of non core businesses, assets and investments, such as the various hides and rendering assets and
investments in selected joint ventures (Kotahi, Farm Brands (sold in July 2015) and Farm IQ);



Sale of livestock. SFF Co-Op owns livestock to support its value added initiatives. The livestock was raised under
a number of programmes that SFF Co-Op operates with suppliers. These schemes are in the final stages of being
exited;



Separation of the commodity and value added activities. While this would not necessarily save or incur costs such
a strategy would eventually provide for greater transparency of the two divisions and therefore theoretically allow
for better clarity of decision making in the future;



Plant closures, particularly in the case of low profitability plants. However, significant closure costs would be
incurred for any plant and there are a number of consequential effects on the operating business (e.g. potential
loss of livestock volume in particular geographies) that currently make this strategy less appealing;



Capital raising to reduce debt and thereby restore a more sustainable capital structure. Potential sources of equity
include current shareholders, new strategic shareholders (industry participants) and financial investors. Any
potential capital raising could also be undertaken in conjunction with a debt refinance; and



Sale of an interest in any of the core operating businesses comprising the beef, sheep and venison operations or
SFF Co-Op in its entirety.

SFF Co-Op engaged separate advisers to review and progress the capital structure initiatives. The Board of SFF CoOp selected the capital raising with Shanghai Maling as its preferred solution.
1.4

Profile of Shanghai Maling

Shanghai Maling is one of the largest pork and beef processors in China, operating a vertically integrated business
comprising of sourcing, processing, sales and distribution. Shanghai Maling is also engaged in the manufacturing and
selling of canned food, drinking water, cold beverages, frozen food and seasoning. The current entity was founded in
1997 and is headquartered in Shanghai. Shanghai Maling is listed on the Shanghai Stock Exchange and as at 15
September 2015 it had a market capitalisation of NZ$3.16 billion. Shanghai Maling is a subsidiary of Bright Food which
is the largest food manufacturing company based in China and is controlled by the Shanghai Government. Bright Food
owns approximately 38% of Shanghai Maling. Bright Food also controls a number of other publically listed companies
including Bright Dairy, Jingfeng Wine and Haibo and private companies including:


39% of New Zealand listed company Synlait Milk;



75% of Australian food producer Manassen Foods (Bright Food acquired the shareholding in 2011 for A$280
million);



60% of UK based breakfast cereal manufacturer Weetabix (Bright Food acquired the shareholding in May 2012 for
GBP700 million); and



70% of Israeli dairy company, Tnuva, (Bright Food acquired the shareholding for NZ$1.7 billion in March 2015).

Bright Food either directly or through its subsidiaries manages a substantial network of approximately 6,000 retail
stores across China. In addition, it currently supplies product through its distribution network to over 60,000 third party
supermarkets and stores throughout China. Bright Food collaborates with a number of major global retailers in China
including Tesco China, Carrefour China, Wal-Mart China and Bailian Group.
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Shanghai Maling believes that in a joint venture with SFF Co-Op it can increase SFF Co-Op’s revenue by:


selling SFF Co-Op’s range of value added specialty meat cuts through Shanghai Maling and the Bright Food retail
footprint; and



increasing sales through product development in order to create products in New Zealand that are more tailored to
Chinese consumers (e.g. beef and brisket, and by product sales).

The financial performance of Shanghai Maling for the years ended 31 December 2012, 2013 and 2014 are shown in
the table below:
Shanghai Maling Financial Performance (NZ$ millions)
Year end 31 December

2012

2013

2014

Revenue

1,899.5

2,503.1

2,561.9

Cost of sales

(1,630.7)

(2,157.9)

(2,188.2)

Gross profit

268.8

345.2

373.7

Gross margin %

14%

14%

15%

Operating Costs

(217.9)

(267.1)

(292.5)

50.9

78.1

81.2

3%

3%

3%

Depreciation and Amortisation

(20.3)

(24.8)

(28.4)

Normalised EBIT

30.6

53.3

52.8

Normalised EBITDA
EBITDA margin %

Source: Capital IQ

In the financial year ending 31 December 2014, Shanghai Maling’s domestic sales in China represented approximately
89% of total sales. The financial position of Shanghai Maling as at 31 December 2012, 2013 and 2014 and 31 March
2015 is outlined in the table below:
Shanghai Maling – Financial Position (NZ$ millions)
31 December

31 March

As at

2012

2013

2014

2015

Current assets

469.3

496.9

445.5

465.7

Current liabilities

(363.2)

(420.2)

(351.9)

(326.7)

Net working capital

106.1

76.7

93.6

139.0

Net cash (debt)

(144.9)

(129.9)

77.4

54.1

Property, Plant & Equipment

321.1

344.0

358.0

352.9

Other assets

248.0

296.5

321.7

321.1

Other liabilities

(30.2)

(42.8)

(46.3)

(51.2)

Total equity

500.1

544.5

804.4

815.9

22%

19%

-11%

-7%

Net debt/Net debt + equity
Source: Capital IQ
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2.
2.1

Scope of the Report
Purpose of the Report

The shareholders of SFF Co-Op have to vote and endorse the Proposed Transaction if it is to be implemented as
planned. Only Ordinary shareholders and qualifying Rebate shareholders will have a vote on the Proposed Transaction.
The Directors of SFF Co-Op have engaged Grant Samuel & Associates Limited (Grant Samuel) to prepare an
Independent Report in relation to the Proposed Transaction. Grant Samuel is independent of SFF Co-Op and
Shanghai Maling and its associated entities and has no involvement with, or interest in, the outcome of the Proposed
Transaction.
There are no formal regulatory requirements that necessitate the preparation of an Independent Report in relation to
the Proposed Transaction. The investment by Shanghai Maling is being made directly into SFF (Shanghai Maling will
own 50% of SFF if the Proposed Transaction is implemented). SFF is not a code company (it is currently 100% owned
by SFF Co-Op) and accordingly the Proposed Transaction does not fall under the jurisdiction of the Takeovers Code.
Equally the Proposed Transaction does not fall under the jurisdiction of the NZX Listing Rules as SFF Co-Op is listed on
the alternative share trading platform, Unlisted.
A copy of this report will accompany the Notice of Meeting to the holders of Ordinary and Rebate shares of SFF CoOp, and this report is for the benefit of those shareholders. The report should not be used for any purpose other than
as an expression of Grant Samuel’s opinion of the Proposed Transaction. This report should be read in conjunction
with the Qualifications, Declarations and Consents outlined at Appendix F.
2.2

Basis of Evaluation

The term “fair and reasonable” has no legal definition although over time a commonly accepted interpretation has
evolved. The Australian Securities & Investments Commission (“ASIC”) has issued Regulatory Guide 111 which
establishes guidelines in respect of an independent expert’s report. ASIC Regulatory Guide 111 differentiates between
the analysis required for control transactions and other transactions. In the context of control transactions (whether by
takeover bid, by scheme of arrangement, by the issue of securities or by selective capital reduction or buyback), the
expert is required to distinguish between “fair” and “reasonable”.
Fairness involves a comparison of the offer price with the value that may be attributed to the securities that are the
subject of the offer based on the value of the underlying businesses and assets. For this comparison, value is
determined assuming 100% ownership of SFF and a knowledgeable and willing, but not anxious, buyer and a
knowledgeable and willing, but not anxious, seller acting at arm’s length. Reasonableness involves an analysis of other
factors that security-holders might consider prior to supporting the Proposed Transaction such as:


the offeror’s existing security-holdings;



other significant security-holdings;



the probability of an alternative offer; and



the liquidity of the market for the target’s securities.

In the context of the Proposed Transaction, the issue of new shares in SFF to Shanghai Maling is considered to be
“fair” if the price fully reflects or exceeds the value of the company’s underlying business and assets. The terms and
conditions of the Proposed Transaction are considered to be fair if they are not onerous and do not adversely impact
on SFF Co-Op’s existing shareholders. In the absence of regulatory guidance, Grant Samuel has considered that an
assessment of the reasonableness of the Proposed Transaction is a broad test and should incorporate an assessment
of the benefits, disadvantages and risks of the proposed capitalisation such as:


the assessed value range of SFF and the Shanghai Maling investment price when compared to that assessed
value range;
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the timing and circumstances leading to the Proposed Transaction, including the build up of debt and the effects
of continuing poor financial results;



including the process that yielded the Proposed Transaction;



the likelihood of an alternative offer and alternative transactions that could realise fair value;



any advantages or disadvantages for SFF Co-Op shareholders of supporting or rejecting the Proposed
Transaction;



the current trading conditions for SFF;



the attractions of SFF business; and



the risks of SFF business.

Grant Samuel’s opinion on the Proposed Transaction should be considered as a whole and selected portions of the
analyses or factors considered by it, without considering all the factors and analyses together, could create a
misleading view of the process underlying the opinion. The preparation of an opinion is a complex process and is not
necessarily susceptible to partial analysis or summary.
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3.
3.1

Profile of Silver Fern Farms
Background

SFF Co-Op is a farmer co-operative representing over 16,000 sheep, cattle and deer suppliers throughout New
Zealand. The company was initially formed in 1947 as a meat marketing company known as PPCS. PPCS was
established as a marketing company and initially did not own any processing facilities. At that time PPCS contracted
meat processing companies to process stock on its behalf, which it would then market through its own network.
As the international markets evolved from relatively basic carcass trade to processed products, it soon became
apparent that PPCS needed control of product quality and needed to own processing facilities. In the 1980’s, PPCS
began acquiring meat processing co-operatives and companies, with its first acquisition being a 49% shareholding in
the South Island based Canterbury Frozen Meat Company. In 1988 PPCS acquired assets from Waitaki International
Limited (which it had previously been using as a toll processor) including the processing plants at Finegand and
Marlborough.
In the 1990’s PPCS continued to expand through the acquisition of a number of small operators and then in 2001 it
launched a takeover of Richmond. The takeover of Richmond was a long and acrimonious affair. In 2006, the full
takeover was completed after PPCS was required by the Courts to acquire the remaining shares to resolve issues that
resulted from earlier undisclosed investments in Richmond. The eventual acquisition of Richmond increased PPCS’s
debt significantly.
Following the purchase of Richmond, SFF Co-Op comprised 26 processing facilities from Dargaville in the North to
Kennington in the South. Falling stock numbers caused the company to progressively close a number of processing
plants across the country. These closures were part of a restructuring plan known as Project Rightsize which was
implemented from 2007to 2009 and included the Oringi lamb works in the Hawkes Bay, two deer processing plants at
Burnside and in Te Kauwhata, a lambskin processing facility in Balclutha and Silversteam in Mosgiel.
SFF Co-Op employs approximately 7,000 people at the peak of the season making it one of New Zealand’s largest
employers. The company remains a co-operative with supplier shareholders today supplying approximately 74% of
total stock1. The company owns and operates 19 processing sites throughout New Zealand and has 6 sales and
marketing offices.
3.2

Operations

SFF Co-Op is New Zealand’s leading procurer, processor and marketer of lamb, beef and venison, exporting to over
60 countries around the world. In 2014 SFF Co-Op accounted for approximately 30% of all New Zealand’s lamb, beef
and venison processed in that season.

1

supply from shareholder suppliers / total stock units supplied
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Since 2009, SFF Co-Op has been developing a market-focussed strategy known as “plate to pasture” with the
objective of creating higher value consumer meat cuts to maximise returns. The “plate to pasture” strategy is
summarised in the table below:
SFF Co-Op – Plate to Pasture Strategy
Farmers / Partners

SFF Co-Op

Customer

Consumer

ENABLE

INNOVATE

STATEGIC

BUILD THE BRAND

PARTNERSHIPS
FOCUS

Production capacity

Technology & marketing

Product range

Insights on consumer

Genetic

investment

Marketing support

wants & needs

performance

Tools, products, services

Product development

New product

Forage & pasture

to enable farmers

development

management

Processing, logistics

Brand loyalty

Animal & health

support

performance
Procurement supply
TARGET

Farmers

Distributors

Final consumer of

Breeders

Supermarkets

product

Finishers

On-line
Wholesalers

In 2014, SFF Co-Op initiated a process to simplify the business to focus resources by partnering with specialists in
areas that SFF Co-Op consider non-core to its strategy (e.g. rendering). The simplification of the business model led
to the sale of the Shannon Processing Plant, Napier Leathers Plant and Pacific Rendering assets to Lowe Corporation
(the Lowe Transaction) in FY14 and the sale of SFF Co-Op’s 50% share in Farm Brands to Modena in FY15. Today,
SFF Co-Op’s core operations comprise livestock procurement, processing, export and marketing:
Livestock Procurement
Procurement of livestock supply underpins the SFF Co-Op operation. A constant supply of quality beef, sheep and
venison is needed to address customer requirements. Supply is driven by the co-operative model, but it also relies
heavily on localised or regional networks. SFF Co-Op employs approximately 80 livestock representatives and key
account managers across the country to ensure continuity of supply. The majority of the livestock is procured at spot
prices which vary by region, season and quality. As a co-operative, shareholders represent approximately 37% of the
suppliers and 74% of the supply (by total stock units).
Processing Locations
SFF Co-Op owns and operates 19 processing sites throughout New Zealand which processed 5.8 million sheep, 0.7
million cattle, 0.8 million bobby calves and 0.2 million deer in FY14. The following table provides a summary of the
processing plants by species:
SFF Co-Op – Processing plants by species
Species

Plants

Note

Beef / Bobby

7

Dedicated processing

Sheep

7

Some of these plants also process beef and bobby

Venison

5

This includes Hokitika which also processes beef and bobby
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SFF Co-Op’s newest processing plant is Te Aroha, which is regarded as New Zealand’s most modern beef processing
facility. It was opened in 2012 and incorporates the latest meat processing technologies, including sophisticated
traceability and yield collection systems. The plant cost NZ$67 million to build and replaced the previous plant that
was destroyed by fire in 2010. The map below shows SFF Co-Op’s processing facilities as at July 2015.
SFF Co-Op Processing Locations

Dargaville

Paeroa
Te Aroha

Waitoa

Rotorua
Frasertown
Hawera
Waitotara

Pacific
Takapau

Hokitika

Belfast
Islington

Fairton
Pareora

Mossburn
Kennington

Head Office (Dunedin)
Finegand
Waitane

SFF Co-Op’s objective is to have a network of processing plants that allows for plant optimisation by moving animals
between plants and ensures efficient utilisation of labour. Some plants run efficiently while other have to contend with
significant seasonality and volume variability. Lower sheep meat volumes in the South Island means there are potential
consolidation opportunities which would improve profitability for the meat processing industry. A step in this
rationalisation process was the closure of the Silverstream plant in March 2015.
Export
The domestic New Zealand market accounts for 15% of annual sales, with approximately 85% of SFF Co-Op’s annual
revenue (NZ$1.9 billion) generated from five key international markets - China, USA, UK, Australia and Germany. To
support these customers and markets, SFF Co-Op has agents or offices in the majority of its overseas markets
including Belgium, Germany, Japan, China, Korea, the Middle East and the United Kingdom. In FY14, China was the
largest single geography supplied, represented approximately 17% of total group sales. SFF Co-Op’s revenue by
country or geography is illustrated in the graph below:
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SFF Co-Op - FY14 Revenue by region (NZ$ millions)
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Kotahi Logistics
A large proportion of export sales are shipped to international markets via Kotahi Logistics (Kotahi). Kotahi is a joint
venture arrangement between SFF Co-Op and Fonterra Co-operative Group Limited (Fonterra). Kotahi provides
ocean freight and management services to SFF Co-Op, Fonterra and other exporters. Kotahi handles the largest single
volume of containers in New Zealand (approximately 270,000 20 foot equivalents). SFF Co-Op management consider
that by aggregating freight volume for a number of exporters, Kotahi is able to offer better rates and terms for ocean
freight services than SFF Co-Op could obtain itself. Kotahi has been successful for Fonterra and SFF Co-Op and with
the new joint venture arrangement with Port of Tauranga it is expected to continue to support strong and growing
earnings.
Marketing
SFF Co-Op primarily generates its revenues from Beef and Sheep, with the remaining 5% of revenue coming from
Venison:
SFF Co-Op - FY14 Revenue % by Species
Venison!
5%!

Sheep!
42%!

Beef!
53%!
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SFF Co-Op produces a range of customised products for supply into export markets. Customised specifications
include packaging, labelling, further processing of certain cuts and different weight ranges. SFF Co-Op’s products
include:
!

bone-in, boneless, chilled (vacuum packs or ‘gas-flushed’ packs) and frozen lamb and mutton products;

!

chilled beef and veal products;

!

chilled and frozen venison across the full range of cuts;

!

processed products including cooked small goods (sausages, patties, salami, meatballs), weight-controlled
portions, diced and sliced products, minced and ground products and burger patties;

!

leather products including hides, pelts and deer skins;

!

wool;

!

casings;

!

by-products including meat and bone meal, tallow, dried blood and pet food items; and

!

premium products for use in the biotechnology, pharmaceutical and healthcare industries.

Through the simplification of SFF Co-Op’s operations some of the ancillary processing and marketing is now
undertaken on behalf of SFF Co-Op by third parties.
Sales from bulk commodity products currently represent approximately 80% of revenue, with the remaining 20% being
generated from chilled products (15%) and value add products (5%). One of the company’s strategic objectives is to
grow the proportion of revenue being generated from its branded range, which are predominately premium meat cuts.
The target is for value-added sales to represent approximately 10% of revenue by FY17. The following graph illustrates
the growth of value add sales since FY11:

SFF Co-Op - Value Add Revenue (NZ$ millions)

2.5%!

60!
2.2%!
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50!
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0!
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The growth in value add sales is largely attributed to the expansion of the product range and the progressive launch of
these products into international markets. Growth is anticipated from the recent launch into China, Hong Kong,
Singapore and from broadening the range available in the USA. In FY14 the largest markets for value added products
were the USA and New Zealand, which represented 40% and 30% of value add sales respectively.
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3.3

Financial Performance

The financial performance of SFF Co-Op for the years ended 30 September 2012, 2013 and 2014 together with the
forecast for the year ending 30 September 2015 and the budget for the year ending 30 September 2016, are shown in
the table below:
SFF Co-Op Financial Performance (NZ$ millions)
Year end 30 September

2012A

2013A

2014A

2015F

2016B

Net income

1,907.9

1,866.7

2,174.1

2,255.0

2,448.1

Cost of sales

(1,687.3)

(1,598.2)

(1,885.4)

(1,937.3)

(2,132.4)

Gross profit

220.6

268.5

288.7

317.7

315.7

Gross margin %

11.6%

14.4%

13.3%

14.1%

12.9%

Plant Overheads

(157.5)

(170.0)

(159.3)

(162.2)

(158.4)

Corporate Costs

(61.0)

(63.6)

(61.3)

(58.4)

(61.4)

Normalised EBITDA

2.1

34.9

68.1

97.0

95.9

EBITDA margin %

0.1%

1.9%

3.1%

4.3%

3.9%

Depreciation and Amortisation

(25.2)

(30.5)

(28.8)

(28.5)

(25.0)

Normalised EBIT

(23.1)

4.4

39.3

68.6

71.0

7.9

(16.7)

(8.9)

(28.7)

-

(15.2)

(12.1)

30.4

39.9

71.0

Normalisation adjustments
EBIT

The following points should be taken into consideration when reviewing the table above:


SFF Co-Op’s profitability is influenced by a number of factors including:
−

the volume of livestock supplied which is a function of a range of external factors such as the climate,
competition for livestock in each region and the global price for dairy commodities;

−

procurement prices, which are largely driven by international prices and the competition for livestock
amongst New Zealand processors;

−

market prices for red meats;

−

exchange rates; and

−

the cost of processing. Higher or lower volumes can significantly impact profitability as SFF Co-Op has
very high fixed costs in the processing plants.



SFF Co-Op’s recent increase in profitability reflects a more stable market for key commodity products supported
by growth in sales from high value products in new markets. Over the past two years there has also been a strong
focus on production excellence and inventory management, as well as a new regional procurement structure;



a key performance indicator (KPI) monitored by SFF Co-Op management is gross margin per head. SFF Co-Op is
focused on passing through market price fluctuations via procurement prices to stabilise earnings as opposed to
taking the majority of market price risk itself. The following table provides a summary of selected KPIs for SFF CoOp for the financial periods outlined above:
SFF Co-Op - Normalised KPIs
Year end 30 September

2012A

2013A

2014A

2015F

2016B

Kill Volume (Head in 000s)

6,798

7,482

7,554

6,892

7,163

14,827

15,769

16,724

16,428

16,741

14.88

17.03

17.26

19.34

18.86

2

LCE Kill Volume (in 000s)
GM per LCE (NZ$)

2

Lamb Carcase Equivalent (LCE) is a form of weighted headcount based on relative carcase weights with a lamb carcase being the
base comparator.
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!

normalised EBITDA increased by NZ$65.9 million from FY12 to FY14. The increase in EBITDA is primarily due to
the progressive improvement in Sheep meat gross margins due to the non repeat of inventory write-downs
experienced in 2012, better management of procurement costs relative to market realisations, improved
operational performance and an increase in volumes as a result of a drought in FY13;

!

the Sheep meat business has underperformed for a number of years and while showing an improvement in
performance in FY15, the return on investment is low. The business exhibits high plant overheads and a high
seasonal investment in working capital reflecting a longer inventory holding period compared with beef and a
longer debtor collection period. The high plant overheads and a relatively large investment in fixed assets is in
part a function of the current less than optimum processing plant configuration. The efficiency of the network will
be further challenged with an expected continuing decline in sheep numbers;

!

the increase in gross margin in FY13 from Sheep was partially offset by lower gross margins from Beef due to
lower commodity prices and an increase in direct costs per head incurred from the reopening of Te Aroha which
took time to ramp up to full production;

!

the higher kill volumes processed in FY13 increased the plant overheads;

!

the increase in EBITDA in FY14 was primarily driven by:

!

!

a recovery in beef commodity prices as US demand increased;

!

higher volumes through SFF Co-Op as a consequence of improved market share and higher supply
levels generally;

!

an increase in Sheep meat and Venison gross margin per head; and

!

lower plant overheads due to Silverstream being closed;

SFF Co-Op’s EBITDA is forecast to increase from NZ$68.1 million in FY14 to NZ$97.0 million in FY15. The
following graph provides a bridge between the normalised historical performance achieved by SFF Co-Op in FY14
and managements forecast for FY15:

SFF Co-Op – EBITDA Bridge between FY14 and FY15 ($millions)
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Other!
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As shown above, the forecast increase in EBITDA in FY15 is primarily due to:
!

improved performance from Beef as a consequence of better margins and higher than anticipated volumes, steady
demand and firm prices, despite high levels of production in Australia and New Zealand. Prices are currently
forecast to remain firm in the short term; and
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continued improvement in the financial performance from Sheep meat due to rising gross margins, despite lower
volumes. The lower volume is due to SFF Co-Op shedding market share to minimise exposure to falling in-market
lamb and mutton prices. The lower volumes have been more than offset by the improvement in the gross margin
per head.
As part of the Proposed Transaction, SFF Co-Op undertook a detailed financial analysis on the business to normalise
the historical earnings of the business to take into account the number of changes that have taken place over the last
24 months. The objective of this exercise was to demonstrate the underlying trends of the business to allow
prospective investors to compare the historical and forecast periods. These normalisations are shown in the
summarised financial performance table as “Normalised Adjustments”.



3.4

Financial Position

The financial position of SFF Co-Op as at 30 September 2013 and 2014 and the forecast financial position as at 30
September 2015 and 2016 are outlined in the table below:
SFF Co-Op – Financial Position (NZ$ millions)
3

As at 30 September

2013A

2014A

2015F

2016B

Debtors

178.8

195.5

171.2

173.1

Inventory

165.4

99.3

67.6

62.1

Livestock

54.9

55.6

1.7

Creditors

(95.9)

(90.2)

(86.0)

(71.8)

Net working capital

303.1

260.2

154.5

163.4

Fixed Assets

402.1

387.0

345.2

334.8

Investments in associates

-

19.4

20.7

19.3

21.4

Other

(18.1)

(39.8)

(9.8)

(23.9)

Other assets

403.4

367.9

354.7

332.3

Net debt

(386.3)

(287.3)

(148.0)

(88.7)

Net assets (excluding SIS and Rebate shares)

320.2

340.8

361.2

407.0

Issued Capital (including SIS and Rebate shares)

158.8

158.0

157.7

157.7

Retained earnings and reserves

161.4

182.8

203.5

249.3

Total equity (including SIS and Rebate shares)

320.2

340.7

361.2

407.0

46%

29%

Net debt/Net debt + equity

55%

18%

The following points are relevant when considering the above table:




3

net working capital reduced between 30 September 2013 and 2014 as a consequence of:
−

a focus on inventory management;

−

the impact of the Lowe Transaction which resulted in a NZ$11 million decrease in inventory as all pelts and
hides processed are now held by Lowe Corp; and

−

reduction in by-product inventory (approximately NZ$8.0 million) due to a high balance at 30 September
2013 as a result of a ban put in place in China on the importation of unprocessed casing.

the net working capital reduction that is forecast between 30 September 2014 and 2015 is largely due to:
−

lower debtors due to forecast lower sales in Q4 of FY15 when compared with Q4 of FY14;

−

continued improvements in inventory management through sales and operations planning; and

−

the Dairy Bull Beef programme being discontinued in FY14. The discontinuation of the programme explains
the reduction in livestock between 30 September 2014 and 2015.

2016 Budgeted balance sheet assumes continuation of the status quo
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working capital is forecast to be relatively stable as between the year end positions at 30 September 2015 and 30
September 2016. As with every year there will be a significant build up of working capital peaking between
February through to April;



fixed assets primarily relate to the SFF Co-Op’s processing plant assets. Fixed assets declined in FY14 due to
depreciation exceeding capital expenditure by approximately NZ$15 million, coupled with the disposal of assets
relating to the Lowe Transaction and the sale of Belfast land;



the investments in associates include several joint ventures and companies where SFF Co-Op has a minority
shareholding. The investments are accounted for using the equity method. The most material investment is a
12% shareholding in Kotahi which provides ocean freight and management services to Fonterra, SFF Co-Op and
other third party shareholders. Kotahi contributed NZ$4.7 million of the NZ$7.1 million of profits generated from
the investments in associates in FY14. Kotahi has a policy of distributing 100% of pre tax earnings to its
shareholders where possible; and



the movement in net debt is outlined in the section 4.6 below.

3.5

Cash Flows

The cash flows for SFF Co-Op for the years ended 30 September 2012, 2013 and 2014 together with the forecast for
the year ending 30 September 2015 and 2016 are shown in the table below:
SFF Co-Op – Cash Flows (NZ$ millions)
Year end 30 September

2012A

2013A

2014A

2015F

2016B

Net Profit After Tax

(31.1)

(28.6)

0.5

13.4

46.4

Depreciation/loss on sale and impairment

29.1

30.5

24.3

36.8

25.0

Share of associates

0.7

(6.1)

0.3

(10.8)

(1.0)

(Increase)/decrease in debtors

17.5

(20.3)

(17.3)

15.9

(1.9)

(Increase)/decrease in stock

(82.9)

16.3

65.4

86.5

7.2

(9.0)

4.7

(1.4)

(38.2)

(15.1)

Increase/(decrease) In tax balance

(13.9)

(7.0)

1.0

5.2

14.3

Increase/(decrease) In value of derivatives

(16.2)

4.0

19.2

-

-

1.8

1.4

(0.5)

2.3

-

(104.0)

(5.1)

91.5

111.1

74.9

(79.7)

(38.5)

(10.2)

(8.9)

(15.0)

1.2

0.6

18.8

14.0

-

Increase/(decrease) In creditors

Other
Net cash flows from operations
Purchase of fixed assets
Proceeds from fixed assets sales
Decrease/ (increase) of investments
Net cash flows from investing
(Decrease)/increase in issued capital
Distributions paid
Net cash flows from financing
Net (increase)/ decrease in borrowings

(5.5)

(0.4)

(0.4)

13.6

-

(84.0)

(38.3)

8.2

18.7

(15.0)

5.1

0.3

(0.9)

(0.3)

-

(10.3)

-

(5.3)
(193.3)

-

0.3

(0.9)

(43.1)

98.8

(0.3)
129.5

59.9

In reviewing the above table the following should be considered:


in the 2011/2012 season ideal pasture conditions resulted in livestock being held on farms longer than usual. A
consequence was that global prices for lamb escalated to unsustainable levels and consumer demand diminished.
The prices being paid at the farm gate became out of line with market returns. Inventory of high price sheep meat
grew rapidly in the face of falling demand and SFF Co-Op chose not to clear the inventory in the expectation of
prices rising again. At the financial year end 30 September 2012, SFF Co-Op had to incur a very large inventory
write down;
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!

the net movement in borrowings in FY12 was largely due to the build up of inventory associated with the sheep
meat price correction and the higher than anticipated capital expenditure required to rebuild the Te Aroha
processing plant. The investment in the replacement of Te Aroha was also a significant contributor to the increase
in fixed assets in FY13; and

!

SFF Co-Op’s cash flow improved in FY14 due to the disposal of assets relating to the Lowe Transaction and the
sale of Belfast land. The sale of NZ$14.0 million of surplus land is forecast in FY15.

3.6

Debt

Due to improving profitability and a reduction in working capital, SFF Co-Op reduced its borrowings in FY14 and FY15.
The debt profile over the course of a year reflects the seasonal activities of the business - debt peaks in the high
inventory months of February-April, before steadily reducing as product is sold. The trend is relatively consistent, as
shown in the chart below, which shows net debt from FY12 through to the FY16 budget:
SFF Co-Op – Historical and Forecast Debt Profile (NZ$ millions)

FY12!

FY13!

FY14!

FY15!

FY16B!

Average FY16 debt!
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!

FY12 was the exception to the seasonal pattern. In that year debt tracked up to the February peak but then
continued to rise with little reduction by the year ended 30 September 2013. Net debt had started the year at
NZ$124 million and closed at NZ$317 million. The increase was a combination of a substantial operating loss,
much higher capital expenditure and the large build-up in sheep meat inventory;

!

During FY14 SFF Co-Op began reducing debt through the reduction of inventory and reduced capital expenditure.
The company also benefitted from improved earnings and cash flows; and

!

SFF Co-Op is forecasting a positive cash flow from operations of NZ$111 million in FY15. In FY16 cash flow from
operations is budgeted to be NZ$74 million. By September 2016 net debt is forecast to be approximately NZ$89
million, albeit with an intra period seasonal peak of approximately NZ$333 million.
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3.7

Capital Structure and Ownership

SFF Co-Op is a farmer-controlled co-operative company, with approximately 16,000 shareholders of which 6,000 are
supplier shareholders - predominantly being New Zealand sheep, cattle and deer farmers. SFF Co-Op has three
classes of shares:
Rebate Shares


are issued to suppliers who supply stock under SFF Co-Op’s rebate system;



all rebate shares have a nominal value of one dollar per share;



rebate shares carry full voting rights subject to the shareholder being a current supplier (as defined in the
constitution of SFF Co-Op) at the time of voting;



the maximum shareholding for rebate shares is 17,500;



rebate shares are eligible to receive a dividend subject to profitability; and



rebate shares shareholders are eligible to receive a rebate based on the profit earned from stock supplied.

Supplier Investment Shares


issued to all suppliers of stock! to SFF Co-Op (subject to certain restrictions);



supplier investment shares are paid to ninety cents by the supplier with the balance of ten cents being paid by way
of a dividend from retained earnings;



supplier investment shares carry voting rights in relation to director elections only;



the maximum shareholding for supplier investment shares is 15,000; and



any dividends, subject to profitability, are likely to be restricted to fully paid supplier investment shares.

Ordinary Shares
In 2009 SFF Co-Op changed its Constitution to accommodate the issuance of ordinary shares. The new capital
structure retained transacting shareholders’ control of SFF Co-Op while providing a share that can be traded at a price
that is more reflective of the value of SFF Co-Op. The new capital structure of SFF Co-Op was designed to:


increase the amount of equity in the business, reducing debt funding requirements; !



provide a more transparent value-based share (rather than the $1 in $1 out model); !



significantly reduce shareholder redemption risk for the company; !



provide funds to both reduce debt and invest in value-adding initiatives; !



retain the core co-operative principles of farmer participation and control; and !



enhance the current rebate model. !

The new capital structure provided transacting shareholders with the opportunity to:


exchange their existing rebate and supplier investment shares for new Ordinary Shares on a one-for-one basis (the
Exchange Offer); !



subscribe for two additional new Ordinary Shares for every one new Ordinary Share held following participation in
the Exchange Offer at an issue price of $1.00 per share (the Rights Issue). Participants in the Rights Issue were
able to acquire more new Ordinary Shares than their entitlement (at $1 per share) subject to the 5% share cap and
a maximum issue of approximately 128 million new Ordinary Shares under the Rights Issue; and !
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participate in a fully imputed bonus issue of new Ordinary Shares on a 1:4 basis (one bonus new Ordinary Share
for every 4 new Ordinary Shares held) for all Ordinary Shares held after the Exchange Offer and the Rights Issue
(the Bonus Issue). The Bonus Issue was able to allocate up to NZ$93 million SFF Co-Op’s retained earnings on a
tax effective basis to participating shareholders. !

!Transacting shareholders accepting the Exchange Offer had to exchange all of their rebate and supplier investment
shares that they held and could not elect to exchange only part of their shareholding. Payment for Rights Issue shares
was either in cash or in three annual instalments deducted from supply payments as determined by the Board. In the
event amounts deducted from supply payments in any one year do not satisfy the annual instalment then a top-up
cash payment was required.
!The Exchange Offer and the participation in the 2:1 Rights Issue and 1:4 Bonus Issue was only available to current
transacting shareholders who collectively held approximately 64 million shares. At the time of the restructure a further
10 million shares were held by approximately 10,000 individual “Dry” shareholders who were not be eligible to
participate in the Exchange Offer and continued to hold rebate shares and/or supplier investment shares. “Dry”
shareholders were able to continue to hold these shares into perpetuity (subject to the company’s right of redemption)
or give notice of redemption and receive redemption proceeds of NZ$1 per share subject to meeting the necessary !exit
criteria.
As a result of the Exchange Offer, SFF Co-Op cancelled 25,668,916 rebate shares and 17,234,819 supplier
investment shares in exchange for the issue of 81,443,550 ordinary shares. In December 2010 SFF Co-Op declared a
taxable bonus issue of 1 new ordinary share for every 5 ordinary shares, bring the total ordinary shares on issue to 97.7
million. In December 2012, a further 2,648,377 ordinary shares were issued under the Exchange Offer, bringing the
total number of ordinary shares on issue to 100.4 million.
The Rights Issue was not successful with only NZ$22 million of capital being raised, well below the maximum NZ$128
million. It is likely that if the maximum amount of NZ$128 million had been raised the need for new capital now may
have been avoided or reduced.
The number of shares on issue per class as at 30 September 2014 and 11 August 2015 is outlined the table below:
SFF Co-Op – Number of shares on issue by class (000)
As at 30 September
Rebate shares

2014

2015

15,907

15,598

5,548

5,486

Ordinary shares

100,379

100,379

Total

121,834

121,463

Supplier investment shares

Rebate and Supplier Investment Shares are classified as a financial liability as SFF Co-Op does not have the
unconditional right to refuse redemption or convert them into ordinary shares. As at 11 August 2015, the maximum
redemption risk is calculated by the company at approximately NZ$21.1 million.
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3.8

Share Price Performance

SFF Co-Op’s ordinary shares are traded on the Unlisted market. The share price and trading volume history of SFF
Co-Op’s shares during the past 12 months is shown below:
Share Price Performance and Trading Volume during past 12 months
Share price!

Monthly volume (000s)!
300!

$0.50!
$0.45!

250!

$0.40!
$0.35!

200!

$0.30!
$0.25!

150!

$0.20!
100!

$0.15!
$0.10!

50!

$0.05!
$0.00!
Jul-14!

0!
Aug-14! Sep-14! Oct-14! Nov-14! Dec-14! Jan-15!
Monthly volume (RHS)!

Feb-15! Mar-15!

Apr-15! May-15! Jun-15!

Jul-15!

Share price (LHS)!

On 24 July 2015 SFF Co-Op’s ordinary shares were placed in a trading halt. For the 12 months prior to this date, SFF
Co-Op’s ordinary shares were infrequently traded with only 1.4 million (1.4%) shares having changed hands during the
12-month period prior the trading halt. The VWAP during this period was NZ$0.40 per share and the shares have
traded within a range of NZ$0.35 – NZ$0.45 per share. SFF Co-Op’s shares last traded at NZ$0.35 on 23 July 2015.
The following table shows the volume of SFF Co-Op shares traded over the 12 months ended 24 July 2015:
SFF Co-Op – Share Trading Summary
Time period

Low

High

VWAP

Volume
(000s)

1 months

NZ$0.35

NZ$0.40

NZ$0.36

113

3 months

NZ$0.35

NZ$0.41

NZ$0.38

366

6 months

NZ$0.35

NZ$0.45

NZ$0.39

776

12 months

NZ$0.35

NZ$0.45

NZ$0.40

1,369
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4.
4.1

Valuation of SFF
Summary

Grant Samuel’s assessment of the equity value of SFF as at 31 August 2015 is summarised below:
SFF – Valuation Summary
NZ$ million except where otherwise stated

Low

High

Enterprise value

475.0

522.5

Net debt for valuation purposes

(278.0)

(278.0)

Other assets

86.2

86.2

283.2

330.7

(21.5)

(21.5)

(4.8)

(4.8)

Equity Value for Ordinary Shares

256.9

304.4

Number of ordinary shares on issue (million)

100.4

100.4

Full underlying equity value
Less: Face Value of the Member Shares
Less: Dividend to be Paid to Rebate Shareholders

Value per Ordinary Share (pre dividend)
Dividend of NZ$0.30 per share

4

Value per Ordinary Share (post dividend)

$2.56

$3.03

($0.30)

($0.30)

$2.26

$2.73

The estimated full underlying equity value of SFF assumes 100% of the company was available to be acquired and
includes a premium for control. The value exceeds the price at which, based on current market conditions, Grant
Samuel would expect SFF shares to trade on a listed exchange in the absence of a takeover offer.
The valuation above takes into account factors such as:


SFF being the largest single meat processing and exporting company in New Zealand;



the earnings multiples implied by the prices paid for comparable transactions involving meat companies and the
earnings multiples implied by the share prices of comparable listed meat companies. Details of these transactions
and comparable companies are set out in section 5.3;



the improved performance of the business over the last 12 months, the budget for the next 12 months and the
successful implementation of a number of initiatives which have resulting in a significant debt reduction and
simplified business model;



the growth of sales from value add products which should continue to improve margins and diversify the source of
revenue;



SFF is a margin trader with the price of supply being set by the markets in which it operates. Within a season
there can be considerable fluctuations in kill volumes, domestic stock prices, export prices and foreign exchange
rates. These fluctuations have historically had a material impact on SFF Co-Op’s financial performance. Although
management cannot protect itself against all external factors, SFF has improved gross margins through the
implementation of management systems over the last 24 months that have assisted in a better alignment of
procurement prices with export prices. The recent management disciplines that have been implemented should
assist in reducing the earnings volatility experienced in the past;



the proposed Shanghai Maling capital investment of NZ$261.4 million is excess to the current requirements of the
company. If the Proposed Transaction is approved and settled, SFF will return NZ$40 million of capital to existing
SFF Co-Op shareholders and retain NZ$17 million within SFF Co-Op; and

4

The proposed NZ$0.30 per share distribution will be payable to both ordinary and rebate shareholders
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the meat processing and export industry is characterised by overcapacity, declining livestock numbers and strong
competition for stock at certain times of the year. Rising demand for protein globally has only recently resulted in
higher prices for New Zealand beef products.

The valuation does not take into account:


the potential benefits from further plant rationalisation, as these projects require additional costs and capital to be
effectively implemented. Plant rationalisation to date has been held back due to ongoing capital constraints within
SFF; and



the potential benefits that may be derived as a result of the Proposed Transaction, which largely relates to
Shanghai Maling and its major shareholder Bright Food providing SFF with better access to the Chinese market,
improving its product range to cater for this market (see Section 2.4 for more details) and a vastly stronger financial
position.

Net debt for valuation purposes
The net debt for valuation purposes is outlined in the table below:
SFF – Net debt for valuation (NZ$ millions)
Forecast net debt at 30 September 2015

148

Less Forecast Net Working Capital at 30 September 2015

(155)

Plus Forecast Average Net Working Capital for FY16

285

Net debt for valuation

278

The following points should be taken into consideration when reviewing the table above:


SFF has substantially deleveraged the business over the last 24 months. The forecast net debt position at 30
September 2015 will be approximately NZ$150 million, rising to NZ$333 million in March 2016. Given that
Shanghai Maling will become economic owner from 1 October 2015 if the Proposed Transaction is approved,
Grant Samuel has estimated the net debt for valuation purposes by reference to the forecast average Net Working
Capital for FY16; and



As at 11 August 2015, SFF Co-Op had NZ$15.6 million of rebate shares and NZ$5.5 million of supplier investment
shares. The financial statements treat rebate shares as a liability as SFF Co-Op does not have an unconditional
right to refuse redemption or convert them to ordinary shares. For valuation purposes, Grant Samuel has treated
rebate shares and supplier investment shares as equity and then deducted the redemption value of a NZ$1 per
share in arriving at the value of the Ordinary shares.

Other Assets
Other assets and liabilities also includes an assessment of the value of surplus land assets and SFF’s several
shareholdings in associates:


SFF has surplus land in Belfast, Christchurch which is currently in the process of being sold; and



In FY14 the investments generated a profit of NZ$7.1 million. Grant Samuel has not included the earnings
associated with the investments when determining the enterprise value of SFF. Joint Ventures have been treated
as other assets and valued separately. The value of the joint ventures is based on SFF’s proportional ownership
of the joint ventures’ net assets with the exception of Kotahi, which has been valued separately.
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If the Proposed Transaction is approved, Shanghai Maling will become a 50% shareholder in SFF.
valuation per share of the Proposed Transaction is outlined in the table below:

The implied

SFF – Implied Valuation Per Share of the Proposed Transaction
NZ$ million except where otherwise stated
Shanghai Maling investment for 50% of SFF
Distribution to Co-Op
Total Equity Value
Less: Face Value of Member Share
Less: Proposed Special Dividend to be Paid to Rebate Shareholders

261.4
50.0
311.4
(21.5)
(4.8)

Equity Value for Ordinary Shareholders

285.1

Number of ordinary shares on issue (million) in SFF Co-Op

100.4

Implied value per Ordinary Share of Shanghai Maling Investment (pre dividend)

$2.84

The consideration payable of NZ$261.4 million for 50% of SFF, or equivalent to $2.84 per share falls within
the range of NZ$2.56 - NZ$3.03 per share assessed by Grant Samuel for 100% of the equity value of SFF
prior to an investment by Shanghai Maling under the Proposed Transaction.

4.2

Preferred Methodology

Overview
Grant Samuel’s full underlying valuation of SFF has been estimated on the basis of fair market value as a going
concern, defined as the estimated price that could be realised in an open market over a reasonable period of time
assuming that potential buyers have full information. The valuation of SFF is appropriate for the acquisition of the
business as a whole and accordingly incorporates a premium for control. The value is in excess of the level at which,
under current market conditions, shares in SFF could be expected to trade on the share market. Shares in a listed
company normally trade at a discount of 15% - 25% to the underlying value of the company as a whole, but the extent
of the discount (if any) depends on the specific circumstances of each company.
The most reliable evidence as to the value of a business is the price at which the business or a comparable business
has been bought and sold in an arm’s length transaction. In the absence of direct market evidence of value, estimates
of value are made using methodologies that infer value from other available evidence. There are four primary valuation
methodologies commonly used for valuing businesses:


capitalisation of earnings or cash flows;



discounting of projected cash flows;



industry rules of thumb; and



estimation of the aggregate proceeds from an orderly realisation of assets.

Each of these valuation methodologies has application in different circumstances. The primary criterion for determining
which methodology is appropriate is the actual practice adopted by purchasers of the type of business involved. A
detailed description of each of these methodologies is outlined at Appendix D.
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Preferred Approach
Grant Samuel has adopted a capitalisation of earnings approach as its primary valuation methodology to value SFF.
The primary reasons why capitalisation of earnings has been chosen are:


the capitalisation of earnings methodology is commonly used for valuing meat processors like SFF; and



discounted cash flow analysis relies on a detailed forecast of future earnings and cash flows. SFF’s management
recognise the challenges of creating a reliable forecast due to the industry factors beyond its control (e.g. market
prices, climate, exchange rates and stock volumes). As a result, the management only forecast one year out. A
discounted cash flow is often used to cross check against the capitalisation of earnings methodology. As there
were no long-term forecasts this was not possible.

4.3

Earnings Multiple Analysis

Implied Multiples
Grant Samuel estimates the value of SFF on an un-geared basis to be in the range of NZ$475.0 million to NZ$522.5
million. This range implies the following multiples:
SFF - Implied Multiples

5

Valuation Range
Low

High

Multiple of EBITDA – year ended 30 September 2014

7.0

7.7

Multiple of EBITDA – year ending 30 September 2015

4.9

5.4

Multiple of EBITDA – year ending 30 September 2016

5.0

5.5

Multiple of EBIT – year ended 30 September 2014

12.1

13.3

Multiple of EBIT – year ending 30 September 2015

6.9

7.6

Multiple of EBIT – year ending 30 September 2016

6.7

7.4

An explanation regarding interpreting the above multiples is included at Appendix E. Grant Samuel has adopted an
EBITDA multiple range of 5.0 to 5.5 times to value SFF. This multiple range is an overall judgement having regard to
the earnings multiples implied by transactions involving New Zealand and international meat processing companies and
the earnings multiples implied by the sharemarket prices of international meat processing companies and New Zealand
food related businesses.
In determining an appropriate multiple range Grant Samuel has placed greatest emphasis on transactions involving
New Zealand meat processing companies where there was a change of control. Recent transactions include Itoham’s
acquisition of an additional 16.7% shareholding in ANZCO from Nippon Suisan Kaisha, Talley’s 2010 acquisition of the
remaining shares in AFFCO, Talley’s 2006 purchase of an additional 10.01% stake in AFFCO and the 2004 purchase
of Richmond by SFF Co-Op.
With the exception of the ANZCO transaction, the EBITDA multiples implied by these transactions have ranged from
5.6 times historical EBITDA for SFF Co-Op’s purchase of Richmond to 7.7 times EBITDA for Talley’s 2006 acquisition
of an additional 10.1% stake in AFFCO. The implied multiple of historical EBITDA for the ANZCO transaction was
significantly higher at 14.2 times historical EBITDA due to lower profitability for the 2014 financial year.
Grant Samuel has placed only limited reliance on transactions involving meat-processing companies outside of New
Zealand given the relative uniqueness of the New Zealand industry structure and the differences in the relative size of
the transactions. The majority of the offshore transactions involve significantly larger target companies than SFF.
Larger companies tend to trade for higher multiples than smaller companies due to them having more diversified and
stable earnings streams. Notable recent transactions include JBS’ acquisition of poultry processor Moy Park (at 6.5
5

EBITDA and EBIT for the purposes of the implied multiples has been increased by NZ$1 million to reflect the governance costs that will not
be incurred by SFF under the Proposed Transaction.
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times forecast EBITDA) and Swift Pork’s acquisition of Cargill Meat Solutions’ pork business (at 6.8 times historical
EBITDA).
Grant Samuel has placed only limited reliance on sharemarket ratings as there are no other listed meat processing
companies in New Zealand (with the exception of Blue Sky Meats which is infrequently traded and has not been
included in the analysis). Most of the listed international meat companies are significantly larger than SFF, are traded
frequently and have operations across multiple markets. The implied multiples for these companies ranges from 5.0 to
7.9 times forecast EBITDA.

SILVER FERN FARMS
INDEPENDENT REPORT

28

Transactions in the Meat Processing Industry
The valuation of SFF has been considered having regard to the earnings multiples implied by the price at which broadly
comparable companies and businesses have changed hands. A selection of recent transactions in the meat
processing industry are outlined below:
Recent Transaction Evidence
Announced
date

Target

Acquirer

Implied
Enterprise
Value
(millions)

EBITDA Multiple
(times)
Historical

6

Forecast

EBIT Multiple
(times)

7

Historical

Forecast

New Zealand
Feb 2015

ANZCO

Itoham Foods

NZ$424

14.2*

n.a.

23.2*

n.a.

Jun 2010

AFFCO

Talley’s Group

NZ$238

6.4

n.a.

10.2

n.a.

Mar 2006

AFFCO

Talley’s Group

NZ$283

7.7

n.a.

11.7

n.a.

Jun 2004

Richmond

PCCS

NZ$285

5.6

n.a.

n.a.

n.a.

Nov 2014

Primo Smallgoods

JBS

AU$1,450

n.a.

8.0

n.a.

n.a.

Oct 2011

Primo Smallgoods

Affinity Equity Partners

AU$740

7.1

n.a.

n.a.

n.a.

Mar 2008

Tasman Group

JBS

AU$150

5.6

n.a.

n.a.

n.a.

Cargill Meat Solutions

Swift Pork Co.

US$1,450

6.8

n.a.

n.a.

n.a.

Australia
8

Americas
Jun 2015

Pork Business
May 2013

Smithfield Foods

US$6,965

9.2

8.2

13.3

12.0

Dec 2011

National Beef Packing Leucadia National Corp

US$1,559

4.8

n.a.

5.7

n.a.

Jun 2010

Keystone Foods

US$1,260

n.a.

8.4

n.a.

n.a.

Mar 2008

Smithfield Beef Group JBS

US$575

8.1

n.a.

n.a.

n.a.

Oct 2007

Swift & Company

JBS

US$1,425

9.5

n.a.

n.a.

n.a.

Premium Standard

Smithfield Foods

US$786

6.0

n.a.

11.1

Moy Park

JBS

US$1,500

7.8

6.5

€1,151

9.0

€679

Sep 2006

Henan Shineway

Mafrig Global Foods

9

n.m.

Farms

UK & Europe
10

n.a.

n.a.

6.8

18.1*

10.9

7.0

n.a.

9.8

n.a.

Average (all)

7.6

7.6

12.8

11.5

Median (all)

7.1

8.0

11.4

11.5

Jun 2015
Nov 2013

Jun 2008

Source:

Campofrio Food

Henan Shineway and

Group

Sigma Alimentos

Groupe Smithfield

Campofrio

Media reports, company announcements, annual reports and presentations. * denotes outliers. n.a. means not available,

n.m. means not meaningful.

6

Represents implied enterprise value divided by EBITDA.

7

Represents implied enterprise value divided by EBIT.

8
9

The forecast EBITDA multiple includes expected synergies. The implied EBITDA multiple excluding synergies was 9.7 times.
Based on historical average EBITDA margin for the prior 5 years and net revenues for the most recent financial year.

10

The forecast EBITDA multiple includes expected synergies.
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Brief descriptions of the transactions included above are provided in Appendix B. Each transaction has its own unique
set of circumstances. As such it is often very difficult to identify trends or draw any meaningful conclusions.
Share Market Evidence
The valuation of SFF has been considered in the context of the share market ratings of listed Australasian and
international companies with operations in the meat sector. While none of these companies are precisely comparable
to SFF Co-Op, the share market data provides some framework within which to assess the valuation of SFF Co-Op.
11

Share Market Ratings of Selected Listed Companies

Market
Company

Capitalisation
(millions)

EBITDA Multiple
(times)

12

13

EBIT Multiple
(times)

Historic

Forecast

Historic

Forecast

13.0*

n.a.

19.1*

n.a.

Domestic
Blue Sky Meats

NZ$15

Fonterra

NZ$8,155

PGG Wrightson

n.m.

11.0

n.m.

18.5*

NZ$306

6.2

6.9

6.6

6.9

GBP343

8.3

8.0

13.9

13.6

International
Hilton Food Group
HKScan

n.m.

4.4

BRL46,973

EUR224

6.7

5.0

10.6

6.7

Mafrig Global Foods

BRL3,544

8.9

6.7

14.7

9.3

Minerva S.A.

BRL2,481

8.2

5.6

10.3

6.0

JBS

n.m.

13.2

Tyson Foods

US$17,418

8.7

7.7

11.5

10.0

WH Group

HKD61,377

5.7

6.4

6.9

7.9

Average (excluding outliers)

7.5

6.9

10.6

10.2

Median (excluding outliers)

8.2

6.7

10.6

9.3

Source: Grant Samuel analysis

14

* Denotes outliers

A description of each of the companies above is set out in Appendix C. When observing the table above the following
points should be noted:


the multiples are based on closing share prices as at 21 September 2015. The share prices, and therefore the
multiples, do not include a premium for control. Shares in a listed company normally trade at a discount to the
underlying value of the company as a whole;



the companies selected have varying financial year ends. The data presented above is the most recent annual
historical result plus the subsequent forecast year; and



there are considerable differences between the operations and scale of the comparable companies when
compared with SFF Co-Op. In addition, care needs to be exercised when comparing multiples of New Zealand
companies with internationally listed companies. Differences in regulatory environments, share market and
broader economic conditions, taxation systems and accounting standards hinder comparisons.

11

12

13
14

The companies selected have a variety of year ends. The financial information presented in the Historic column corresponds to the most recent actual annual
result. The forecast column corresponds to the forecast for the subsequent year.
Represents gross capitalisation (that is, the sum of the market capitalisation adjusted for minorities, plus borrowings less cash as at the latest balance date)
divided by EBITDA.
Represents gross capitalisation divided by EBIT.
Grant Samuel analysis based on company announcements and, in the absence of company published financial forecasts, brokers’ reports. Where company
financial forecasts are not available, the median of the financial forecasts prepared by a range of brokers has generally been used to derive relevant forecast value
parameters. The source, date and number of broker reports utilised for each company depends on analyst coverage, availability and recent corporate activity.
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5.
5.1

Analysis of Alternatives
Background

SFF Co-Op’s debt levels increased sharply in 2012 due to three main factors:


capital expenditure in FY12 was NZ$80 million, significantly higher than long run averages of approximately $26
million per annum. Much of the sharp increase was due to costs associated with the building a replacement
processing plant in Te Aroha;



a significant build up in inventory as demand for lamb internationally weakened unexpectedly and the company
elected to hold inventory in the expectation of an improvement in demand. Working capital15 increased by
approximately $74 million, which was funded through increased debt; and



a poor financial result, largely due to the performance of the Sheep business which was impacted by lower
consumer demand and high farm gate costs that were out of line with market returns. The lower consumer
demand in FY11 was due to an approximate 50% increase global lamb prices over a 2 year period reflecting
limited supply. The financial result was exacerbated by the sustained appreciation of the NZ dollar and the fixed
price contracts that SFF Co-Op entered into during FY12. These contracts resulted in SFF Co-Op procurement
costs being higher than the market prices.

As set out in section 4.6, net debt as at 30 September 2013 was NZ$386 million. The traditional seasonal inventory
build up resulted in peak debt increasing over NZ$550 million during February – April 2014. At these levels, and indeed
even before they eventuated, the management, Board and debt providers to SFF Co-Op became increasingly alert to
the financial risk the company was exposed to. As a consequence in FY14 SFF Co-Op initiated the strategic review
process that considered a range of options including:


seeking some form of industry rationalisation;



sale of business units and/or investments;



closure of selected facilities;



refinance of debt;



equity raising from external sources or from suppliers; or



sale of the whole company.

Each of these alternatives have been extensively analysed by SFF Co-Op and its adviser’s over the last 18 months.
Each initiative and the considerations factored in are summarised below:
5.2

Industry Rationalisation

The meat industry has long suffered from over capacity and poor returns. The Meat Industry Excellence Group (MIE)
was established primarily by red meat farmers with the intention to research and lobby the red meat industry and
Government to rationalise the industry to:


reduce capacity through a levy on farmers and a legislative moratorium on new capacity;



reduce the costs of procurement through reducing competition for stock; and



increase investment in marketing.

MIE commissioned an independent report to determine, amongst other things, the cost to the red meat sector of the
current structure when compared with a theoretical optimised structure. The report estimated inefficiencies totalling
approximately NZ$450 million p.a. These benefits were only available under 100% consolidation.

15

Working capital being defined for this analysis as the movement in debtors, inventory and creditors.
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The options for consolidation were identified as:


100% consolidation of the industry;



merging three of the big four participants; or



the merger of SFF Co-Op and Alliance.

The report acknowledged that the first option had little chance of being implemented. A key reason is that the majority
of the industry is owned by limited liability companies owned by predominantly non-farmer shareholders. SFF Co-Op
and Alliance are both co-operative companies but with different capital structures. Alliance has publicly stated that its
Board has a strong desire to maintain the co-operative status and farmer control. This is unlikely to sit well with the
private sector investors. Similarly, the hybrid structure of SFF Co-Op is unlikely to sit well with Alliance. These
shareholder dynamics and differences in the co-operative versus limited liability model mean that any of the three
consolidation options, whilst theoretically possible, will in Grant Samuel’s opinion be likely to fail at the first hurdle shareholding.
While there are likely to be savings from nationwide plant rationalisations, the costs of closing plants can be significant
and the consequent effects on supply can be dramatic. Suppliers will typically wish to supply a local processor to
ensure quality of product is maintained (farmers generally prefer not to have their stock hauled long distances as it
affects quality). Unless there is a total industry buy-in, processing closures will continue to be limited to where the
benefits of closure (cost savings while preserving supply continuity) can to a very large extent be captured by the
processor undertaking the closure. The long term effect of reduced competition in procurement is likely to be lower
prices at farmgate and higher margins for the processors. There may be some reduced procurement costs, but the
analysis provided by MIE suggested that consolidation would result in a significant change in the farmers relationship
with processors which would restrict their ability to maximise price when selling livestock.
It is understandable that a focus of MIE has been SFF Co-Op and Alliance due to their co-operative nature and very
wide-spread shareholdings. Until the current financial year SFF Co-Op has been unable to demonstrate a reasonable
level of earnings that would appeal firstly to a merger partner and secondly to the shareholders of SFF Co-Op to ensure
they enter a merger on reasonable terms. There have been a number of attempts to bring about a merger between
Alliance and SFF Co-Op.
Discussions with Alliance proved inconclusive and, with the support of SFF Co-Op’s Banking Syndicate SFF Co-Op
decided to undertake a capital raising exercise which culminated in the Proposed Transaction with Shanghai Maling. If
the Proposed Transaction is approved SFF Co-Op will be in a much stronger financial position to undertake a
rationalisation of its Sheep business, which may or may not involve Alliance.
The MIE initiative was designed to bring about a rationalisation of red meat processing in New Zealand. A suggestion
of MIE was an industry wide moratorium on new plants and new chains in existing plants. This proposal has been met
with a level of industry support and may, if implemented over time, bring about a reduction in capacity as less profitable
plants are closed. The proposed solutions appear logical but would be very difficult to implement given the fragmented
nature of the industry.
5.3

Sale of business units and investments

One outcome of the separation of SFF Co-Op into the three defined operating businesses of Beef, Sheep and Venison
was that a potential sale of any one of the three would be much more easily facilitated as the financial and legal
separation had to a large extent already taken place. An overview of the features of each business unit in a potential
divestment scenario are set out below:


Venison - limited buyer pool but it is likely a sale could be achieved. As the business is relatively small in the
context of SFF Co-Op, the resulting application of the sale proceeds to debt reduction would be small and in itself
would be unlikely to address SFF Co-Op’s capital structure. Importantly, SFF Co-Op’s debt: EBITDA ratio (one of
the key measures of debt sizing and serviceability) would likely worsen in the short term as a consequence of the
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sale of Venison due to the earnings that would be sold with the business. As a consequence a sale of Venison has
not been progressed;


Sheep - Expressions of interest were sought from the market for the Sheep business. Two indicative non-binding
offers were received, but were unacceptable. Whilst they would have substantially lessened the SFF Co-Op
seasonal debt peak, the impact on earnings and equity were onerous;



Beef - The beef business is the largest part of SFF Co-Op accounting for over 70% of forecast EBITDA in the year
ending 30 September 2015. One indicative non-binding offer was received to acquire 50% of the business with
the option to increase to 70% at a later stage. The offeror wanted meaningful control from the outset. The
multiple implied by the indicative offer was below that of the Shanghai Maling offer for 50% of the whole company
and SFF Co-Op would in time become predominantly a sheepmeat company with a 30% interest in the beef
business. The Board of SFF Co-Op considered that highly undesirable and decided not to take the offer any
further.

Notwithstanding the separation of the business units at a legal level, it is worth noting that a number of the SFF Co-Op
processing plants process more than one specie, so a significant degree of operational overlap remains. As an
example, SFF Co-Op’s plant at Finegand processes sheep and beef and has the capability to process bobby. The
Pareroa plant is similar. This feature makes the sale of Sheep or Beef separately more complicated.
5.4

Selected Processing Closures

There is some limited scope to rationalise SFF Co-Op’s existing portfolio of processing plants. Conceptually, closing
one plant and transferring processing to neighbouring plants appears relatively straightforward. There is a degree of
inter-operability and dependency between SFF Co-Op’s network in areas such as rendering, boning room capacity,
storage and other functions that must be considered. Closure would substantially reduce plant overheads but will in
most cases result in additional costs elsewhere, such as higher freight costs, costs to transfer plant and capital
expenditure to increase processing and/or storage capacity at remaining plants. The major cost of closure is
redundancy which can be substantial. Closures evaluated by SFF Co-Op were in the majority cashflow negative for the
first 12 - 24 months and carried risks associated with loss of stock to other processors, realisation values of land and
buildings and capital expenditure. Preliminary analysis suggests that the financial benefits of closing plants are not
realised for at least two years during which time there are substantial cash costs. The lack of short-term cashflow/debt
reduction benefits meant that this solution to the current banking issues was not able to be pursued.
5.5

Debt Refinance

The existing debt syndicate to SFF Co-Op has sought a resolution to SFF Co-Op’s capital structure involving a
substantial (greater than NZ$100 million) reduction in debt through the introduction of new capital. The current debt
facilities expire on 31 October 2015. On the 10 September 2015 SFF Co-Op entered into a credit approved term
sheet for transitional banking facilities with the Banking Syndicate on broadly similar terms to the current facilities. The
transaction facilities are intended to cover the period from 1 November 2015 until the Proposed Transaction settles.
The transitional facilities are conditional upon shareholders approving the Proposed Transaction at the Shareholders’
Meeting on 16 October 2015 and approval of the Proposed Transaction by Shanghai Maling shareholders. If
shareholders do not approve the Proposed Transaction the future of SFF Co-Op will be uncertain. The draft term
sheet provides for the following events of review:


CEO, CFO or COO resign;



failure to meet milestones in the Capital Raising process agreed between the Banking Syndicate and SFF Co-Op;



completion of the Proposed Transaction not occurring by 30 June 2016;



declined OIO or other required approval; and



share Subscription Agreement with Shanghai Maling cancelled or terminated.
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An alternative would be to refinance the existing debt with new debt providers. In the absence of the Proposed
Transaction any debt refinance (with existing or new lenders) would likely need some form of capital raising, such as
through a rights issue to existing SFF shareholders.
5.6

Capital Raising

SFF Co-Op considered that it needed to meaningfully reduce debt to restore a sustainable capital structure.
minimum debt reduction of NZ$100 million was targeted. Three potential sources of equity were considered.

A



Current Shareholders. The majority of SFF Co-Op ordinary shareholders are suppliers. The investment in shares
is relatively low compared to their investment in their farming operations. In 2009 SFF Co-Op attempted to raise
NZ$128 million from its shareholders but only secured NZ$22 million, and that was paid in part upfront and in part
over 3 years, by way of deduction from livestock sales proceeds. Accordingly the probability of raising sufficient
equity from farmer shareholders was considered relatively low;



Strategic Investors. Strategic investors include industry participants, in New Zealand and offshore; and



Financial Investors. Financial investors include private equity operators and long term investment funds.

The fundamental challenge in attracting equity from any of these three sources is both SFF Co-Op and the sector’s
long history of inadequate returns. Against that, SFF Co-Op’s recent financial performance has exhibited an improving
trend. The red meat industry does not have a good record of consistent earnings. The key factors which contribute
to the volatility of earnings are:


the volume of livestock supplied which is a function of a range of external factors, such as the climate, competition
for livestock in each region and the global price for dairy commodities;



procurement prices, which are largely driven by international prices and the competition for livestock amongst New
Zealand processors;



market prices for red meats;



exchange rates; and



the cost of processing. Higher or lower volumes can significantly impact profitability as processors have very high
fixed costs in the processing plants.

The characteristics of the ordinary shares also create a challenge when attempting to raise equity from external
investors under the existing shareholding and company structure. While any investor, not just farmer suppliers, may
own SFF Co-Op ordinary shares, only those shareholders who are active suppliers may elect directors to the board
and only those farmer-elected directors may appoint independent directors, who constitutionally comprise a minority
on the board. The Chair is required to be a supplying shareholder director.! Voting rights for non-supplier shareholders
are also limited. In addition to being unable to vote for directors, non-supplier shareholders can in aggregate vote no
more than 40% of the voting securities in respect of any other matter.
No shareholder (including associated parties) may, without Board approval, have a voting interest in SFF Co-Op greater
than 5%. Conversely, with Board approval a non-supplier shareholder may in theory hold any number of new ordinary
shares, but there has to be one farmer supplier holding one share. That supplying shareholder would still control 60%
of the voting rights and appointment of the board majority.
Under the Proposed Transaction, Shanghai Maling is investing into SFF which will have its own Constitution and
Shareholders Agreement. Therefore, Shanghai Maling will not be exposed to the voting issues that it would have if it
invested in ordinary shares in SFF Co-Op.
SFF Co-Op appointed investment advisers to assist with raising new capital in the latter part of 2014. The capital
raising initiative commenced in earnest in early 2015. Indicative bids were received in mid 2015, and after negotiation
with selected parties resulted in the Proposed Transaction with Shanghai Maling.
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6.
6.1

Merits of the Proposed Transaction
Summary

In Grant Samuel’s opinion the terms and conditions of the Proposed Transaction with Shanghai Maling are
fair and reasonable to the shareholders of SFF Co-Op. A financial restructuring is critical to SFF Co-Op’s
future. SFF Co-Op is undercapitalised as a result of historic losses, poor working capital management and
higher than planned capital expenditure which resulted in debt levels that exceeded prudent limits. Due to
the recent deleveraging from improved financial performance and other strategic initiatives, it is arguable
that in time SFF Co-Op will have a more stable capital structure without the need for new capital however
this will rely on continued profitability which, based on history is not certain. The Proposed Transaction,
however, will provide the necessary new capital and, in the absence of the Proposed Transaction, the
continuing support of the Banking Syndicate is very uncertain.
The significantly improved capital structure will enable SFF to implement a number of value-adding
initiatives that it was previously constrained from undertaking. SFF expects to generate benefits in China
from its association with Shanghai Maling and Bright Food which will flow to all shareholders of SFF CoOp. The Proposed Transaction will provide more capital than is needed in the short to medium term which
has resulted in the proposed distribution of NZ$40 million to SFF Co-Op’s shareholders.
If the Proposed Transaction is not implemented, SFF Co-Op will continue to face strong pressure from its
Banking Syndicate to raise new capital. It is possible that some or all of the members of the Banking
Syndicate could elect not to extend debt facilities to SFF Co-Op beyond October 2015. In those
circumstances SFF Co-Op may be unable to operate effectively and adverse consequences including
receivership or liquidation. On these grounds alone the Proposed Transaction is reasonable. It is possible
that an alternative transaction, comprising a rights issue and a debt refinance, could achieve the required
recapitalisation and SFF Co-Op would remain the 100% owner of its operating businesses. Despite efforts
by SFF Co-Op to find alternative sources of capital and an indication of an underwrite by group of
investors, subject to satisfactory debt refinancing and Board appointment rights, the time frame to arrange
alternative debt finance in light of the pending expiration of the current facility on 31 October 2015, became
too tight.
6.2

Impact of the Proposed Transaction

The Proposed Transaction will improve the financial position of SFF


Once approved and settled, SFF will have a substantially stronger balance sheet, enabling it to undertake further
rationalisation without the need to rely on financiers for either funding or approval. The Proposed Transaction is
unlikely to be settled before March 2016 if shareholders approve it in October 2015;



The Proposed Transaction is forecast to result in SFF having a positive cash position as at 30 September 2016.
The following graph illustrates the pro forma debt position assuming the effective date of the Proposed Transaction
is 1 October 2015:
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SFF Co-Op – Budget and Pro Forma Debt (Cash) Profile (NZ$ millions)
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The pro forma net cash position at 30 September is a function of the proposed NZ$261.4 million investment by
Shanghai Maling, which would lower financing costs by NZ$12.8 million for FY16 if the transaction was effective
from 1 October 2015;

!

SFF Co-Op’s resulting pro forma balance sheet strength will enable SFF Co-Op to embark upon new investments,
which for the past six years or more it has been largely prevented from undertaking due to financial constraints;

!

A comparison of the FY16 budget financial performance of SFF and the FY16 Pro Forma financial performance if
the Proposed Transaction was effective from 1 October 2015 is outlined in the table below:
Comparison of FY16B and Pro forma FY16 Financial Performance (NZ$ millions)
NZ$ million except where otherwise stated

FY16 Pro Forma

Normalised EBITDA

95.9

95.9

Depreciation

(25.0)

(25.0)

Normalised EBIT

71.0

71.0

Interest and Finance

(17.5)

(4.7)

Share of associates

7.7

7.7

Net profit before tax

61.1

73.9

Tax

(14.7)

(17.7)

Net profit after tax

46.4

56.2

% Attributable to SFF Co-Op shareholders

100%

50%

Net profit to SFF Co-Op shareholders

46.4

28.1

100.4

100.4

Number of ordinary shares on issue (m)
EPS

!

FY16B

$0.46

$0.28

The drop in EPS is not unexpected, as the capital raised will not in the short to medium term be invested
efficiently. The new capital will enable SFF Co-Op to negotiate more favourable banking terms, accelerate its Plate
to Pasture strategy in order to expand margins and profitability, invest in improving its plant network and potentially
undertake strategic acquisitions to strengthen the core business. The short term decline in EPS from the capital
raising needs to be evaluated in light of a much more robust capital structure, the potential for increased earnings,
resumption of dividends and the NZ$40 million distribution. The Shareholders Agreement between SFF Co-Op
and Shanghai Maling requires a minimum annual distribution of 30% of NPAT and a target of 50%.
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A comparison of the forecast financial position as at 30 September 2015 (after an adjustment for a proposed
NZ$50 million capital retention) and the pro forma financial position as at 30 September 2015 is outlined in table
below:
Comparison of the Adjusted Forecast Financial Position and Pro Forma at 30 September 2015 (NZ$ millions)
NZ$ million except where otherwise stated

FY15F

FY15 Pro Forma

Net working capital

154.5

154.5

Other assets

354.6

354.6

Net debt (adjusted for NZ$50 million capital retention)

(198.0)

63.4

311.1

572.5

(7.6)

(7.6)

Net tangible assets

303.5

564.9

Less face value of member shares

(21.5)

(21.5)

282.0

543.4

% Attributable to SFF Co-Op shareholders

100%

50%

Net assets attributable to SFF Co-Op Ordinary shareholders

282.0

271.7

Number of ordinary shares owned by SFF Co-Op Ordinary Shareholders (million)

100.4

100.4

NTA per Ordinary Share

$2.81

Net assets
Intangibles

$2.71



The small decline in the NTA from $2.81 to $2.71 per share is due to the investment by Shanghai Maling at a price
equivalent to approximately NZ$2.60 per share, being below the NTA per share forecast for the year ending 30
September 2015;



There is no certainty that all the regulatory approvals will be obtained and the Proposed Transaction will complete.
Shanghai Maling will receive the benefits of the earnings of SFF from 1 October 2015, with settlement of the
Proposed Transaction likely to take place during 2016.

The Proposed Transaction will improve SFF Co-Op’s ability to conduct its business effectively
The Proposed Transaction will improve SFF Co-Op’s ability to conduct its business effectively:


debt levels will be significantly reduced or eliminated for much of the year resulting in a material decline in
borrowing costs;



working capital management will likely be subject to less restrictive controls;



supplier and customer confidence in SFF Co-Op should improve accordingly;



the uncertainty around the capital structure will be removed which will have a positive impact on the share price of
ordinary shares;



SFF will be able to accelerate its investment in its value added business and its growth in China; and



SFF Co-Op can undertake optimisation of its plants and be in a stronger position when negotiating transactions
with competitors to improve the competitive position of the whole industry.

The SFF Co-Op will remain unchanged but Shanghai Maling will own 50% of the core operating businesses
(SFF) along with SFF Co-Op


SFF Co-Op will purchase livestock from shareholder suppliers and immediately on sell the livestock at the same
price to the applicable trading subsidiary of SFF. This is being undertaken to ensure that SFF Co-Op shareholders
continue to supply their co-operative SFF Co-Op for the purposes of SFF Co-Op’s Constitution, and thereby in
return preserve voting rights as “Current Suppliers” under the constitution.



Shanghai Maling as a 50% shareholder in SFF will be likely to restrict the opportunity to merge with another large
meat processor, but it will not prevent rationalisations and closure of plants across the various participants.
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SFF Co-Op shall appoint five directors to the Board of SFF, of whom at last two shall be farmer elected directors
from the SFF Co-Op Board and at least two shall be independent directors from the SFF Co-Op Board. Shanghai
Maling shall appoint five directors at least two of which shall be resident in New Zealand and at least one who has
appropriate experience in respect of the red meat sector. There will be two Co-Chairpersons, one appointed by
SFF Co-Op and the other by Shanghai Maling.



The Board is required by the Shareholders Agreement to make decisions by consensus where possible. Where
this is not possible a simple majority will apply for all matters except Reserved Matters (see below) where a
minimum of seven out of ten must vote in favour (irrespective of whether they are at the particular meeting). Where
there is an equality of votes the Shanghai Maling Co-Chairperson will have a casting vote in respect of Casting
Vote matters only. In the case of a Casting Vote matter, that is also all or in part also a Reserved Matter, the
Reserved Matter Voting requirement shall still apply (i.e. the Casting Vote rules cannot overrule a Reserved Matter).
The following are matters which require at least seven out of the ten directors to vote in favour of:
−

any merger, amalgamation or similar business combination of a SFF Co-Op Group Company, or
effecting the dissolution or split of a SFF Co-Op Group Company;

−

the issuance of any corporate bonds;

−

any increase or decrease in relation to shares or Equity Securities of any SFF Co-Op Group Company, of
any nature whatsoever;

−

other than in the ordinary course of the SFF Co-Op Group's business, undertaking any material
acquisition or disposition of any business or any SFF Co-Op Group Company;

−

entering into or making any capital commitment, series of related commitments, or any entering into or
making non-ordinary course of business expenditure, having a value in excess of NZ$20 million; and

−

taking any action or series of actions, including the entry into any financing arrangement or issuing any
debt, which if taken, would result in the SFF Co-Op Group's debt to equity ratio exceeding 70%
calculated on an average rolling last twelve month basis (and on a pro forma basis for the action or series
of actions).



In addition the Shareholders Agreement provides that while SFF is a joint venture/partnership between SFF Co-Op
and Shanghai Maling, each Director, when exercising powers or performing duties in that capacity, must act in a
manner which the Director believes is in the best interests of SFF, and not in a manner which the Director believes
is in the best interests of the Shareholder which appointed the Director.



The Shanghai Maling Co-Chairperson on the Board of SFF will only have a casting vote (where needed) on the
approval of the annual business plan, approval of the annual budget, approval of the annual financial statements,
appointment and dismissal of CEO, determining compensation and dividend policy. These matters are the only
issues where in the event there is an equality of votes the Shanghai Maling Co-Chairperson can exercise his or her
right to a casting vote. Whilst these are important issues the rules imposed by the Reserved Matters restrict the
ability of the Co-Chairperson using the Casting Vote provisions to change the business in any meaningful way
through the approval of the annual business plan or budget.

In Grant Samuel’s opinion the relationship between SFF Co-Op and Shanghai Maling is for all intents and
purposes a partnership which is governed by Statement of Co-Operation Principles agreed between the
two parties. The Governance structure provides both shareholding groups with an appropriate level of
control to ensure that neither party gains an advantage at the expense of the other and that the business of
SFF Co-Op is managed in the best interests of all shareholders.
6.3


Assessment of the Pricing of the Proposed Transaction
Grant Samuel’s assessment of the value of SFF. In Grant Samuel’s opinion the full underlying value of SFF
shares, after the proposed payment to SFF Co-Op shareholders of NZ$40 million, is in the range of NZ$2.26 to
NZ$2.73 per share as set out in Section 4.1. The full underlying value is the price a person or entity would be
expected to pay to acquire the company as a whole and, accordingly, includes a premium for control. The share
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price implied by the Shanghai Maling offer is NZ$2.84 which compares with the pre dividend valuation of NZ$2.56
- NZ$3.03.
The graph below compares the implied share price of the Proposed Transaction with Grant Samuel’s assessed value
range and the SFF Co-Op share price at 24 July 2015. SFF Co-Op’s shares trading was suspended on 24 July 2015
due to the capital raising initiatives:
SFF Valuation versus the Implied Value of the Proposed Transaction and the pre investment share price (NZ$ per share)

$3.50!
$3.03 !
$3.00!

2.84 !
$2.56 !

NZ$ per share!

$2.50!
$2.00!
$1.50!
$1.00!
0.35!

$0.50!
$0.00!
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Implied Proposed
Transaction Price!
!

6.4

High!

Grant Samuel valuation of SFF Opco !
(pre dividend)!

SFF share price!
(24 July 2015)!

The premium implied by the Proposed Transaction. The pricing of the Proposed Transaction represents a
substantial premium relative to the closing price of $0.35 per share on 24 July 2015;
The prospects for SFF Co-Op without the Proposed Transaction

Without the Proposed Transaction SFF Co-Op’s will be at risk of being put into receivership
!

SFF Co-Op is under pressure to achieve further substantial reductions in both its seasonal and core debt. This
requirement has been the most important consideration when evaluating alternative sources of capital. The
Banking Syndicate has agreed to rollover the existing facilities when they expire on 31 October 2015 until 30 June
2016, subject to the Proposed Transaction being approved by shareholders of SFF Co-Op and Shanghai Maling.

!

SFF Co-Op is currently dependent on its existing Banking Syndicates continued support. The absence of a more
conservative capital structure which satisfies the current Banking Syndicate is restricting the company from making
decisions which in the medium term will improve earnings and enable the payment of dividends.

!

There is a substantial risk that in the absence of the Proposed Transaction SFF Co-Op could be placed in
receivership. This outcome would result in a substantial destruction of value as suppliers of livestock would not be
willing to take on the risk of being paid and send stock to competing processors. If funding for working capital
could not be secured then the business would have to be shut down and the assets realised to pay back the bank
core debt.

!

Failing to pass the resolution to approve the sale of 50% of SFF for NZ$261.4 million will place the Directors of SFF
Co-Op and the Banking Syndicate in a difficult situation with a very real possibility of a receiver being appointed,
which would most likely result in the break up of the business. Under this scenario there would be limited
prospect of any capital being returned to shareholders. In Grant Samuel’s opinion SFF Co-Op has improved both
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its operating performance and capital structure under the new management and SFF Co-Op would not require
additional capital by the end of the 2016 financial year, if SFF Co-Op achieves its budget. There is, as with any
forecast some uncertainty as to whether SFF Co-Op will achieve its 2016 budget. Equally there is no certainty that
the Banking Syndicate would provide facilities for the 2016 financial year if the resolution is not passed.
Alternatives
SFF Co-Op’s debt issues demonstrate the need for a substantial cash injection. The Directors of SFF Co-Op
considered and evaluated a number of other recapitalisation structures, none of which would yield sufficient cash or be
able to be implemented without adversely impacting on the remaining business. These included:


plant closures;



sale of the sheep, beef or venison business units;



capital raising from existing shareholders;



mergers;



introduction of a strategic shareholder;



wind down of a business unit; and



continue with incremental initiatives.

Each of these options has been thoroughly examined both internally and by external consultants. Each was measured
against a list of criteria:


ability to achieve a reduction in the seasonal debt peak;



delivers a substantial robust capital structure;



improves return on investment;



reduces earnings volatility;



low or no upfront investment;



consistent with long-term strategy; and



low risk of an unsuccessful execution.

An option considered by the Board of SFF Co-Op was raising equity from its existing shareholder base. In 2009 SFF
Co-Op attempted to raise up to NZ$120 million from its shareholders but only raised NZ$22 million and that was paid
in part upfront and part over three years, by way of a deductions from livestock sale proceeds. The Board came to the
conclusion that an offer to incumbent supplier shareholders in the absence of an underwrite was unlikely to provide any
meaningful new equity, particularly as the shareholders that did invest in the earlier rights issue experienced a
substantial loss on their investment. The level of farmer investment in red meat processing in New Zealand is low
particularly when compared with the dairy sector. Dairy farmers have a contract with a processor to take milk on a
daily basis. The majority of dairy farmers also have shares in the co-operative which processes their milk. The majority
beef and sheep farmers prefer to focus their investment on generating a high farm gate price and maximise that price
by supplying the processor offering the best price on the day. Rationalising the industry should increase returns to the
processors and not necessarily result in a higher procurement price. In fact the opposite may apply with less
competition there would be less need to bid up the price to secure stock. Aside from SFF Co-Op and Alliance the rest
of the industry is in private hands with little or no incentive to maximise the returns to farmers.
At the time of this report there are no viable alternatives that will provide the capital required. All strategic options that
resulted in incremental improvements to the capital structure have been completed (e.g. the sale of livestock, working
capital reduction and the sale of non-core assets). The Proposed Transaction is considered the best option currently
available to SFF Co-Op’s Directors.
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6.5

Other Merits of the Proposed Transaction

!

SFF Co-Op shareholders retain upside exposure to the beef business if the Proposed Transaction is implemented.
The Proposed Transaction is likely to see the price of ordinary shares traded on the Unlisted platform increase
substantially. The investment of $261.4 million is a substantial vote of confidence in the NZ red meat sector and
in SFF Co-Op in particular.

!

Whilst both parties are committed to finalising a transaction, the number of regulatory approvals in China and New
Zealand and the time required to obtain these approvals introduces an element of uncertainty as external events
may preclude the transactions being concluded.

6.6

Acceptance or Rejection of the Proposed Transaction

Acceptance or rejection of the Proposed Transaction is a matter for individual shareholders based on their own view as
to value and future market conditions, risk profile, liquidity preference, portfolio strategy, tax position and other factors.
In particular, taxation consequences will vary widely across shareholders. Shareholders will need to consider these
consequences and, if appropriate, consult their own professional adviser(s).
G RANT SAM UEL & ASSOCIATES LIM ITED
23 September 2015
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Appendix A - Overview of the New Zealand Meat Industry
1.

Overview

The red meat industry has been an important contributor to the New Zealand economy since the first exports of frozen
meat to the United Kingdom in 1882. Although the United Kingdom was a reliable market through the first half of the
21st century, it was the commencement of beef exports to the United States in the 1950s that saw the industry grow
in earnest. The red meat industry now produces 9.2% of New Zealand’s exports by value and as at 30 September
2014, total revenue generated from meat exports amounted to NZ$8.5 billion, with products primarily being sold to
Asia, Europe, North America and parts of Africa.
In 2014, there were a total of 56,610 farms in New Zealand of which 26,000 were sheep, beef and deer farms. Total
livestock numbers have however decreased over the past 10 years largely due to a change in pastoral land use with
farmers converting their livestock holdings to diary, horticulture or viticulture.
Livestock Numbers as at 30 June (millions)

16

Livestock

2004

2014

% Change

Sheep

39.2

29.6

(24%)

4.5

3.6

(20%)

Beef
Deer

1.8

1.0

(44%)

Total

45.5

34.2

(24%)

The industry plays an important role in New Zealand’s economy employing approximately 30,000 directly involved in
the meat processing sector alone. However, deregulation of the industry in the 1970s made it easier for processors to
enter the market causing a spike in processing plants throughout the country. With the dramatic increase in
competition the industry now faces considerable challenges to improve utilisation and profitability. Notwithstanding the
large number of processors, SFF Co-Op, Alliance, AFFCO and ANZCO account for the majority of the total market.
2.

Major Products

The red meat industry in New Zealand comprises sheep, beef and deer with sheep and beef accounting for most of the
revenue and volume within the sector. Although profitability has been acceptable in recent years, in particular in the
beef exporting sector, livestock numbers have declined significantly during the past ten years.
Sheep and Beef Cattle Trend as at 30 June (millions)

17
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Beef + Lamb New Zealand Economic Service
Statistics New Zealand
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Sheep
Total sheep numbers have been in steady decline for a decade. As at June 2014, total sheep numbers totalled 29.6
million, representing a decline of 4% on total sheep numbers from the same date in 2013 and following a 1.5%
decrease in sheep numbers on June 2012 figures.18 The 2013/14 season was severely impacted by drought. This was
particularly felt in the North Island, which had a major impact on breeding ewes and general sheep numbers.
Furthermore, land use changes in the South Island regions continue to have a negative impact on livestock numbers.
Dairy conversions and diary support activities has been contributing to the shift away from sheep and beef farming
systems, having a major impact on livestock numbers.
Sheep slaughter numbers have shown some improvement in the last three years totalling 25 million in July 2014.
Although this figure is a drop from 2013 it is an increase in the number of carcases processed in 2011, which totalled
23 million.19
Notwithstanding the decline in overall sheep numbers as highlighted above, the value of sheep exports has increased
in recent years, reflecting strong international demand and the general reduction of supply. For the year ended
September 2014, total sheep (lamb and mutton) exports increased 0.75% to 401,000 tonnes and the average per
tonne value increased by 9.6% to NZ$13,180 per tonne. Significantly, total export receipts from sheep and mutton
increased 11% for the year ended September 2014.

Year to 30 September

2011A

2012A

2013A

2014A

2015F

3.03

2.62

2.68

2.97

2.91

7,981

7,109

6,014

6,590

6,780

343

325

398

401

375

Export Value (NZ$ billion)
NZ$ / tonne
Export volume (000 tonnes)

Beef
Beef cattle numbers, although in decline, are not decreasing at the same rate as sheep however, due in large part to
good feeding conditions and farmers choosing to hold on to their older cattle because of improved returns.
Slaughter numbers were higher for the 2014/15 season due to the severe drought conditions experienced during the
summer period. Total slaughter numbers for the year to December 2014 were 2.5 million. Slaughter figures are
predicted to continue to rise reflecting a large input of cull dairy cows as a result of the recent poor performance of the
diary industry.
Despite the relatively strong New Zealand dollar in 2014, total beef exports receipts reached a record high of NZ$2.8
billion, an increase of 8.5% compared to the previous season. The volume of beef exports in 2014 increased to
390,000 tonne, reflecting and increase of 6.9% on the previous year while the average value of beef increased to
NZ$5,800 per tonne, reflecting near record values and an increase of 1.5% on the previous year.20 The growth in
volume and price was linked to tight international supply levels and strong demand for beef generally.
Beef Export Prices and Volumes, 2011 – 2015

21

Year to 30 September

2011A

2012A

2013A

2014A

2015F

2.55

2.50

2.59

2.80

3.49

5,835

5,872

5,743

5,827

7,617

356

349

365

390

395

Export Value (NZ$ billion)
NZ$ / tonne
Export volume (000 tonne)
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Deer
New Zealand is the worlds leading exporter of venison however, total deer numbers, price and export volumes are in
steady decline. In 2014, Venison exports amounted to NZ$180 million, a decrease of 34% over a six year period at a
CAGR of (6.7%).22 The total number of farmed deer in New Zealand is 0.96 million, the last time there was fewer than 1
million deer was in 1990.23
Total Venison Exports by Value as at 30 September (NZ$ millions)

24
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International Markets

Trade Barriers
New Zealand exports more than 80% of its beef and over 90% of sheep meat. Therefore, easy access to key export
markets is critical to the success of the industry. Many countries continue to charge tariffs on agricultural products
exported from New Zealand however and in 2014 alone, tariffs on sheep and beef cost of more than NZ$300 million.
New Zealand producers not only have to contend with demand and supply factors for its products, they also compete
with offshore producers lobbying their governments to provide them with protections against New Zealand’s low cost
products.
As a result of the Uruguay round of negotiations for the General Agreement on Tariffs and Trade, New Zealand
obtained country specific tariff quota access to the European Union, United States and Canada.
25

New Zealand Country Specific Tariff Quotas
Importing Country

Tariff Quotas

European Union

Export 228,254 tonne of sheep meat with zero tariff and 1,300 tonnes of “high quality beef” at a 20% tariff rate

United States

Export 213,402 tonnes of beef and veal at a preferential rate of US4.4 cents/kg

Canada

Export 29,600 tonnes of beef and veal with zero tariff

22
23
24
25

Deer Industry New Zealand
Statistics New Zealand
Deer Industry New Zealand
Ministry of Foreign Affairs and Trade
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New Zealand may also compete to supply meat to countries under the most favoured nation global quota at rates that
vary between depending on what is being exported and the destination.
Free Trade Agreements
Free Trade Agreements are put in place to make international trade easier between countries by reducing trade barriers
and ensuring existing access to certain markets are maintained.
26

New Zealand’s Current Free Trade Agreements
Country

Agreement

Date

Australia

Closer Economic Relationship

1983

Singapore

Closer Economic Partnership

2001

Thailand

Closer Economic Partnership

2005

China

New Zealand/China Free Trade Agreement

2008

ASEAN & Australia

ASEAN, Australia & New Zealand Free Trade Agreement

2010

Malaysia

New Zealand/Malaysia Free Trade Agreement

2010

Hong Kong

Closer Economic Partnership

2011

One of the most important trade agreements in negotiation is the Trans-Pacific Partnership (TPP). The aim of the TPP
is to create a regional free trade agreement between Australia, Brunei, Chile, Japan, Malaysia, Peru, Singapore, the
United States, Vietnam, Mexico, Canada and New Zealand that strengthens economic ties between its members. Not
only is the TPP designed to open up trade amongst the countries but it also aims to boost investment flows and
promote stronger economic and regulatory relationships between members. 45% of our total trade comes from the
negotiating parties within the TPP including five of New Zealand’s top ten trading partners. The agreement was to be
finalised in 2012 however certain issues have delayed the completion of negotiations.
Major Trading Partners
The European Union, China and North America are New Zealand’s three largest export destinations for red meat.
Europe has traditionally been New Zealand’s strongest trade partner for sheep exports however China is currently the
largest overall importer of New Zealand sheep meat by volume and has steadily increased its consumption over the
past 5 years. By volume, the European Union and China together accounted for over two thirds of sheep meat
exports. Although China is the largest importer of sheep meat by volume, the average receipts per tonne are well below
that achieved by receipts from the European Union, reflecting the different product mixes exported to the two regions.
In 2013/14, the average per tonne return from China was NZ$5,800 compared to NZ$10,200 for the European
Union.27

26
27

Ministry of Foreign Affairs and Trade
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SILVER FERN FARMS
INDEPENDENT REPORT

45

Sheep Meat Exports – China compared to the European Union as at 30 March
Total Exports by Value (NZ$ millions)
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Total Exports by Volume (000 tonnes)
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2014 was a record year for beef prices, largely driven by the United States, New Zealand’s largest importer of beef by
volume and value. As at March 2015, North America accounted for 53% of total beef exports by volume (0.22 million
tonnes) and 53% of total beef exports by value (NZ$1.4 billion).29 China is New Zealand’s second largest trading
partner for beef, accounting for 11% by volume and 10% by value. Growth from the US and Chinese markets has
recently been driven by tight supply domestically and a general increase in demand for beef.
Top 10 Beef Markets By Value – as at 31 March 2015
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4.

Meat Processing Sector

Although there are a large number of meat processors operating in New Zealand, there are four major processing and
exporting companies; SFF Co-Op, Alliance, AFFCO and ANZCO.
Profile of Four Major Processing Operations

31

SFF Co-Op

Alliance Group

AFFCO

ANZCO Food

Ownership

Co-Op

Co-Op

Private

Private

Revenue (NZ$b)

2.2

1.4

1.2

1.0

Coverage

National (large scale)

South Island

North Island

National (small scale)

Number of Sites

16

9

12

7

Ovation, Auckland Meat Processors, Crusader, Taylor Preston, Blue Sky Meats and United Beef Packers make up the
second level of meat processors and there is a significant number of small processing and export companies also
operating throughout the regions.
Although the global market prospects for the New Zealand red meat industry are generally favourable, poor
performance has underpinned the meat processing industry for some time. The deregulation of the meat industry in the
1970s resulted in a number of smaller processing plants emerging, crowding the market and ultimately causing
processing overcapacity.
Recent findings in a paper prepared for the Meat Excellence Industry group (MEI) titled “Pathways to Long-term
Sustainability” suggest that the three areas of weaknesses confronting the industry are:


excess processing capacity resulting in inefficiency and unnecessary cost. Analysis completed by
professional services company GHD identified that the current level of over capacity in the processing industry is
almost 100%. The net affect is that it leads to an increase in competition for stock, higher processing costs and an
inability to invest in long-term productivity initiatives. GHD identified total savings of approximately NZ$215 million
per year through a committed rationalisation process;32



inefficient procurement of stock created by over capacity. This issue comes about because processors are
more focussed on maintaining throughput at plants to cover costs rather than maximising returns from the market.
More committed contractual arrangements for the supply of livestock could save the industry up to NZ$40 million
per year;33 and



lack of in-market co-ordination resulting in supply chain inefficiencies. It is largely agreed between senior
executives within the meat industry that in-market co-ordination needs to be improved. Poor co-ordination
between suppliers and processors leads to inefficiencies in packaging, shipping, water usage and waste. The
benefits to improving the supply chain is likely to result in increased return and savings on export costs.

There appears to be general support for the rationalisation of the meat processing sector to ultimately address the
issues outlined above. Mergers between the major processors in New Zealand have been discussed in the past
however negotiations have always broken down, identifying the major challenges faced by the industry to align the
interests of all of the stakeholders involved.

31
32
33

Silver Fern Farm Management Presentation
Meat Excellence Industry – Pathways to Long Term Sustainability
Meat Excellence Industry – Pathways to Long Term Sustainability
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5.

Domestic Meat Industry

The domestic meat market is often overlooked as the export market accounts for such a significant proportion of the
meat supplied and processed in New Zealand. Since the New Zealand Meat Board was reformed under a new Meat
Board Act in 2004, there has been no statutory collection of domestic meat usage data.
Notwithstanding the statutory obligations, on average, meat consumption domestically accounts for approximately 6%
of total lamb production and 18% of total beef production.34 Because New Zealand meat products attract higher prices
offshore, domestic supply is often affected, accordingly, New Zealand wholesalers and retailers must source small
volumes of sheep and beef meat from Australia.
Overall, domestic meat consumption accounts for NZ$940 million in sales value, compared to the NZ$5.8 billion of
total export receipts for meat in 2014 and the forecast NZ$6.5 billion for 2015. Given that meat exports are dominant in
the New Zealand context, the prices on the domestic market must reflect the international price trend to remain
competitive, resulting in higher meat prices in our local market. Conversely, in all other large meat producing countries,
the price of local meat can be set at a lower price because domestic meat consumption accounts for the majority of
their production.
6.

Outlook

The outlook for the meat industry in New Zealand is underpinned by several key factors:


global economic conditions, affecting demand for New Zealand products;



exchange rates impacting profitability; and



livestock numbers that have a bearing on the supply to the market.

Global Economic Conditions
Global GDP growth in 2015 and 2016 is expected to be similar to that of 2014. The situation in the US is positive job
growth and lower oil prices expected to further boost consumer spending. Profitability is likely to improve due to the
strengthening of the USD against the NZD on the back of the optimistic outlook for the US recovery and a weakening
NZD caused by the uncertainty surrounding growth in China.
The economic outlook for China is less positive with the latest figures indicating the country’s GDP growth has slipped
to 6.9%, the lowest level since 2009. Although the situation in China is worrying for New Zealand’s export market, the
flow on affect is yet to be quantified. China is still expected to remain New Zealand’s largest export destination
however.
In Europe, although the fallout of the Greek debt crisis has not yet been felt, there is uncertainty surrounding the
European market as a result of political uncertainty. Prior to the latest round of bailout negotiations, the European
economy was expected to grow at a faster rate than 2014 due to an expansionary monetary policy and lower oil
prices, which were expected to have a positive impact on our meat, export market.
Export Volumes and Prices
Economists from Beef + Lamb New Zealand are predicting that 2015 will see export volumes of sheep meat decline by
approximately 2.9% reflecting lower production levels and reduced demand from China. Total beef volumes are
expected to increase by 1.2% to 395,000 tonnes shipped.35
The New Zealand dollar is expected to remain lower than 2013/14 levels resulting in an improvement in the price
received for sheep and beef meat. Accordingly, the average values per tonne of sheep meat exports are expected to

34
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increase by 3.6% brought about by this weakening of the NZD and strong market prices.36 Low supply levels of beef
coupled with the weak NZD against the USD are expected to see the average value of beef to reach a record
NZ$7,600 per tonne, up 31% on 2013/14 figures.37 Furthermore, if predictions for the 2015 season are accurate, total
beef receipts are expected to increase 24% to 3.5 billion, 27% higher than total lamb exports.38
Livestock
Although there is a suggestion that in the short term, sheep and beef numbers may increase slightly due to the
recovery from drought conditions, ultimately, the decrease of livestock numbers is likely to continue. It has been
suggested that due to the current rate of conversions from sheep and beef farms to dairy, sheep numbers in particular
could reduce by almost 10 million over the coming decade.39 Although this is an estimate, there is a widely held belief
that the decline in livestock numbers needs to be arrested before any sustained growth in export volumes can return.

36
37
38
39
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Appendix B – Recent Transaction Evidence
New Zealand and Australia:
ANZCO / Itoham
On 20 February 2015 Itoham Foods Inc. (Itoham) agreed to acquire an additional 16.72% stake in ANZCO Foods
Limited (ANZCO) from Nippon Suisan Kaisha, Janz Investments and Graeme Harrison for approximately $40
million. As a result of the transaction, Itoham will increase its stake to 65% from 48.3%. ANZCO reported sales of
$1.3 billion for the financial year ended 31 December 2014 and operating income of $7.2 million.
Itoham
completed the acquisition of the 16.7% stake on 30 May 2015.
Primo Smallgoods / JBS
On 20 November 2014, JBS Australia Pty Limited (JBS) entered into an agreement to acquire Primo Smallgoods
Group from Affinity Equity Partners and the founding Lederer family for A$1.45 billion in cash. Primo Smallgoods
produces and markets ham, bacon, salami and small goods. Primo has production facilities and distribution
centres in Australia and New Zealand. It was reported by JBS that the acquisition price represented a multiple of
8.0 times Primo Smallgoods’ forecast EBITDA of A$180 million (including expected synergies).
AFFCO / Talley’s
On 10 June 2010 Talley’s Group Limited (Talley’s) made on offer to acquire the remaining 47.27% stake in AFFCO
Holdings Limited (AFFCO) from Tacooya Nominees Limited and other shareholders for $88.2 million. Talley’s
obtained a 90.47% shareholding through the offer allowing it to compulsorily acquire the remaining 9.53% of
outstanding shares. At the date of the acquisition AFFCO was the fourth largest meat processor and exporter in
New Zealand with eleven plants (nine in the North Island and two in the South Island) processing sheep, lamb, beef
and venison products. AFFCO reported turnover of $1.0 billion and EBITDA of $37.2 million for the financial year
ended 30 September 2009.
Tasman Group / JBS
On 4 March 2008 Australia Meat Holdings Pty Ltd, a subsidiary of JBS, agreed to acquire Tasman Group Services
Pty Ltd (Tasman Group) from Tasman Group Holdings Pty Ltd and Joe Catalfamo for A$150 million. Tasman
Group is an Australian based processor and exporter of meat. Tasman Group had revenues of approximately
A$498 million for the financial year ended 30 June 2007 and processed 2.7 million head of cattle and smallstocks.
Tasman owns six processing facilities and one cattle feedlot unit with a feeding capacity of 25,000 head of cattle
and 45,000 head of lambs. The acquisition was completed on 2 May 2008.
AFFCO / Talley’s Group
On 12 March 2006 Talley’s Group made a partial offer to acquire an additional 10.01% stake in AFFCO. Talley’s
received acceptances from shareholders representing 18% of the shares on issue. However, as the offer was only
for a number of shares to move Talley’s shareholding to 50.01%, acceptances were scaled in accordance with the
terms of the offer and the provision of the Takeover’s Code. Talley’s completed the acquisition of the 10.01%
stake on 7 June 2006.
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Americas:
Cargill Meat Solutions Pork Business / Swift Pork Co.
On 1 July 2015 Swift Pork Co. entered into an agreement to acquire the pork business of Cargill Meat Solutions for
US$1.45 billion in cash. The business generated net revenues of US$2.6 billion and EBITDA of US$212 million
during the most recent financial year. The acquisition price therefore represents a multiple of 6.8 times historical
EBITDA. The deal is subject to regulatory review and approval. The transaction is expected to be concluded by
the end of the 2015 year or the first quarter of 2016.
Smithfield Foods / Henan Shineway (nka WH Group)
On 28 May 2013 Henan Shineway Group Co. Ltd (Henan Shineway) agreed to acquire Smithfield Foods Inc.
(Smithfield Foods) from shareholders for US$4.8 billion in cash. Smithfield Foods produces and markets fresh
and packaged meat products in the United States and internationally. At the time of the acquisition Smithfield’s
trailing twelve-month revenue and EBIT was US $13.5 billion and US$485 million respectively. 70% of Smithfield’s
revenue was derived from sales of pork products (both fresh and packaged), 20% from hog production and 10%
from international operations. Smithfield was the largest pork processor and largest hog producer at the time of
the acquisition. Henan Shineway is a Hong Kong based holding company serving as a global platform for food
businesses, and a majority shareholder in China’s largest meat processing business. Henan Shineway completed
the acquisition on 23 September 2013. Henan Shineway is now known as WH Group.
National Beef / Leucadia National Corp
On 5 December 2011, Leucadia National Corp. (Leucadia) entered into an agreement to acquire a 80.49% stake
in National Beef Packing Co. (National Beef) for approximately US$950 million. The deal was completed on 30
December 2011. National Beef is one of the largest beef processing companies in the United States accounting for
approximately 14% of the federally inspected steer and heifer slaughter. For the financial year ended 27 August
2011 National Beef generated EBIT of US$273.0 million and EBITDA of US$324.2 million on turnover of US$6.8
billion.
Keystone Foods / Marfrig
On 14 June 2010, Marfrig Alimentos (Marfrig) agreed to acquire Keystone Foods LLC (Keystone Foods) for
US$1.26 billion in cash. Keystone is a diversified food company focused on supplying value added protein to the
food service industry in the United States and the Asia Pacific region. Keystone has global slaughtering capacity of
over 4.5 million heads per week with 10 processing plants serving more than 32,000 restaurants in the USA and 7
processing plants serving more than 4,000 restaurants in the Asia Pacific region. It was reported that Keystone
Foods would add approximately US$150 million of annual EBITDA to Mafrig at the time of transaction. This
represents a multiple of 8.4 times EBITDA.
Smithfield Beef / JBS
On 4 March 2008, JBS S.A. (JBS) signed an agreement to acquire Smithfield Beef Group, Inc. (Smithfield Beef)
from Smithfield Foods Inc. for approximately US$565.0 million. Smithfield Beef is a beef processor and cattle
feeding operation in the United States. Smithfield Beef had sales of approximately US$2.6 billion for the financial
year ended 29 April 2007. It was reported in an industry publication that the acquisition price represented a
multiple of 8.1 times Smithfield Beef’s EBITDA. The acquisition was completed on 23 October 2008.
Swift & Company / JBS
On 31 December 2007 JBS USA (JBS) entered into an agreement to acquire Swift & Company for US$1.4 billion in
cash. Swift & Company is the third largest U.S. based processor of beef and pork. With the acquisition JBS
became the largest beef company in the world. A JBS presentation indicated that adopting Swift’s historical
average EBITDA margin for the prior 5 years and current net revenues then EBITDA would be $152.9 million and
the implied EBIT multiple would be 9.5 times. It was reported in an industry publication that the multiple of prior
year EBITDA was 17.0 times.
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Premium Standard Farms / Smithfield Foods
On 17 September 2006 Smithfield Foods Inc. (Smithfield Foods) entered into an agreement to acquire Premium
Standard Farms Inc. (Premium Standard Farms) for US$675.51 million in cash and stock. Premium Standard
Farms processes and produces pork products for the retail, wholesale, foodservice and export markets.
UK and Europe:
Moy Park / JBS
On 19 June 2015 JBS S.A. (JBS) entered into an agreement to acquire Moy Park Limited (Moy Park) from Mafrig
(Europe) BV for US$1.5 billion. Moy Park is a vertically integrated poultry producer with 13 production sites
throughout the UK and Europe. It was reported by JBS that the purchase price represented a multiple of 7.85
times Moy Park’s expected EBITDA for the 2015 financial year and a multiple of 6.50 times expected EBITDA for
the 2016 financial year after expected synergies. Moy Park derives 80% of its revenue in the UK and 20% in
Europe.
Campofrio / Sigma Alimentos and Shanghui
On 14 November 2013, Sigma Alimnetos S.A. de C.V. (Sigma Alimnetos) and Shanghui International Holdings
Limited (Shanghui) made an offer to acquire a 54.5% stake in Campofrio Food Group, S.A. (Campofrio) for
approximately €370 million. Campofrio manufactures, sells and distributes products for human and animal
consumption. Sigma Alimnetos and Shanghui completed the acquisition on 5 June 2014.
Groupe Smithfield / Campfrio
On 25 June 2008 Campofrio Alimentacio S.A. (Campofrio) entered into a letter of intent to acquire Groupe
Smithfield from Smithfield Foods and Oaktree Capital Management for €679.65 million in stock. After the merger
Campofrio held 51.5% of the stock and Groupe Smithfield held 48.5% of the stock. The combined sales and
EBITDA upon the merger were €2.1 billion and €187 million respectively. Groupe Smithfield is Europe’s largest
processed meats producer with sales €1.2 billion, EBITDA of €97 million and volumes in excess of 220,000 tonnes.
More than €40 million of synergies were identified. The price paid for Groupe Smithfield represented EBITDA and
EBIT multiples of 7.0 times and 9.8 times respectively and 5.0 times and 6.1 times assuming €40 million of
synergies. The acquisition was completed on 17 December 2008.
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Appendix C – Comparable Listed Companies
A brief description of each of the companies listed in Section 5.3 is outlined below:
Domestic:
Blue Sky Meats
Blue Sky Meats (NZ) Limited (Blue Sky Meats) is a Southland based meat processor. The company offers a range
of fresh-chilled and fresh-frozen lamb, mutton, bobby veal and goat cuts under the ‘Horizon’ and ‘Star’ brands.
The company also processes deer products. Blue Sky Meats reported EBITDA and EBIT for the financial year
ended 31 March 2015 of $3.2 million and $2.1 million respectively on turnover of $102.1 million. Blue Sky Meats’
EBITDA and EBIT declined from $4.0 million and $3.0 million during the 2014 financial year due to lower volumes
and utilisation. Blue Sky Meats’ shares are traded on Unlisted. The shares are infrequently traded with only 8
share traded during the past 12 months. The company’s shares last traded at $1.30 per share on 3 July 2015 and
the 12-month VWAP is $1.54 per share.
Fonterra
Fonterra Co-operative Group Limited (Fonterra) is a New Zealand multi-national dairy co-operative owned by
10,500 New Zealand farmers. The company is responsible for approximately 30% of the world’s dairy exports and
is New Zealand’s largest company by gross turnover. Fonterra operates from more than 100 countries and has
16,000 staff around the world. The company collects and processes more than 20 billion litres of milk per annum.
Fonterra has a market capitalisation of $7.6 billion. The median broker estimate of Fonterra’s EBITDA for the year
ended 31 July 2015 is $1.56 billion on turnover of $19.2 billion. Fonterra’s earnings for the 2014 financial year was
adversely impacted by high commodity prices adversely impacting its value added businesses.
PGG Wrightson
PGG Wrightson Limited (PGG Wrightson) provides various products and services to farmers, growers and
processors in the agricultural sector in New Zealand. The company has a network of 98 rural supplies and
fructified stores throughout New Zealand providing rural and fruited supplies, seed & grain, livestock, insurance, real
estate, finance and other services. PGG Wrightson employs 2,100 people throughout New Zealand and in key
regions within Australia and parts of South America. PGG Wrightson generated EBITDA of $64.6 million on
turnover of $1.24 billion for the financial year ended 31 December 2014.
International:
Hilton Food Group
Hilton Food Group PLC (Hilton Food Group) operates meatpacking facilities in England, the Netherlands, Ireland,
Sweden, Denmark and Poland. The company packs beef, lamb and pork products. For the financial year ended
31 December 2014 the company generated EBITDA of £41.7 million on turnover of £1.1 billion.
JBS
JBS S.A. (JBS) is a Brazilian company that is the largest meat processing company in the world (by sales),
producing factory processed beef, chicken, pork and meat by-products and the largest exporter of animal protein.
The company has 340 production units around the world and employs over 200,000 people. For the 12 months to
31 March 2015 JBS generated EBITDA of BRL 11.4 billion on turnover of BRL 127.9 billion. JBS has been active
in recent years at consolidating its position as the largest meat processor in world, acquiring a range of large
companies including Smithfield Beef Group, Swift & Company, Moy Park and Australian based Tasman Group and
Primo Smallgoods.
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HK Scan
HKScan Oyj (HKScan) produces, markets and sells pork, beef, poultry and lamb products, processed meats and
convenience foods to retail, food service, industrial and export customers. The company operates in Scandinavia
(Finland, Sweden and Denmark), Eastern Europe (Latvia, Lithuania and Poland), the UK, Russia and Germany. In
addition the HKScan exports to approximately 50 countries. The company generated EBITDA of €51.3 million on
turnover of nearly €2.0 billion for the 12 months ended 31 March 2015. HKScan is headquartered in Finland.
Marfrig
Mafrig Global Foods S.A. (Mafrig) is the third largest Brazilian food processing company and the fourth largest beef
processor in the world. The company has operations in 22 countries and exports to over 100 countries. Marfrig
has 90,000 employees. For the 12 months to 31 March 2015 Marfrig generated EBITDA of BRL 1.7 billion on
turnover of BRL 22.2 billion.
Minerva
Minerva S.A. (Minerva) is one of the leading producers and sellers of beer, leather, live cattle exports and cattle byproducts in South America. The company is among Brazil’s three largest exports, selling its products to
approximately 100 countries as well as processing beef, pork and poultry products. Minerva has daily slaughter
capacity of over 11,500 head of cattle and beef deboning capacity of 2,240 tonnes. The company operates 10
slaughter and deboning plants and eight distribution centres in South America. For the 12 months to 31 March
2015 Minerva generated EBITDA of BRL 704 million on turnover of BRL 7.7 billion.
Tyson Foods
Tyson Foods Inc. (Tyson Foods) is an American multinational food company and the world’s second largest
marketer of chicken, beef and pork (behind only Brazil’s JBS). The company employs 115,000 people from more
than 300 facilities, 90 of which are in the USA. Tyson Foods has 123 food processing plants. For the 12 months
to 31 March 2015 Tyson Foods generated EBITDA of US$2.5 billion on turnover of US$40.6 billion.
WH Group
WH Group Limited (WH Group) is the largest pork company in the world with number one positions in China, the
U.S. and key markets in Europe. Its global platform comprises hog production; hog slaughtering and the
processing and distribution of packaged meats and fresh pork. WH Group is the majority shareholder in Henan
Shuanghui Investment & Development Co., Ltd (Shanghui), China’s largest meat processing business and owner
of global food company Smithfield Foods. WH Group generated EBITDA of HKD 20.4 billion on turnover of HKD
172.4 billion for the 12-month period to 31 December 2014.
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Appendix D – Valuation Methodology Descriptions
1.

Capitalisation of Earnings

Capitalisation of earnings or cash flows is most appropriate for businesses with a substantial operating history and a
consistent earnings trend that is sufficiently stable to be indicative of ongoing earnings potential. This methodology is
not particularly suitable for start-up businesses, businesses with an erratic earnings pattern or businesses that have
unusual expenditure requirements. This methodology involves capitalising the earnings or cash flows of a business at a
multiple that reflects the risks of the business and the stream of income that it generates. These multiples can be
applied to a number of different earnings or cash flow measures including EBITDA, EBITA, EBIT or net profit after tax.
These are referred to respectively as EBITDA multiples, EBITA multiples, EBIT multiples and price earnings multiples.
Price earnings multiples are commonly used in the context of the share market. EBITDA, EBITA and EBIT multiples are
more commonly used in valuing whole businesses for acquisition purposes where gearing is in the control of the
acquirer.
Where an ongoing business with relatively stable and predictable earnings is being valued Grant Samuel uses
capitalised earnings or operating cash flows as a primary reference point. Application of this valuation methodology
involves:


estimation of earnings or cash flow levels that a purchaser would utilise for valuation purposes having regard to
historical and forecast operating results, non-recurring items of income and expenditure and known factors likely
to impact on operating performance; and



consideration of an appropriate capitalisation multiple having regard to the market rating of comparable
businesses, the extent and nature of competition, the time period of earnings used, the quality of earnings, growth
prospects and relative business risk.

The choice between the parameters is usually not critical and should give a similar result. All are commonly used in the
valuation of industrial businesses. EBITDA can be preferable if depreciation or non-cash charges distort earnings or
make comparisons between companies difficult but care needs to be exercised to ensure that proper account is taken
of factors such as the level of capital expenditure needed for the business and whether or not any amortisation costs
also relate to ongoing cash costs. EBITA avoids the distortions of goodwill amortisation. EBIT can better adjust for
differences in relative capital intensity.
Determination of the appropriate earnings multiple is usually the most judgemental element of a valuation. Definitive or
even indicative offers for a particular asset or business can provide the most reliable support for selection of an
appropriate earnings multiple. In the absence of meaningful offers, it is necessary to infer the appropriate multiple from
other evidence.
The usual approach is to determine the multiple that other buyers have been prepared to pay for similar businesses in
the recent past. However, each transaction will be the product of a unique combination of factors. A pattern may
emerge from transactions involving similar businesses with sales typically taking place at prices corresponding to
earnings multiples within a particular range. This range will generally reflect the growth prospects and risks of those
businesses. Mature, low growth businesses will, in the absence of other factors, attract lower multiples than those
businesses with potential for significant growth in earnings.
An alternative approach used in valuing businesses is to review the multiples at which shares in listed companies in the
same industry sector trade on the share market. This gives an indication of the price levels at which portfolio investors
are prepared to invest in these businesses. Share prices reflect trades in small parcels of shares (portfolio interests)
rather than whole companies and it is necessary to adjust for this factor.
The analysis of comparable transactions and share market prices for comparable companies will not always lead to an
obvious conclusion as to which multiple or range of multiples will apply. There will often be a wide spread of multiples
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and the application of judgement becomes critical. Moreover, it is necessary to consider the particular attributes of the
business being valued and decide whether it warrants a higher or lower multiple than the comparable companies. This
assessment is essentially a judgement.
2.

Discounted Cash Flow

Discounting of projected cash flows has a strong theoretical basis. It is the most commonly used method for valuation
in a number of industries, and for the valuation of start-up projects where earnings during the first few years can be
negative. DCF valuations involve calculating the net present value of projected cash flows. This methodology is able to
explicitly capture the effect of a turnaround in the business, the ramp up to maturity or significant changes expected in
capital expenditure patterns. The cash flows are discounted using a discount rate, which reflects the risk associated
with the cash flow stream. Considerable judgement is required in estimating future cash flows and it is generally
necessary to place great reliance on medium to long-term projections prepared by management. The discount rate is
also not an observable number and must be inferred from other data (usually only historical). None of this data is
particularly reliable so estimates of the discount rate necessity involve a substantial element of judgment. In addition,
even where cash flow forecasts are available the terminal or continuing value is usually a high proportion of value.
Accordingly, the multiple used in assessing this terminal value becomes the critical determinant in the valuation (i.e. it is
a “de facto” cash flow capitalisation valuation). The net present value is typically extremely sensitive to relatively small
changes in underlying assumptions, few of which are capable of being predicted with accuracy, particularly beyond the
first two or three years. The arbitrary assumptions that need to be made and the width of any value range mean the
results are often not meaningful or reliable. Notwithstanding these limitations, DCF valuations are commonly used and
can at least play a role in providing a check on alternative methodologies, not least because explicit and relatively
detailed assumptions need to be made as to the expected future performance of the business operations.
3.

Realisation of Assets

Valuations based on an estimate of the aggregate proceeds from an orderly realisation of assets are commonly applied
to businesses that are not going concerns. They effectively reflect liquidation values and typically attribute no value to
any goodwill associated with ongoing trading. Such an approach is not appropriate in SFF Co-Op’s case.
4.

Industry Rules of Thumb

Industry rules of thumb are commonly used in some industries. These are generally used by a valuer as a “cross
check” of the result determined by a capitalised earnings valuation or by discounting cash flows, but in some industries
rules of thumb can be the primary basis on which buyers determine prices. Grant Samuel is not aware of any
commonly used rules of thumb that would be appropriate to value SFF Co-Op. In any event, it should be recognised
that rules of thumb are usually relatively crude and prone to misinterpretation.
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Appendix E – Interpretation of Multiples
Earnings multiples are normally benchmarked against two primary sets of reference points:


the multiples implied by the share prices of listed peer group companies; and



the multiples implied by the prices paid in acquisitions of other companies in the same industry.

In interpreting and evaluating such data it is necessary to recognise that:


multiples based on listed company share prices do not include a premium for control and are therefore often (but
not always) less than multiples that would apply to acquisitions of controlling interests in similar companies.
However, while the premium paid to obtain control in takeovers is observable (typically in the range 20-35%) it is
inappropriate to simply add a premium to listed multiples. The premium for control is an outcome of the valuation
process, not a determinant of value. Premiums are paid for reasons that vary from case to case and may be
substantial due to synergy or other benefits available to the acquirer. In other situations premiums may be minimal
or even zero. There are transactions where no corporate buyer is prepared to pay a price in excess of the prices
paid by share market investors;



acquisition multiples from comparable transactions are therefore usually seen as a better guide when valuing
100% of a business but the data tends to be less transparent and information on forecast earnings is often
unavailable;



the analysis will give a range of outcomes from which averages or medians can be determined but it is not
appropriate to simply apply such measures to the company being valued. The most important part of valuation is
to evaluate the attributes of the specific company being valued and to distinguish it from its peers so as to form a
judgement as to where on the spectrum it belongs;



acquisition multiples are a product of the economic and other circumstances at the time of the transaction.
However, each transaction will be the product of a unique combination of factors, including:
-

economic factors (e.g. economic growth, inflation, interest rates) affecting the markets in which the company
operates;

-

strategic attractions of the business – its particular strengths and weaknesses, market position of the
business, strength of competition and barriers to entry;

-

the company’s own performance and growth trajectory;

-

rationalisation or synergy benefits available to the acquirer;

-

the structural and regulatory framework;

-

investment and share market conditions at the time, and

-

the number of competing buyers for a business;



acquisitions and listed companies in different countries can be analysed for comparative purposes, but it is
necessary to give consideration to differences in overall share market levels and rating between countries,
economic factors (economic growth, inflation, interest rates), market structure (competition etc) and the regulatory
framework. It is not appropriate to adjust multiples in a mechanistic way for differences in interest rates or share
market levels;



acquisition multiples are based on the target’s earnings but the price paid normally reflects the fact that there were
cost reduction opportunities or synergies available to the acquirer (at least if the acquirer is a “trade buyer” with
existing businesses in the same or a related industry). If the target’s earnings were adjusted for these cost
reductions and/or synergies the effective multiple paid by the acquirer would be lower than that calculated on the
target’s earnings;
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while EBITDA multiples are commonly used benchmarks they are an incomplete measure of cash flow. The
appropriate multiple is affected by, among other things, the level of capital expenditure (and working capital
investment) relative to EBITDA. In this respect:
-

EBIT multiples can in some circumstances be a better guide because (assuming depreciation is a reasonable
proxy for capital expenditure) they effectively adjust for relative capital intensity and present a better
approximation of free cash flow. However, capital expenditure is lumpy and depreciation expense may not be
a reliable guide. In addition, there can be differences between companies in the basis of calculation of
depreciation; and

-

businesses that generate higher EBITDA margins than their peer group companies will, all other things being
equal, warrant higher EBITDA multiples because free cash flow will, in relative terms, be higher (as capital
expenditure is a smaller proportion of earnings).
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Appendix F – Qualifications, Declarations and Consents
1.

Qualifications

The Grant Samuel group of companies provides corporate advisory services in relation to mergers and acquisitions,
capital raisings, corporate restructuring and financial matters generally. One of the primary activities of Grant Samuel is
the preparation of corporate and business valuations and the provision of independent advice and expert’s reports in
connection with mergers and acquisitions, takeovers and capital reconstructions. Since inception in 1988, Grant
Samuel and its related companies have prepared more than 400 public expert and appraisal reports.
The persons responsible for preparing this report on behalf of Grant Samuel are Michael Lorimer, BCA, Simon Cotter,
BCom, MAppFin, F Fin, Peter Jackson, BCom, CA, Christopher Smith, BCom, PGDipFin, MAppFin, and Jake
Sheehan, BCom (Hons). Each has a significant number of years of experience in relevant corporate advisory matters.
2.

Limitations and Reliance on Information

Grant Samuel’s opinion is based on economic, market and other conditions prevailing at the date of this report. Such
conditions can change significantly over relatively short periods of time. The report is based upon financial and other
information provided by the directors, management and advisers of SFF Co-Op. Grant Samuel has considered and
relied upon this information. Grant Samuel believes that the information provided was reliable, complete and not
misleading and has no reason to believe that any material facts have been withheld.
The information provided has been evaluated through analysis, enquiry, and review for the purposes of forming an
opinion as to the underlying value of SFF Co-Op. However in such assignments time is limited and Grant Samuel does
not warrant that these inquiries have identified or verified all of the matters which an audit, extensive examination or
“due diligence” investigation might disclose.
The time constraints imposed by the Takeovers Code are tight. This timeframe restricts the ability to undertake a
detailed investigation of SFF Co-Op. In any event, an analysis of the merits of the offer is in the nature of an overall
opinion rather than an audit or detailed investigation. Grant Samuel has not undertaken a due diligence investigation of
SFF Co-Op. In addition, preparation of this report does not imply that Grant Samuel has audited in any way the
management accounts or other records of SFF Co-Op. It is understood that, where appropriate, the accounting
information provided to Grant Samuel was prepared in accordance with generally accepted accounting practice and in
a manner consistent with methods of accounting used in previous years.
An important part of the information base used in forming an opinion of the kind expressed in this report is the opinions
and judgement of the management of the relevant enterprise. That information was also evaluated through analysis,
enquiry and review to the extent practicable. However, it must be recognised that such information is not always
capable of external verification or validation.
The information provided to Grant Samuel included projections of future revenues, expenditures, profits and cash flows
of SFF Co-Op prepared by the management of SFF Co-Op. Grant Samuel has used these projections for the purpose
of its analysis. Grant Samuel has assumed that these projections were prepared accurately, fairly and honestly based
on information available to management at the time and within the practical constraints and limitations of such
projections. It is assumed that the projections do not reflect any material bias, either positive or negative. Grant
Samuel has no reason to believe otherwise.
However, Grant Samuel in no way guarantees or otherwise warrants the achievability of the projections of future profits
and cash flows for SFF Co-Op. Projections are inherently uncertain. Projections are predictions of future events that
cannot be assured and are necessarily based on assumptions, many of which are beyond the control of management.
The actual future results may be significantly more or less favourable.
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To the extent that there are legal issues relating to assets, properties, or business interests or issues relating to
compliance with applicable laws, regulations, and policies, Grant Samuel assumes no responsibility and offers no legal
opinion or interpretation on any issue. In forming its opinion, Grant Samuel has assumed, except as specifically
advised to it, that:


the title to all such assets, properties, or business interests purportedly owned by SFF Co-Op is good and
marketable in all material respects, and there are no material adverse interests, encumbrances, engineering,
environmental, zoning, planning or related issues associated with these interests, and that the subject assets,
properties, or business interests are free and clear of any and all material liens, encumbrances or encroachments;



there is compliance in all material respects with all applicable national and local regulations and laws, as well as the
policies of all applicable regulators other than as publicly disclosed, and that all required licences, rights, consents,
or legislative or administrative authorities from any government, private entity, regulatory agency or organisation
have been or can be obtained or renewed for the operation of the business of SFF Co-Op, other than as publicly
disclosed;



various contracts in place and their respective contractual terms will continue and will not be materially and
adversely influenced by potential changes in control; and



there are no material legal proceedings regarding the business, assets or affairs of SFF Co-Op, other than as
publicly disclosed.

3.

Disclaimers

It is not intended that this report should be used or relied upon for any purpose other than as an expression of Grant
Samuel’s opinion as to the merits of the Proposed Transaction. Grant Samuel expressly disclaims any liability to any
SFF Co-Op security holder who relies or purports to rely on the report for any other purpose and to any other party
who relies or purports to rely on the report for any purpose whatsoever.
This report has been prepared by Grant Samuel with care and diligence and the statements and opinions given by
Grant Samuel in this report are given in good faith and in the belief on reasonable grounds that such statements and
opinions are correct and not misleading. However, no responsibility is accepted by Grant Samuel or any of its officers
or employees for errors or omissions however arising in the preparation of this report, provided that this shall not
absolve Grant Samuel from liability arising from an opinion expressed recklessly or in bad faith.
Grant Samuel has had no involvement in the preparation of the Notice of Meeting issued by SFF Co-Op and has not
verified or approved any of the contents of the Notice of Meeting. Grant Samuel does not accept any responsibility for
the contents of the Notice of Meeting (except for this report).
4.

Independence

Grant Samuel and its related entities do not have any shareholding in or other relationship or conflict of interest with
SFF Co-Op or Shanghai Maling that could affect its ability to provide an unbiased opinion in relation to the Proposed
Transaction. Grant Samuel had no part in the formulation of the Proposed Transaction. Its only role has been the
preparation of this report. Grant Samuel will receive a fixed fee for the preparation of this report. This fee is not
contingent on the outcome of the Proposed Transaction. Grant Samuel will receive no other benefit for the preparation
of this report. Grant Samuel considers itself to be independent for the purposes of the Takeovers Code.
5.

Information

Grant Samuel has obtained all the information that it believes is desirable for the purposes of preparing this report,
including all relevant information which is or should have been known to any Director of SFF Co-Op and made available
to the Directors. Grant Samuel confirms that in its opinion the information provided by SFF Co-Op and contained
within this report is sufficient to enable SFF Co-Op security holders to understand all relevant factors and make an
informed decision in respect of the Proposed Transaction. The following information was used and relied upon in
preparing this report:
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5.1

Publicly Available Information



Annual reports for SFF Co-Op for the years ending September 2011 - 2014;



Reports from Meat Industry Excellence group;



Publications from Deer Industry New Zealand



Reports from Beef and Lamb New Zealand, Economic Service;



Reports from the Meat Industry Association;



Publications from Ministry of Foreign Affairs and Trade; and



Reports from Statistics New Zealand.

5.2

Non Public Information



Board Papers of SFF Co-Op from 2013 - 2015;



Various SFF Co-Op Management Presentations;



Foundation Analysis, Business Restructuring and Strategic Options Paper prepared by PwC;



Vendor Due Diligence Report prepared by PwC;



2016 SFF Co-Op budget;



Potential Synergy Analysis prepared by Shanghai Maling;



Business and Capital Structure Review - Hamilton & Co;



Legal Vendor Due Diligence - Harmos Horton Lusk;



Management Presentation for Potential Investors;



Shareholder Agreement between SFF Co-Op and Shanghai Maling;



Share Subscription Agreement for shares in SFF by Shanghai Maling;



Co-operation Agreement - SFF Co-Op and Shanghai Maling;



Co-operation Principles - SFF Co-Op and Shanghai Maling; and



Letters of Offer for 50% of SFF from Shanghai Maling.

6.

Declarations

SFF Co-Op has agreed that it will indemnify Grant Samuel and its employees and officers in respect of any liability
suffered or incurred as a result of or in connection with the preparation of the report. This indemnity will not apply in
respect of the proportion of any liability found by a Court to be primarily caused by any conduct involving gross
negligence or wilful misconduct by Grant Samuel. SFF Co-Op has also agreed to indemnify Grant Samuel and its
employees and officers for time spent and reasonable legal costs and expenses incurred in relation to any inquiry or
proceeding initiated by any person. Where Grant Samuel or its employees and officers are found to have been grossly
negligent or engaged in wilful misconduct Grant Samuel shall bear the proportion of such costs caused by its action.
Any claims by SFF Co-Op are limited to an amount equal to the fees paid to Grant Samuel.
Advance drafts of this report were provided to the directors and executive management of SFF Co-Op. Certain
changes were made to the drafting of the report as a result of the circulation of the draft report. There was no
alteration to the methodology, evaluation or conclusions as a result of issuing the drafts.
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7.

Consents

Grant Samuel consents to the issuing of this report in the form and context in which it is to be included in the Notice of
Meeting to be sent to security holders of SFF Co-Op. Neither the whole nor any part of this report nor any reference
thereto may be included in any other document without the prior written consent of Grant Samuel as to the form and
context in which it appears.

SILVER FERN FARMS
INDEPENDENT REPORT

62

FOR INFORMATION CONTACT:
The Returning Officer
Silver Fern Farms Limited
Silver Fern Farms Shareholder Meeting
PO Box 3138
Christchurch 8140
Tel. 0508 666 886
Fax. 03 377 1474
www.silverfernfarms.com

