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Value Creation

» World Economic Forum — Global Competitiveness Report

» Competitive advantage measured on a scale of:
» 1 =low cost of natural resources to 7 = unique products & processes

New Zealand scores 4.1
Ranks 36™

This measurement by the World Economic Forum shows that NZ earns its living in the world economy
from producing mainly low value commodity goods, with minimal downstream processing on value add.



Value Capture

+ Value chain measured on a scale of:
» 1 =role in chain mainly confined to one step, eg resource extraction
» ...to 7 = involved all the way down the chain, capturing extra value

New Zealand scores 3.8
Ranks 58"

Likewise, the World Economic Forum’s analysis shows NZ captures only a part of the value its exports
help create. Instead, much of the value is captured by companies that buy our commodities then turn them
into higher value products.



Value — creation and capture
+ $25.3bn — Shipped value of our food & beverage exports (fob)

+ $140bn - $200bn — Consumer value of food & beverage products
primarily of NZ origin; source — Coriolis Research

* 1 Fonterra plant in NZ makes infant formula for Pfizer

» 8% Pfizer’s Chinese market share for infant formula

« US$12bn Nestlé paid for Pfizer’s infant formula brands

= 3 x Fonterra’s net asset value

This data shows the value of our food and beverage exports on the dock as they leave NZ...versus the
estimaed value of the products in supermarkets overseas. Again, this shows we don’t fully share in the
value we help create.

The rest of the slides describes how Neslte bought Pfizer’s human nuttirtion business for US$12bn two
years ago. But Pfizer buys most of its infant formula products from manufacturers such as Fonterra, then
creates market share and value from them, for example in the Chinese market. All Fonterra’s farmers get
out of this is the commodity price for milk they sell to Fonteera. And all Fonterra gets is a toll porcessing
fee for turning it into infant formula. Meanwhile Pfizer captures far more of the value downstream



Fonterra’s stuck in a commodity trap

« Generates weak sales per kg of milk, by international comparisons

Milk intake in mill t/year

Turn over/kg milk intake (us-$)
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« Source: IFCN Dairy Research Centre, Germany

Fonterra is one of the largest dairy companies in the world...but the turnover it generates per kg of milk is
low compared with the majority if other companies in the global top 20. Even the two Chinese dairy

companies generate far more revenue. This is further evidence of Fonterra’s dependence on basic
commodities.
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’ V.
NZ's challenge WHY NEW ZEALAND KEY
* NZ's theoretical GDP per capita: HAS LOW PRODUCTIVITY FIGURES

- $43,518
43,518
+ OECD average GDP per capita: a ' .
- $37,181

NEW ZEALAND

GDP PER CAPITA OECD  WHERE Nz couLD BE

« NZ’s actual GDP per capita: NZD, 2009) AVERAGE  BASED ON BROAD POLICIES
. $30.179 WHY THE PRODUCTIVITY GAP?

AND HOW IT COULD CLOSE

-0 betw th & it mc;wun;f OTHER
ur gap esoo;een eory & reality (m;mu iiUiiie

- minus o EAS LOW SKILLS
40% 5%

* We need much stronger

international connections | GREATERPARTIGPATION | INNOVATIVE, MORE

« ...to grow our way up value chain IN GLOBAL ADAPTABLE, HIGHLY-
g g S Lo VALUE CHAINS WELL-RUN FIRMS SKILLED

+ Productivity Commission’s WORKERS

latest report

TAKEN FROM *AN INTERNATIONAL PERSPECTIVE ON THE NEW ZEALAND PRODUCTIVITY
PARADOX", NEW ZEALAND PRODUCTIVITY COMMISSION WORKING PAPER 2014101

APRIL 2014 FULL REPORT AT WWW.PRODUCTIVITY. GOVT.NZ

The Productivity Commission’s analysis shows how this very weak position in global value chains
drastically reduces the economic wealth we generate in NZ, compared with the OECD average and a
theoretical figure based on the quality of our laws and institutions and the openness of our economy.
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Paradox

Abundance

The paradox is we think we get rich because of the abundance of new consumers in places like China and
India




Poverty

Cows

Scientists

...s0 the more cows, the more milk the richer we will be
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Poverty

Simplicity

...and the simpler we keep business and government, the richer we will be
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Poverty

Sustainability

Weak Strong

...likewise, the weaker our commitment to sustainability, the richer we will be
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Re-invention

Scarcity

But the paradox is it is scarcity not abundance that is driving all the most exciting new technologies,
markets, consumer choices and the like
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Wealth

Lacto-pharmaceuticals

Milk powder

If we focus on more cows, more milk we won’t fulfill our economic goals — we’re already running into
resource constraints.

Our scarcity is not cows, though but scientists...who can turn the milk into far higher value products. But
this is science we barely do n NZ>Most of our science is focused on commodity, on-farm production.
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Wealth

Complexity Simplity

....likewise, we need to learn how to deal with the complexity of new technologies and value chains
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Wealth

Sustainability

Strong

Weak

...and make sure we derive great value from being strongly sustianable
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People, planet

» Vision 2050 kol
A very challenging roadmap ==
for corporate development by
World Business Council for 3 b N e

Sustainable Development ’; s ".i
. i Vision E
+ ...NZ version too , I nj 2050 J] l
v § = v
b S
[
b

ﬂ" The new agenda for business

o
W

This is a guide to this view of a high value, highly sustainable world....mapped out by the World Business
Council for Sustainable Development, which includes leading companies such as Unilever, the Anglo-
Dutch consumer goods company.
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African countries
Asian countries

Finite resources @ CEuropean countries

@ Latin American and
Caribbean countries

North American countries

@ Oceanian countries
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United Nations Human Development Index

Each dot is a country, showing where it stands on the UN Human Development Index and what its
ecological footprint is.

To be sustainable, every country has to be in the blue box of high development, low footprint, by 2050.
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We must have unprecedented scale, speed & complexity of change
To a sustainable world in 2050

People’s Human Economy  Agriculture Forests Energyand  Bulldings Mability Materlals
values development power

From business as usual

This is a guide to how radical technology change must be in each of these sectors by 2050.
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Innovation

- . En:dhn'ns\"nv;\r
Harvard Business Review T
‘Why Sustainability Is Now the Key Driver of Innovation e
by Ram Nidumelu, C.K. Prahalad, and M.R. Rangaswemi L b

How Green Will Save Us: September, 2009 edition:
“There is no alternative to sustainable development.

“Our research shows that sustainability is a mother lode of organisational and
technological innovations that yield both bottom-line and top-line returns...

...In fact, because those are the goals of corporate innovation, we find that
smart companies now treat sustainability as innovation’s new frontier.”
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Circular economy
‘ \ Cradle to Cradle Framework
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One concept is to mimic nature in a “circular economy” in which all resources are infinitely reused.



THE NEW CLIMATE ECONOMY

The Global Commission on the Economy and Climate

Approach

The launch of Better Growth, Better Climate; The New CI]I
Economy Report

Our report - Better Growth, Better Climate: The New Climate Economy Repd}
launch on Tuesday, 16 September 2014 at 9:00 am EST. Watch our report lauf
at http://webtv.un.org/. |

BETTER GROWTH
BETTER CLIMATE

The New Climate Economy Report
THE SYNTHESIS REPORT

The Global Commission on the Economy and Climate

One of the most critical and urgent challenges facing countries today is achieving e
prosperity while also combating climate change.

The Global Commission on the Economy and Climate, and its flagship project Th
5 s

Econom; 10 bl b

The latest report on the economics of climate change...and the the new low carbon economy.
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Our choice

+ 2014 - 2030
« Total investment in the global economy = US$ 300 — 400 trillion

» Low carbon investment will cost a bit more than high carbon business-as-
usual

« Extra cost = 1% - 4% of GDP in 2030
« ...i.e. achieve the same level of GDP about 6 to 12 months later

» High carbon investment « Low carbon investment
« Cities, land use and energy sources « Cities, land use and energy sources
+ US$89 trillion + US$93 trillion

+ Extra cost for low carbon investment:
= US$4 trillion - probably an over-estimate
given inadequacies of conventional economic models
= US$270 billion a year = 1.5x New Zealand’s GDP per year

« Low carbon is cheaper than high carbon if operating costs are included

...from that report, is this analysis of the feasibility and desirability of a low carbon economy
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C.';pital requirements of a high- and a low-carbon scenario.

GLOBAL INVESTMENT REQUIREMENTS, 2015 TO 2030,
US$ TRILLION, CONSTANT 2010 DOLLARS

+$9 +$5 -$6 ;
$89 e —e.... 303 -$3 $93
- """" INCLUDING OPERATING
...... EXPENDITURES WOULD
MAKE A LOW-CARBON
TRANSITIONEVEN
MORE FAVOURABLE
LEADING TOAFURTHER
REDUCTION OF
US$5 TRILLION, FOR
OVERALL POTENTIAL
SAVINGS OF US$1
TRILLION
v \ 4 \ 4 v \ 4 ) 4
BASE ADDITIONAL  ADDITIONAL ~ REDUCED E&Eé’.%'.fﬁv
CASE ENERGY  LOW-CARBON CAPEXFROM
EFFICIENCY ~ TECHFOR  FOSSILFUELS TRANSMISSION!
(BUILDINGS, POWER &DISTRIBUTION
INDUSTRY, GENERATION
TRANSPORT)

...the analysis of high vs low carbon economies



ATLANTA'S BUILT-UP AREA BARCELONA'S BUILT-UP AREA

0 10 20 (km)
| S —

POPULATION: 5.25 MILLION POPULATION: 5.33 MILLION
URBAN AREA: 4,280 KM? URBAN AREA: 162 KM?
TRANSPORT TRANSPORT
CARBON EMISSIONS: 75 CARBON EMISSIONS: 0.7
TONNES CO, PER PERSON TONNES CO, PER PERSON
(PUBLIC + PRIVATE (PUBLIC + PRIVATE
TRANSPORT) TRANSPORT)

What a high density, attractive, low carbon city (Barcelona) looks like versus the sprawl of Atlanta.
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NZ Vision 2050

« ...by a group of young leaders...

- ...under the NZ Business
Council for Sustainable

Development... THE HEPURT

- ...which morphed into
Business NZ's

BUSINESS AS USUAL IS NOT AN OPTION

Sustainable Business Council :

a

+ Download at: H
« http://www.sbc.org.nz/

projects/vision2050 -

« Vision 2050 Global report at:
« http://www.wbcsd.org/
vision2050.aspx

VISION 2050

)
e
a
a
)
5
o

5o
o

Business Counc

This is the NZ version of Vision 2050, downloadable with this link, likewise the link to the world version
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THE VISION

VISION 2050 NEW ZEALAND

In 2050 New Zealand has.

six million people living well and
within the limits of the planet

URGENCY FOR CHANGE

s AT —
2.3 EARTHS s _ -
BY 2050; <P o =il

CLEARLY, THIS 7 3 : = =

SITUATION IS
NOT SUSTAINABLE.
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Sector by sector view of the tasks to be done towards the NZ Vision 2050
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Bemroeon Gl

2 MILLION I.MIH i

400,000
NEW DWELLINGS

e a1 13,000
NEW HOUSES EACH YEAR

HIGHEST

PER CAPITA

BOAT

HOUSEMOLDS OWN A BOAT

‘Marine Futures
Auckland in the future

20112031
AUCKLAND COMPRISES:

@ s LANDMASS

@ ECONOMY ~

POPULATION

AUCKLAND's
ECOLOGICAL FOOTPRINT

DOUBLE EXPORT TARGET

« Doubling primary sector exports by 2025
« Increase exports trom 30% 1o 40% of 607

DAIRY
Contrues 2.8% o 0P (85 billion, o
ot ceses syt o ¢.5.000

AQUACULTURE TARGET

PETROLEUM E MINERALS

 Mast productive sector in NZ economy
+ 2.5% o1 60P ané 6.2% of exports in 2013
« Workers past on average >$100, 000

, .NZ is in the world for percent
renewables in primary energy supply

These sustainability issues for NZ are very much about urban and rural issues and opportunities
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Marine Futures

Securing our future is a balancing act!

By improving how we manage our environment, we can support healthy
ecosystems and retain the benefits of ecosystem services, while allowing for

economic and population growth. Balanced resource use is essential.
Production

by Ecorpem ECOSYLEM
prioritised prioritised
* Commodity-based *Reduced human
growth impacts
* Extensive urban *Healthy, resilient
growth ecosystems
*Resource

*Diverse ecosystem
exploitation

services

Long-term risks

* Poor environmental
health

Long-term risks
*Limited commodity

production
*Loss of ecosystem *Reduced urban
services
*Restricted

growth potential
" *Reduced economic
resourcefulness

diversity
¢ Low amenity values

cvmaon G

——NIYA
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[ y— Marine Futures rr—

Water quality — how does the future shape up?
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UFTING MILUONS
OUT OF
POVERTY

FOOD
PRODUCTION

== A

i

2 BILLION e
OVER 60
CONNECTED
EE—
'WORLD E(
>3%
i
ECONC A PORULAT
GROWTH ..
DEMAND FOR

RESOURCES

| ——

GLOBAL FISH STOCKS
-0 COLLAPSE .. 2048
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Tamaki Makaurau

Auckland is growing so fast it has the potential to essentially remake itself as a low carbon, sustainable
city...and one that massive reduces its impact on the Hauraki Gulf
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Blue urbanism

* Built environments — Blue Urbanism... .
« ...where land and sea meet, mingle & co-exist

...one of the concepts is Blue Urbanism...with better interfaces between land and sea — not the traditional
ones, as in the Viaduct Harbour in Auckland but in physically more integrated ways such as on the right
the Norwegian State Opera House in Oslo
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to nature's health system

Comvita offers '/ and 5+ Care products
that nourish, protect, restore and revitalise.

Here’s one of the best examples of value chain creation in NZ — by Comvita
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Comvita’s value chain

« Building it by...
- Floating on NZX to raise funds
- Buying back distribution
- Investing in retail
« Investing in science
- Investing upstream in bees

« Virtuous cycle...

« ...each step generated new cash flow
to take the next
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...Comvita today

About Comvita

cuavor
STRATIOND BEAN WITH A WSION.

Manuka Honey
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Deals and relationships

« In 2010, Comvita licensed professional wound care to Derma Sciences, US

+ In 2013, Derma Sciences took 7.3% stake in Comvita to help fund upstream
investment in manuka honey production

HOME | CONTACT US | STTEMAP

AboutUs | Preducts | elsaringPortal |  ContractMenfacturing |  Orderinginfo |  D0SC127 |  lnvestor Relatons

» Cochrane Review
» About MEDIHONEY®
) Education

» Evidence

» Dressin

Y

» pati
» Patent Detaile

Product Ordering

WOUND & BURN DRESSING

MEDIHONEY'

Clinical evidence demonstrates the effectiveness of Active

Leptospermum Honey in helping wounds to heal

1 Bvidence

Patients with venous leg uicers, at least 6 months in duration, not
der standard compression theray, with >50% slough, not tak

g antibiotis
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Comvita: High science, high value
« 250gm of honey

. ClOVer NONEY .«..ciwusismusswmssssmmeussuis 1 h

» Comvita wound care......................... 25x (59

+ Comvita wound dressing................... 55x T
. (

onmolla; (7“

s 4'/1;*14{(0!1:

The Nature of New Zealand

Global UK X BAH News Preview

About Us

News and Updates. Welcome to Comvita

Shop Online
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« Reducing farming's environmental impacts will:
- Improve nutrient and resource efficiency

Opportunlty: - Increase value, resilience and sustainability

800

700
Full environmental

%0 cost of food
production

@
=
38

US$199bn

»
5
3

USS in billions

@
s
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100 42%

% 22%
.-

Airlines Automobiles Beverages Chemicals  Electricity

I i

Industial  Marine Mining Oil &Gas  Telecom&
Metals ~ Transportation Producers  Internet

. 2010 EBITDA . 2010 total environment cost as a % of EBITDA
Source: Trucost 2012, KPMG

Globally, agriculture is the only sector where its uncosted environmental impacts (up to the production level, but not
including downstream consumption of the products) are greater than its profits.

Farming can tackled this drastically improving resource efficiency and minimizing adverse environmental impacts
by, for example, ensuring nutrients are full used rather than escaping into water and air...the nutrient loops are

closed to create a circular system



Our opportunity
+ 1 litre of milk = 940 gm of CO, equivalent
20,000,000,000 litres = 18,800,000,000 kg of CO, eq
- 18.8m tonnes of CO, eq per year is not a waste product, a liability
Closing the nutrient cycle...

is a brilliant business opportunity...
healthier cows and soil...

= more very high value nutrition

The Greenhouse gases leaking from dairy farming, for example...are very large...and chemically they are
the building blocks of nutrition. So closing those nutrient loops would improve the resource use,
profitability and environmental performance of farming. That’s a very big task...with very challenging
science....but that’s the task for farming the world over to ensure food production meets fast growing
demand in environmentally sounds ways.
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THE UNIVERSITY
NEW ZEALAND Q| OF AUCKLAND
ASIA INSTITUTE

These following slides show how the Icelandic fishing industry has massively invested in science and
technology in order to dramatically increase its use of each fish, and the money earned form it. Iceland's
fishing profit margin is three times greater than NZ, even though the volume of its catch is declining as it
rebuilds its fish stocks.
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THE UNIVERSITY
OF AUCKLAND

Backbones (15% of fish weight)
mealed/oil extracted or dumped

Fillets (32% of fish weight) sold

Heads (30% of fish weight) very
little retained most mealed/oil
extracted or dumped

Trimmings (5% of fish weight)
minced block, mealed or dumped

Skin (6% of fish weight) mealed/oil
extracted or dumped

Liver and roe (7% of fish weight) roe retained by a
few - mostly mealed/oil extracted or dumped Guts mealed/oil extracted or dumped, some swim bladders
dried but mostly mealed or dumped (5% of fish weight)

“There is industry awarenesss of the potential to use the whole fish, some boutique players playing with some
byproducts, but no proper commercialisation of the opportunities” (pers. comm, 2012).
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New Zealand industry average EBITDA less than 10% whereas the Icelandic Industry

average EBITDA is more than 30% .

Iceland has been able to achieve a high average EBITDA through, for example:
Transparency

"  Auction system

"  Acollective commitment to innovation

ey
EBITDA margin ratio of Icelandic seafood companies, 1981-2009
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THE UNIVERSITY
OF AUCKLAND
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11 Total Allowable Commercial Catch

(TACC) = 631,787 tonnes \

Total marine landings = 435,000 tonnes ]—

THE UNIVERSITY
OF AUCKLAND

!

197,000 tonnes of TACC not caught |

Finfish landings = 394,000 tonnes* ]

[ Finfish domestic sales = 39,000 tonnes ]

Finfish exports = 199,000 tonnes, $778.8m ]—

Includes 59,900 tonnes of fish waste exported
(600,000 tonnes during past 10 years)

Finfish waste 156,000 tonnes

Nl

.

59,420 tonnes dumped at sea I

l
!

&

( Fish waste if dried could have earned

Over last 10 years 1.67 million tonnes of fish
waste could have earned $NZ1.87 billion instead

>
$NZ173.7 million in 2011

95,700 tonnes = 21,000 tonnes ($44m) of fishmeal.
2011 average export price for fishmeal was
$NZ 2.10kg or SNZ 0.38kg greenweight.

(6t largest export by volume; 8'" largest by value)

of $370 million from fishmeal )

*Does not include illegally dumped fish, estimated at

between 79,000 and 197,000 tonnes
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Heads dried and sold

to Nigeria

100% utilisation of

liver and roe

THE UNIVERSITY

OF AUCKLAND
Backbones dried and Develog 1t of own technolog
sold to Nigeria (superchilling) increased fillet yields by 10-15%

Swim bladder dried
Guts dumped (4%)

Trimmings are minced
into fish Nuggets

Gelatin extracted from skin and swim bladder
for use in a wide range of food products

Nigeria buys dried heads for FOB US $5.50kg and frames/bones for US $2.50kg.
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Fish leather used by
shoe & fashion industry

Gelatin pharmaceutical
capsules

Pharmaceutical tissue and
nerve-regeneration products

Enzymes used for
natural fish flavourings

Caviar and spreads

Gueca  Gucu

SH/EIDO Hand & foot
Enzymes from the S creams for
gut used for preventing and
. cosmetics, hygiene treating

. and pharmaceutical / b, Beauty collagens
products Cod liver oil (anti-aging products)

diabetic ulchers
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y o THE UNIVERSITY
3 OF AUCKLAND

BUSINESS SCHOOL

60.000

50.000

40.000

30.000

20.000

10.000

0

By-product Production 1992-2010 (tons)
Source: Statistics Iceland
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1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

By-productsin 1992 were 1,667 tonnes, increasing to 47,782 tons in 2010
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...imagine if we did that in Auckland through, for example, creating a Global Research Centre for Marin

biopharmaceuticals.

Global Research Centre for
Marine Bio-pharmaceuticals
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“You’ll have
no future...

...if you don’t
make one
for yourself”

Johnny Rotten
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